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ABSTRACT: We examine how regulatory changes to the Austrdllantinuous Disclosure
Regime affect the informativeness of firm discl@surand in turn, whether disclosure
informativeness aids price discovery. Three measofeinformativeness based on textual
characteristics of firm announcements such as b#tgiaquantifiability and forward-looking
information are used. While changes in regulationndt unanimously improve disclosure
informativenesss, all three informativeness progeselerate the rate at which information is
incorporated into share prices. The findings indidaat firm announcements that are easier
to read, contain more numbers and are less forleatldng assist investors in the price

discovery process.
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|. Introduction

“It is not from the benevolence of the butcher, bhewer, or the baker that we expect our
dinner, but from their regard to their own interéest

- Adam Smith

In capital markets where participants are freeri@ract with no consequences to their
actions, investors will always be losers due to phiaecipal-agent problem highlighted by
Jensen and Meckling (1976). For example, in thede as information intermediaries, it is not
clear that analysts produce earnings forecastadiitdte investors’ decision making or to
produce forecasts in a bid to earn trading commssiAdam Smith suggests the latter. It is
not from the benevolence of the managers or théystsathat capital market participants
expect earnings forecasts, but from their regarthéa own interest. In this paper, we aim to
examine the effectiveness of a regulatory envirantmusing a novel approach to measure

disclosure informativeness, that is textual analysi

All of the major stock exchanges (NYSE, NASDAQ, don Stock Exchange, Tokyo Stock
Exchange, Hong Kong Stock Exchange, New ZealanadkStExchange and Australian
Securities Exchange) have their relevant disclosegeirements. However, only Australia,
the UK and New Zealand have statutory enforceménhar disclosure requirements. UK
introduced its statutory enforcement in 2001, whidle Securities Market Amendment Act
was enacted in 2002 for New Zealand. The Australlantinuous Disclosure Regime (CDR)
was introduced in September 1994. Being the foregumf statutorily enforcing disclosure
requirements and prior empirical studies showingeahiresults, it is fitting for us to re-

evaluate the effectiveness of CDR and its effeatthe market.



Have the amendments made to the statutory-backgoheebetter improved listed entities’

understanding of the obligations they have, orthey just a matter of the enforcer keeping
things in check, ASIC and ASX in this instancefidfed entities do better understand their
disclosure obligations, then has the market becomie integrated and efficient? These two

questions set the scene of our paper.

Empirical studies, such as Brown, Taylor, and Wg(i®99) and Hsu, Lindsay, and Tutticci
(2012), use analysts’ forecasts to investigate dfiectiveness of CDR and show mixed
results. The shortcomings of using analyst forecasta measure of information asymmetry
have been raised by O'Brien and Bhushan (1990)eBetyal. (2010), in their review of the
literature on the financial reporting environmeniggest that analyst forecasts may not be the

most ideal measure of disclosure informativenessformation asymmetry.

Analysts are information intermediaries betweemsérand market participants, but are also
self-interested individuals (Healy and Palepu 200dre 2001). For stocks that are expected
to perform well (badly), analysts tend to providegse (ambiguous) estimates to induce
(decrease) trading volume (Hayes 1998). Beyer.e28l10) report that analysts’ forecasts
only explain 22% of the variation in quarterly dtoeturns caused by accounting disclosures.
On the contrary, information released directly bg firm explains the remaining 78% of the
variation (Beyer et al. 2010). It would appear thetrket participants pay closer attention to
firms’ announcements. In addition, not all firmsvhaan extensive analysts following. As
analysts are more inclined to cover stocks thateapected to perform well (Hayes 1998),

there can a selection bias away from small and fleaas’ firms.



In this paper, we recognise the limitations of gsamalysts’ forecasts and use novel measures
of disclosure informativeness through textual asigly We propose three measures of
disclosure informativeness: FOG Index (FOG), Qutiility (QUAN) and Forward-looking
Ability (FLAB). These three measures are attainedmf the examination of market
announcements’ textual characteristics. FOG givesindication of the readability of a
document. QUAN is the percentage of numbers in \&ergiannouncement file. FLAB

calculates the percentage of forward-looking stat&@siin a given announcement file.

Moving away from the use of analysts’ forecasts, fingt contribution to literature is the
adoption of textual analysis. In recent years,dgh&s been a growing number of accounting
and finance studies that have used textual analyées use textual analysis to provide an
alternative understanding to the effectiveness dRCregulation changes. Another
noteworthy contribution is the understanding of hoapital market participants react to
varying characteristics of disclosure informativeneWe shed light on whether investors
prefer announcements that are easier to understasigr to quantify or possess future
expectations. Our third contribution to literatusethe study of the effectiveness over the
entire CDR period, from 1993 to 2014. This is ateggion of Hsu, Lindsay, and Tutticci

(2012) findings.

The results are mixed as to whether CDR amendmemiove disclosure informativeness.
We observe neither a unidirectional nor systenetfiect on disclosure informativeness with
the CDR amendments. Consistent with Brown, Tayod Walter (1999) and Hsu, Lindsay,
and Tutticci (2012), we find that firms, and indluals behind the preparation of the
disclosure announcements, improve their disclosdoemativeness if the regulation change

involves the introduction of civil penalty provisie that is during March 2002. With financial
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penalty provisions, firms responded with more fawviboking information but provide
disclosures that are tougher to understand. Thésnseto suggest a trade-off between
informativeness and timeliness. We also find th@aGl- QUAN and FLAB have persistent
explanatory power on the rate at which informatisrincorporated into share prices. The
findings indicate that announcements that are meadable, that contain more numbers and

with less forward-looking statements aid in thegnliscovery process.

The remainder of our paper is structured as folloMe discuss the continuous disclosure
regime in Australia in Chapter Il, before develapour hypotheses in Chapter Ill. In Chapter
IV, we illustrate the construction of our informagness and timeliness variables and our
research design. We discuss the results and iticatipns of our findings in Chapter V and

provide concluding remarks in Chapter VI.

[I. Institutional Setting

Australian CDR has been “widely regarded as ambagmorld’s best, striking an appropriate
balance between the benefits of a fully informedk®iand the need for certain information
to remain confidential, at least for a period aféi’ (Bloch, Weatherhead, and Webster 2011,
p. 286). Introduced in September 1994, CDR aimedaoce information asymmetry between
firms and capital market participants by statuyoeihforcing them to immediately inform the
market of any price-sensitive information. Thiststary-backed regime has built on lessons

learned from the past and been developed extepsanel improved over the years.

It is regulated through two mechanisms - the regments of Australian Securities Exchange

(ASX) Listing Rule 3.1 and a statutory provisioB,/4 of theCorporations Act 2001 (Cth)



The main objective of CDR is “to enhance the intggand efficiency of Australian capital

markets by ensuring that the market is fully infedh(ASX 2014, p. 6).

ASX and ASIC are the enforcers of CDR. Under Secii®2A of theCorporations Act 2001
(Cth), ASX, as the market operator, must do all thingended reasonably practical to ensure
a fair, orderly and transparent market. To do s8XAnust have adequate arrangements to

monitor and ensure compliance with the marketisigsrules.

ASX will issue a price query letter if it identiBeany abnormal and unexplained movements
in share price or trading volume of a listed erditgecurities. This is the initial flag of a
potential breach of continuous disclosure requir@merhe purpose of a price query letter is

to assure ASX that the entity is complying with A&isting Rules 3.1 (ASX 2014).

Under Section 792B of th€orporations Act 2001 (Cth)ASX is required to give notice to
ASIC based on its judgment as to whether the ligtetity has significantly failed in its
continuous disclosure obligations. ASIC will theecttle if criminal or other regulatory

actions are to be taken against the listed entity.

Amendments to CDR

Since the initial introduction of CDR in Septemld&94, the regime has undergone several
amendments to refine disclosing entities’ obligasioWe highlight the amendments that

include the introduction of either civil or finaatipenalties.



In March 2002, the implementation of tR@ancial Service Reform Act 2001 (C#x¥tended
the civil penalty regime to cover the market mistuet through the introduction of the
financial services civil penalty provisions, whidhcluded the continuous disclosure

obligations in s674(2) of th€orporations Act 2001 (Cth)

In June 2005, ASX amended Guidance Note 8 to iechrdendments from tl@orporations
Act 2001 (Cth) These amendments include giving ASIC the powerssme continuous
disclosure infringement notices. Infringement negiare structured to provide a “fast and
effective” remedy to breaches of continuous disalesobligations, so that the “redress is
proportionate and proximate in time to the alledwdach”. (ASIC 2012) Issuance and
subsequent conformation of infringement noticesnateto be taken as admission of liability,
nor do they represent that t@®rporations Act 2001 (CtH)as been breached. ASIC, via the
issuance of infringement notices, has the powémfpmse financial penalties for breaches of
continuous disclosures. Depending on the severityth® alleged breach and the
accompanying circumstances, financial penaltiesbeai33,000, $66,000 or $100,000 (ASIC

2013).

The other amendments are as follow chronologicdilySeptember 2001, ASX amended
Guidance Note 8- relating to the continuous disglesobligations in Listing Rule 3.1 - to
place greater emphasis on obtaining better disad®u investors in certain circumstances. In
January 2003, ASX introduced a false market ruldeurASX Listing Rule 3.1B. The false
market rule gives ASX the authority to request atity to provide information required to
correct or prevent a false market. In May 2013, updated Guidance Note 8: Continuous

Disclosure: Listing Rules 3.1 — 3.1A came into efff@he most significant change from the



previous continuous disclosure guidance was theificition regarding ‘awareness’,

‘material information’ and ‘immediate disclosur&MG 2013).

lll. Literature Review and Hypotheses Development

Voluntary disclosures

The main benefit of disclosures is the reductioageéncy costs arising from the separation of
ownership and control in firms. Jensen and Meck(ibg76) first introduced the principal-
agent theory. They provide answers as to why masage not engaging activities that will
maximise the value of firms. Managers, who possesise information that is unknown to

investors, are able to choose when to communicibestakeholders.

Early theoretical studies (Grossman and Hart 1@8@ssman 1981; Milgrom 1981) argue
that managers will disclose all value-relevant infation under the following conditions: (1)

disclosures are costless, (2) investors know tinatsf possess private information, (3) all
investors interpret the firms’ choice of disclosureéhe same way, and (4) firms can credibly

disclose their private information.

Later models suggest that partial disclosure duouulin exists instead because of the
violations of the aforementioned conditions. Engalistudies on voluntary disclosures have
since been split into two competing hypothesisonmiativeness perspective and opportunistic
perspective. The informativeness perspective siiggeanagers use voluntary disclosures to
reduce information asymmetry, while the opportuaigierspective suggests that managers
disclose strategically to achieve certain goalthatcost of investors. These two perspectives

are not mutually exclusive, that is both can ccsewithin a firm’s disclosure policy.



ASX’s decision to use statutory sanctions to ensoamagers disclose material information
on timely basis can be linked to both perspectiBeyer et al. (2010), in their review of the
financial reporting environment, highlights thaeté is room for disclosure regulation in
capital markets when managers do not voluntarigcldse all their private information.
Within the informativeness perspective, the literatsuggests that firms may choose to either
withhold certain proprietary information or be focbming with information so as to adjust
market expectations and reduce litigation cost®raiegly (Verrecchia 1983; Ajinkya and
Gift 1984; Skinner 1994; Lang and Lundholm 1996;ttBin and Stocken 2009). The
opportunistic perspective suggests that managedsttecreate a false market, such as hyping
share prices, in order to deceive market parti¢godor their personal gain (Marquardt and
Wiedman 1998; Lang and Lundholm 2000; Aboody andzk& 2000; Rogers, Van Buskirk,

and Zechman 2011).

In the United States (US), much of the voluntaschlisure literature focuses on Management
Discussion and Analysis (MD&A). Many researchersn ddb show the effects of varying
levels of voluntary disclosures on information @#ncy (Henry 2008; Li 2010; Kwak, Ro,
and Suk 2012; Muslu et al. 2014) and ultimatelg, eéffects on cost of capital (Botosan 1997,

Sidhu et al. 2008).

In Australia, Brown, Taylor, and Walter (1999), H&009) and Hsu, Lindsay, and Tultticci
(2012) specifically investigate the effectivenest @DR. In particular, Hsu (2009)

investigates the ‘materiality’ component of CDRVetn 1995 to mid-2000, and finds that
disclosure frequency and the magnitude of earnimgss are positive related. Empirical

studies are leaning towards the notion of CDR bafigctive in ensuring that the capital
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market is integral and efficient (Brown, TaylordaWalter 1999; Chan et al. 2007; Hsu 2009;
Hsu, Lindsay, and Tutticci 2012). Recall that thairmobjective of CDR is “to enhance the
integrity and efficiency of Australian capital matk by ensuring that the market is fully
informed” (ASX 2014, p. 6). Assuming that regulatiohanges are put in placed with the
aforementioned objective in mind, we expect thenhawe a positive effect on disclosure
informativeness. Coupled with evidence from recentpirical studies, we propose the

following as our first hypothesis, stated in theealative form:

H1: CDR regulation changes have a positive effect snlasure informativeness

Limitations of analysts’ forecasts

Analysts are information intermediaries betweeméirand market participants. O'Brien and
Bhushan (1990) raised the shortcomings of usinglysihdorecasts as a measure of
information asymmetry. Beyer et al. (2010), in theview of the literature on the financial

reporting environment, suggest that analyst fortenssy not be the most ideal measure of

disclosure informativeness or information asymmetry

First, how neutral are analysts acting as inforamatintermediaries? Analysts are self-
interested individuals (Healy and Palepu 2001; @G&@1). O'Brien and Bhushan (1990) find
that analysts prefer industries with growing nursbef firms, industries with regulation,
while avoiding firms with high return volatility @nhigh existing numbers of analysts.
Empirical evidence also shows that analysts areemioclined to cover stocks that are
expected to perform well (Hayes 1998). For stobled &re expected to perform well (badly),

analysts tend to provide precise (ambiguous) estsni induce (decrease) trading volume



(Hayes 1998). Empirical evidence by Groysberg, ieahd Maber (2011) shows that
analysts’ compensation are not related to thegdast accuracy, but rather in their ability to
generate business for their brokerage firm, abitily maximise trading commission or
reputation in the industry. Therefore, we are skapto acknowledge that analysts are neutral

with their forecasts.

Second, how informative are analysts’ forecastsntarket participants when making
investment decisions? Early research has showrysigalforecasts to affect share price
(Givoly and Lakonishok 1979; Lys and Sohn 1990)wdweer, Beyer et al. (2010) report that
analysts’ forecasts only explain 22% of the vaoiatin quarterly stock returns caused by
accounting disclosures. On the contrary, infornmatileased directly from the firm explains
the remaining 78% of the variation (Beyer et all@0 It seems that market participants pay

closer attention to firms’ announcements.

Third, how representative of the entire marketfaines with analysts following? Not all firms
have an analyst following. Hsu, Lindsay, and Teiti@012) removed firms with less than
three analysts from their sample. Brown, Taylod &valter (1999) show that small and ‘bad
news’ firms are at the lower spectrum of disclosyuwelity. As analysts are more inclined to
cover stocks that are expected to perform well @3a4998), there may be a selection bias as

small and ‘bad news’ firms are removed from the gam

Measures of disclosure informativeness

These lead us to question if there are alternatigasures of disclosure quality. Core (2001)

and Beyer et al. (2010) suggest that textual arsalgan better measure the quality of
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disclosures over time. Analysing non-accountingiimfation is likely to provide insights into

managerial disclosure choice and its resulting esva consequences. Following their
suggestion and to contribute to the growing acdagriterature that uses textual analysis, we
use three measures of disclosure informativeneas llave recently appeared in the

accounting literature (Li 2008, 2010; Lundholm, Bpgnd Zhang 2014; Muslu et al. 2014).

Our first measure of disclosure informativenesshie Fog Index (FOG), developed by
Gunning (1952). FOG is a simple, yet effective vimgnsystem against drifting into
unnecessary complexity in the mechanics of wrif@gnning 1969). FOG has been used in

accounting empirical research, notably in Li (2088) Lundholm, Rogo, and Zhang (2014).

The second measure of disclosure informativenegduantifiability (QUAN). QUAN is a
measure of numerical intensity in a given annouresgimEmpirical studies are supportive of
the idea that the ability to quantify improves imf@mtiveness, due to its universal meaning.
Budescu, Weinberg, and Wallsten (1988) show thdividuals make better judgments with
numbers, as compared to words. Botosan (1997) suthaé quantitative data aids investment
decision-making. Mercer (2004) argues that managgramprove disclosure credibility with
more precise forecasts with the provision of nurebklenry (2008) reported that the market

impact of unexpected earnings is reduced with nigalky intensive disclosures.

The third measure of disclosure informativenesSasvard-looking Ability (FLAB). FLAB
computes the amount of forward-looking sentenceanimnnouncement. In recent literature,
notably Li (2010) and Muslu et al. (2014), FLAB Hasen used to examine forward-looking
characteristics of MD&As in annual reports or gedst reports filings in the US. Li (2010)

found that the tone of forward-looking statememdVID&AS is positively associated with
11



future earnings. Muslu et al. (2014) observed fhats in a poor information environment
make more forward-looking MD&As, improving the imfoational efficiency of stock prices

for such firms.

Ball and Brown (1968) show that, leading up to anual earnings report, a firm’s share price
will have begun to reflect the accounting figuréshat report. Empirical studies support that
managers manage earnings forecasts to prevent haggive earnings surprises (Kasznik
and Lev 1995, Burgstahler and Eames 2006). Theeatecrthe setting of our second
hypothesis — how does the informativeness levefiraf’s announcements made prior to
preliminary final statements (PFS) affect the nakie-relevant information incorporate into

share price. This leads to our second hypothdsigdsin the alternative form:

H2a: In the lead up to an earnings announcement, val@eant information incorporate into
prices is faster when FOG Index is lower

H2b: In the lead up to an earnings announcement, valieeant information incorporate into
prices is faster when Quantifiability is higher

H2c: In the lead up to an earnings announcement, valeeant information incorporate into

prices is faster when Forward-looking Ability iggher

V. Data and Method

Sample selection

ASX announcements, made between January 1993 amel 2014, by all ASX-listed
companies are downloaded as text files from Seesrindustry Research Centre of Asia
Pacific (SIRCA) Australian Company Announcement&£fd. Relevant information on the

12



announcements’ release dates and times, ASX ragartides and market sensitivity tag are

also provided.

Brown, Taylor, and Walter (1999) identify ASX Repog Code 14 — Others as CDR-related
announcements. However, announcements tagged Uh#ler Others” have been declining
over the years. We posit that ASX has made antdffarategorising announcements into its
relevant categories, instead of consolidating desri14 — Others”. Therefore, we determine

that CDR-related announcements should have thewoit characteristics:

1. The announcement cannot be pre-empted
2. The announcement usually contains informatiayuaithe firm’s business operations
3. The announcement is voluntarily disclosed byfitime

Table 1 tabulates the selection criteria and docusnthe various categories that fulfill the
criteria.

(INSERT TABLE 1)

The first criterion removes announcements thatarsidered periodic. Firms are required to
make these announcements within a reporting pdead the PFS report has to be released
no later than three months after the end of ther)yebhe second criterion removes
announcements that are a mere formality under ASKd rules. They are perceived to not
contain any purposeful information regarding aelistfirm's future prospects. The third
criterion removes announcements that are not valimtdisclosed by the firm. They are
usually made in response to letters issued or rectimposed by ASX. Through this, we
identify five ASX reporting codes that are requitedbe made under CDR. They are 01-

Takeover Announcements, 07 — Asset Acquisition Rrspposal, 11 — Progress Report, 14 —
13



Others and 16 — Letter to Shareholders. From her¢hese five categories will be termed as
CDR-related announcements. We therefore reachad’ ample of 298,005 CDR-related

announcements.

Figure 1 shows the yearly number of ASX announceserade per year and Figure 2 shows

the yearly number of firms listed on ASX.

(INSERT FIGURES 1 AND 2)

Overall, the number of ASX-listed firms has incred$rom 1,135 to 2,120 over the 21-year
periodf. The average number of announcements per firmirfesased over the 21-years,
from an average of 27 announcements per year i3 19318 announcements per year in
2013. CDR-related announcements follow similardeewith the price-sensitive documents,
other than in 2009. The proportion of price-semsitlocuments has been on a gradual decline
from 1993 to 2005 (with the exception of 2000 —t‘dom’ bubble). This decline provides
preliminary evidence that CDR is effective as itowh that more non-price sensitive

announcements are made, even if it may not benestjui

Informativeness variables

! Two additional criteria are imposed before reagtttre final sample. First, announcement text files
that have a FOG Index score of less than 5 areveth@\n investigation on the deleted files indisate
that these announcement PDFs have not been cothvereperly into text files. Second,
announcement text files should not have more tttamérds per sentence. A check on the deleted
files indicates that these text files are usualbwerPoint slides, form-filling documents and legal
documents. These types of files do not contain niatystops in general. Hence, the written JAVA
codes are unable to accurately count the total rumiosentences in that particular document.
2 Excludes 2014, as the year is incomplete at tifiveriting.
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Assuming that the text is well formed and logi¢aDG captures text complexity as a function
of syllables per word and words per sentence (Gunh952). It is calculated as:

FOG = 0.4 = (average words per sentene&o of complex words in documént (1)

where complex words is defined as a word that hasetor more syllables. FOG is an
indication of the readability of a document. An anncement that has a low FOG indicates
easy reading and comprehension. Hence, the annoenteis perceived to be more

informative.

QUAN gives the percentage of numbers in a givenoanoement file. A higher QUAN
observed is an indication of a more informativecldisure. QUAN is calculated in the spirit
of Lundholm, Rogo, and Zhang (2014). It is calcedibas:

QUAN = (number of numbers- document length= 100 (2)

FLAB gives the percentage of forward-looking stagais in a given announcement file. An

informative disclosure is expected to have a highekB score. FLAB is computed as:

FLAB = (number of forward-looking sentences +total numlfezemltence)s* 100 (3)

The full computation process of the informativeneagables is documented in Appendix I.
In short, we downloaded the Lingua::EN::Fathom J&WA and modified certain codes to
account for the differences in textual patternstie announcement text files. The most

intricate aspect of FLAB is identifying forward-lkiag statements. We adopt the process

*When Li (2008) and Lundholm, Rogo, and Zhang (2@&&mined disclosures made in the U.S., they
did not have this issue when using Lingua::EN::Bath This is because SEC EDGAR provides
company announcements files in XML file format. XNlle format defines a set of rules for encoding
documents in a format which is both human and nmechéadable. However, SIRCA ACA provides
announcements files in TXT format.
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used previously by Li (2010) and Muslu et al. (2014sing computer-intensive techniques, a
sentence will be tagged as forward-looking if intans futuristic words such as ‘next fiscal’,

‘will’, ‘anticipate’ and ‘forecast’. A full list offuturistic words is provided in Appendix II.

Measures of price discovery

In the spirit of Beekes and Brown (2006), we ad#p deflated timeliness metrics
(TIMELI_DEF? to measure the rate of value-relevant informatimorporating into a firm'’s
market-adjusted share price from the first quasfethat financial year to the PFS date. The
event of interest is the release of PFS. BeekesBaodn (2006) define fas 14 calendar
days after the release of PFS to allow prices #itl&s. However, we remove the additional
14 calendar days. As discussed earlier, we arestigating the informativeness of
announcements required to be made under CDR. Hdreeemoval of the “settling” period
allows me to examine how the informativeness of @BRted announcements affects the
speed of price discovery leading up to the PFSaseledate. Due to the intricateness of
calculating the timeliness metrics, we only focuasfioms that have a June fiscal year end. In
addition, the first year that a firm changes iscdl year-ends (example: from December to
June) is dropped, as these PFS announcementstaneencalendar year apart. TIMELI_DEF,

is calculated as:

TIMELI_DEF, = (5= ¥8-_364|In(Po) = In(P))/(1 + [In Py ) (@)

where Ris the market-adjusted share price, which is oleskat daily calendar intervals from

day -364 until day O (PFS date). In instances whieeePFS is released after the last trade of

* Idiosyncratic share price volatility tends to até the timeliness metrics when it is calculatethat
individual firm-year level. Beekes and Brown (2006)roduced a deflated version of timeliness
metrics.
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the day, the event date will be the next tradingy dlastead. The intuition behind
TIMELI_DEF is simple. The longer it takes for anfiis share price to converge on the final
price,R, the larger is the value of TIMELI_DEF. On the @tlhand, TIMELI_DEF is equal to
0 if price changes to,Pn the first trading day (day -249) and tracksriaket index for the
remaining 249 days. This can also be interpretetth@speed of price discovery being at its
maximum. We downloaded daily share prices from $AR@d an appropriate market index,

ASXALLORDS, from DataStream.

Multiple regression models

We use multiple regression models to examine tletioaship between CDR regulation
changes and disclosure informativeness. Our measafralisclosure informativeness are

FOG, QUAN and FLAB. The multiple regression modsis as follow:

INFORM;, = By + B,RC(94 — 01) + B3RC(01 — 02) + BLRC(02 — 03) + BsRC(03 —

ﬁlOMKTCAPi,t + ﬁllDEi,t + ﬁleKTSENl,t + fixed - effeCtS + Si,t (5)
where:
INFORM; = either FOG, QUAN or FLAB as defined in (1), (2pd (3)
respectively, calculated on an announcement basis;
RC(94-01) = dummy variable takes on the value d@f ASX announcements

are made between September 1994 to August 20ahefnase;
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RC(01-02) = dummy variable takes on the value d@f ASX announcements
are made between September 2001 to February 2002, O
otherwise;
RC(02-03) = dummy variable takes on the value d@f ASX announcements
are made between March 2002 to December 200ebvase;
RC(03-05) = dummy variable takes on the value d@f ASX announcements
are made between January 2003 to May 2005, 0 oesrw
RC(05-13) = dummy variable takes on the value d@f ASX announcements
are made between June 2005 to April 2013, 0 otlserwi
RC(13-14) = dummy variable takes on the value d@f ASX announcements

made between May 2013 to June 2014, 0 otherwise;

PBi; = price-to-book value for firnve at the end of yedr

ROE; = return on equity for firmve at the end of yedr scaled by 1/100;

MKTCAP;; = natural logarithm of market capitalization fom we at the end
of yeart;

DEi; = debt-to-equity value for firmve at the end of year, scaled by
1/100;

MKTSEN = dummy variable takes on the value of AEX announcement is

tagged as price-sensitive, O otherwise;

We include PB in our regression models to contoolthe variation in disclosure patterns
from firms’ market valuation. We expect low PB fgrto make more informative disclosures
in order to prevent any litigation issues (Skinté®84, 1997). According to Brown, Taylor,
and Walter (1999), the increase in voluntary disgtes is confined to small firms and firms

that are performing relatively poorly. As such, welude ROE and MKTCAP to account for
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firms’ performance and size respectively. We atsdude DE to control for firm’s leverage.
We downloaded the control variables (PB, ROE, MKFCADE) from Morningstar

DatAnalysis Premium.

We also use multiple regression models to exantiaedlationship between CDR regulation
changes and disclosure informativeness. Our measafralisclosure informativeness are

FOG, QUAN and FLAB. The multiple regression modsis constructed as follow:

TIMELI_DEF;, = B, + B,FOG_AVE;, + BsQUAN_AVE; , + B,FLAB_AVE; . +
BsRTN_VOL; . + BsPB;; + B;ROE;; + BgMKTCAP;, + BoDE; , + fixed —

effects + &, (6)

where:

TIMELI_DEF;;= as defined in (4);

FOG_AVE; = as defined in (1), calculated on firm-fiscahyaverage;

QUAN_AVE;;= as defined in (2), calculated on firm-fiscahyaverage;

FLAB_AVE;; = as defined in (3), calculated on firm-fiscahyaverage;

RTN_VOL;; = daily market-adjusted return volatility forfirwe at the end of
yeart;

PBi; = price-to-book value for firnve at the end of yedr

ROE; = return on equity for firmve at the end of yedr scaled by 1/100;

MKTCAP;; = natural logarithm of market capitalization fom we at the end
of yeart;
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DEi; = debt-to-equity value for firmve at the end of year, scaled by

1/100;

Despite using the deflated measure of timelinegsst¥ include RTN_VOL to capture any
effects of idiosyncratic share price volatility.dif increase in informativeness levels improves
the speed of price discovery, we expect FOG_AVEAQUAVE and FLAB_AVE) to have

a positive (negative) relationship with TIMELI_DEF.

V. Results and Its Implications

Descriptive statistics

Table 2 presents the descriptive statistics ofcti@inuous variables examined in this paper.
The continuous variables were winsorised twicet it 99% then at two standard deviations
around the respective means. We present descrgiatistics of the control variables for both
population firms and sample firms in Panel A. Oamgle firms consist of firms that have
made CDR-related announcements during the yeachwdunstitutes 91% of the population.
A comparison of the mean and median between thelgopn and sample firms show no
differences with firms’ characteristics. Hence, ave certain that there is no sample selection
bias.

(INSERT TABLE 2)

Panel B of Table 2 presents the descriptive siegigor the informativeness variables. FOG
provides an estimation of the number of years ah&d education needed to understand the
text on the first reading (Gunning 1969, Li 2008)(2008) examined the readability of the
MD&A and the Notes sections of U.S firms’ annugbads and reported median values of
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17.98 and 18.83 respectively. Compared to Li (2008 median FOG score is higher at
20.90. This can be explained by the nature of thusti&lia economy, which is heavily
saturated with resource firms. Announcements mgdadse firms contain complex technical
and industry jargon (Bird, Grosse, and Yeung 201&nce pushing the median of FOG

upwards.

QUAN measures the numerical intensity of a giveoutieent. Bozanic, Roulstone, and Van
Buskirk (2014) study the attributes of informatiess disclosures and include numerical
intensity as one of their measures. Investigatumgrigrly earnings announcements in the U.S,
they reported a median numerical intensity of 5.3%e median QUAN of 2.50 for our

sample is significantly lower than Bozanic, Routgpand Van Buskirk (2014). The main

reason is that their sample is made up of quartatynings announcements, while quarterly
and other periodic reports are excluded from theo8€DR-related announcements that we

have identified.

FLAB is expressed as the percentage of forwardimp&entences in a given document to the
total number of sentences. Bozanic, Roulstone,\éard Buskirk (2014) report a median of
7.0%. We find a median of 14.29%, which is higheant Bozanic, Roulstone, and Van
Buskirk (2014). Further (unreported) analysis shawsedian of 6.25% for announcements
categorised under Class 3 — Periodic Repoitte argue that CDR-related announcements
contain more forward-looking information, as congzhto earnings announcements, thus our

observation of a higher median.

®> Includes announcements regarding annual reporediminary final statements and half-yearly
reports
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Table 3 reports the Pearson product-moment cawelabatrix. A slight complication with
current literature is the tendency to draw a lirdtween numerical intensity and forward-
looking ability (Mercer 2004, Muslu et al. 2014)UAN and FLAB have a correlation
coefficient of -0.1592, which is below the thresholf 0.7. This suggests that they measure
different aspects of disclosure informativeness tat they can be ran together in the same
regression model.

(INSERT TABLE 3)

Effects of CDR regulation changes on disclosure infmativeness

Panel A of Table 4 reports the regression resultsvbether CDR regulation changes affect
disclosure informativeness. Disclosure informatag&nis measured by three variables — FOG,
QUAN and FLAB. Panel B of Table 4 reports the tektequality between the RG{t:)
dummy variables.

(INSERT TABLE 4)

In general, Panel B of Table 4 shows that FOG maduglly increased over the 22 years.
This is in contrast with the expected effects of RCIAl five test of equalities between the
RC(i-t;) variables report the changes to be significarthat1% level. Post regulation, FOG
has only been below the pre-regulation score dd@B once. This is during the period of
2003 to 2005, with the decline in the FOG starim@002. This decline can be attributed to
two regulations changes made during that period exdension of the civil penalty regime
with the Financial Service Reform Act 2001 (Cih)March 2002 and the introduction of the
false market rules under ASX Listing Rule 3.1B andary 2003. This finding shows that

firms respond to civil penalty provisions by impnoy the readability of their announcements
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and is consistent with Brown, Taylor, and Walte8992) and Hsu, Lindsay, and Tutticci
(2012). Both studies find analyst forecast propsrtas a proxy of disclosures’ information
content, improved with the introduction of civilrties. Interestingly, the regulation change
made in June 2005 causes FOG to increase the mdst®52. Recall that the June 2005’s
amendment was giving ASIC the power to issue captis disclosure infringement notices.
This increase in FOG seems to suggest that firmaniattempt to provide timely disclosures,
structure disclosure documents that may be toughanderstand. This suggests a trade-off

between being timely and being informative.

The largest increase in QUAN is during the peri682to 2005, RC(03-05)-RC(02-03). The
false market rule was introduced then, togetheh whe clarification of ASX Listing Rule
3.1A. It is not clear how these changes explainrbeease in QUAN. The introduction of the
Financial Service Reform Act 2001 March 2002 sees an increase in QUAN. Similathto
findings for FOG, it seems that firms, and indivatkibehind the preparation of the disclosure
announcements, responded to the introduction df manalties by improving the amount of
numbers reported. The increase of 0.3236% duri®®p 20 2013 may be due to two factors —
ASIC was given the authority to issue infringemeatices to entities and individuals who
contravened continuous disclosure requirements vetse held responsible under the
Corporation Act 2001 (CthHowever, with the 2013 amendment, there waslanf&)UAN,

a reversal of the trend from the previous periokisTsuggests that firms’ responses to the

introduction of financial penalties are transitory.

Post regulation, FLAB remained above the pre-rdmrascore of 6.8235. The test of
equality between RC(01-02)-RC(94-01) has a diffeeeaf 0.9660 (significant at 1% level).

This can be attributed to the regulation in Sepem001. ASX amended the regime to
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prevent firms from making selective disclosuresatalysts. All information presented in
analysts’ briefings must first be publicly releagbrbugh ASX. The increase in FLAB for the
period 2001-2002 may be due to firms adapting & réstriction on selective disclosures.
Announcements made between 2003 and 2005 havewestl FLAB score of 8.0906 since
the implementation of CDR. It is the period whdre false market rule was introduced. It is
not clear how these changes explain the declinELitB. The FLAB score increment of
1.2260 (significant at 1% level) during 2005 to 20hay be due to two factors — ASIC’s
power to issue infringement notices to entities ardividuals who contravene continuous
disclosure requirements are also held responsibteerutheCorporation Act 2001 (Cth)
Similar to the findings for FOG and QUAN, it appednat firms and individuals behind the
preparation of the disclosure announcements resfmtite introduction of financial penalty.
However, with the 2013 amendment, there was armeai FLAB, providing evidence that
firms’ reactions are transitory. Unlike FOG and QUA-LAB does not change in response to

the introduction of th&inancial Service Reform Act 20@1March 2002.

In conclusion, the results are mixed as to whetbBR amendments improve disclosure
informativeness. We do not observe either a unttioeal or systematic effect on disclosure
informativeness with the CDR amendments. Consistgtit Brown, Taylor, and Walter

(1999) and Hsu, Lindsay, and Tutticci (2012), wedfthat firms, and individuals behind the
preparation of the disclosure announcements, ingptbeir disclosure informativeness if the
regulation change involves the introduction of Icigenalty provisions. Similarly with

financial penalty provisions, we find that firmspnove their disclosure informativeness but
also face a trade-off between being timely and danfiormative. This is observed as firms

provide disclosures that contain more numbers amdaird-looking information, but are
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tougher to be understood. However, reactions sually short-lived as we observe a reversal

in direction with the next regulation change.

We re-examines the relationship between CDR regulatchanges and disclosure
informativeness. Earlier, our analysis is basedttenfull sample period of 22 years. For
robustness, we break the sample into six diffetene periods and conduct a pre/post
analysis. Pre/post analysis is proposed to overctireevarying time gaps between each
regulation change and to examine the immediatecteffethe regulation change. Each time
period has a one-year period surrounding the éfeanonth of a regulation change.
Announcements made six months prior to the effecthonth of the regulation change are
defined as "PRE". Announcements made six montlestivé effective month of the regulation
change are defined as "POST". We then calculatentan value of the informative variables

for both the “PRE” and “POST” periods on a firm-ébasis.

RegChange is a dummy variable that takes the \@fldeif the announcements are made in
the “POST” period. The signs of RegChange shouldsibd@lar to the respective test of

equalities presented in Panel B of Table 4. Tableeforts the results. We only include

regression results for two time periods, March 280@ June 2005. That is the introduction of
civil and financial penalty provisions respectively

(INSERT TABLE 5)

Similar to the findings discussed in Table 4, mé&®G decreased (significant at the 5%
level) with the introduction of th&inancial Service Reform Act 2004 March 2002. The
granting of power to ASIC to issue continuous disale infringement notices in June 2005

sees an increase in FOG, compared to the PRE @ampatiod.
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Once again, we observe an increase in QUAN formathendment made in March 2002. For
the amendment made in June 2005, the QUAN scorenbesased by 0.0595%. However,
this is not significant at the 10% level. We quastif firms will only respond at the issuance
of the first infringement notice. The first infriegent notice was issued in 1 August 2005,
two months after the regulation became effectivewelver, further (unreported) analysis did
not show any significant results when we adjust thedow to the one-year period

surrounding August 2005.

The largest increase in FLAB score occurs withdimee 2005 amendment. RegChange has a
coefficient of 0.8515 and is significant at the 18gel. This increase is consistent with our
earlier findings. Firms and individuals behind thareparation of the disclosure
announcements respond to civil penalty provisi@imilar to findings reported in Table 4,

FLAB has no significant change in response to tlaedd 2002’'s amendment

Overall, our results are robust for two out of theee variables. In response to civil penalty
provisions, firms improved the readability of dizslire announcements and also included
more quantifiable information in them. With finaaktipenalty provisions, firms responded
with more forward-looking information but provideisdlosures that are tougher to

understand. This seems to suggest a trade-off batimgormativeness and timeliness.

Relationship between disclosure informativeness angrice discovery

Table 6 reports the descriptive statistics of Jiiswal year-end firms examined in the second

hypothesis.
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(INSERT TABLE 6)

In total, we have a sample of 9,179 firm years. Garmg the informative variables reported
earlier in Table 2, we show that the median FOG @uAN values are relatively similar.
However, it seems that the sample of June fisca-gad firms have a higher FLAB median
value (17.55 versus 14.29). The control variabkgsorted indicate that the price-to-book
values of June fiscal year-end firms are relativaiyilar to the sample firms. However,
compared to the sample, June fiscal year-end fegans higher return on equity, are larger in
size and have higher leverage. This can be expldigehe fact that mining exploration firms
are not required to make PFS announcements undet KASting Rule 4.1. Mining
exploration firms generally are small in size aaddino debt. Their absence in the sample of
June fiscal year-end firms is the main reason wimeJiscal year-end firms have a higher

return on equity, larger market capitalisation aigher leverage.

Table 7 examines the relationship between disatosmformativeness and the rate
information gets incorporated into prices. The eveh interest is the release of the
preliminary final statement (PFS) by an ASX-lisfech with a 30" June fiscal year end. The
event date is defined as the release date of tBeaRRouncement. In instances where the PFS
Is released after the last trade of the day, tleatedate will be the next trading day. The event
window is 365 calendar days leading up to the Ri¥®@ncement date.

(INSERT TABLE 7)

The multi-faceted aspects of disclosure informatess (FOG_AVE, QUAN_AVE and

FLAB_AVE) and their effects on TIMELI_DEF are ansgd using OLS regressions.
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Columns (1), (2) and (3) examine the effects of FBG@E, QUAN_AVE and FLAB_AVE

on TIMELI_DEF individually, while column (4) showvike results collectively.

The slope coefficient of FOG_AVE is 0.0011 (t-stai80) and is significant at the 1% level
when regressed against TIMELI_DEF. This is consistégth our expectation. A higher FOG
score means that the disclosure announcementsaeedifficult to understand. When firms
produce announcements that are more difficult toprehend, this slows down the rate that
information gets incorporated into prices. Theistaal significance of FOG_AVE persists

when regressed collectively with both QUAN_AVE dfidAB_AVE.

QUAN_AVE also explains the variation of TIMELI_DER.has a coefficient of -0.0014 and
is significant at the 5% level. Hence, numericamsity in disclosure announcements has no
effect on the rate by which information is incorgted into prices. This is in line with our
expectation on how numerical intensity will affettte rate by which information is
incorporated into prices. Quantitative disclosuranaincements improve disclosure
credibility (Mercer 2004) and aid investors in thdecision-making (Botosan 1997), thus
improving the rate of information incorporation. &udition, QUAN_AVE has consistent

explanatory power with the inclusion of FOG_AVE dfdAB_AVE in the regression model.

We expect forward-looking information to improveethate of information incorporation and
thus for FLAB_AVE to have a negative sign when esged against TIMELI_DEF.
However, we obtain a positive coefficient of 0.0dB@nificant at 5%) for FLAB_AVE. This
means that forward-looking information, in fachwk down the rate by which information is
incorporated into prices. The release of more fodwaoking information may actually cause

investors and analysts to disagree on the fundahealue of the firm, resulting in slower
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information incorporation. This explanatory powef BLAB_AVE persists when both

FOG_AVE and QUAN_AVE are included in the regressioodel.

An examination of the controls shows that firmshwiitigher PB ratios have slower price
discovery rate (coefficient: 0.0009, significant &#). Higher ROE improves the rate of
information incorporation into prices (coefficierf.0036, significant at 5% level). This is
consistent with Beekes and Brown (2006) findingst I in contrast with the current
literature that underperforming firms disclose ‘eafelevant information prior to an earnings
announcement so as to prevent any earnings surprigace litigation. Large firms, in
general, have a faster rate of price discoveryfficoent: -0.0037, significant at 1% level).
This may be due to large firms having more indtnal traders and analyst following. A
higher debt-to-equity ratio slows down the rateimbrmation incorporation into prices

(coefficient: 0.0036, significant at 1% level).

In conclusion, we find that all three informativesevariables (FOG_AVE, QUAN_AVE and
FLAB_AVE) have persistent explanatory power on fttae at which information is
incorporated into share prices. The findings indicthat announcements that are more
readable, that have more numbers and that arédegard-looking aid in the price discovery

process.

We re-examines the relationship between disclogumemativeness and the rate at which
information gets incorporated into prices by allogvil4 days for share price prices to ‘settle’
after the release of an earnings announcements.rébustness test is conducted in the spirit
of Ball and Brown (1968), Beekes and Brown (20063 &rown, Dobbie, and Jackson

(2011). In essence, value-relevant information fitbin latest earnings announcement should
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be incorporated into prices within 14 calendar d@ystwo trading weeks). The new event

date is defined at the release date of the PFSuaement + 14 calendar days. Hence, the
new event window will be -351 to +14 calendar dagtgrounding the PFS announcement
date (day 0). Table 8 presents the regressiontsesul

(INSERT TABLE 8)

The only difference in Table 8 is that ROE becomsgnificant when we re-define the event
window. This seems to suggest that a firm’s eashjpgrformance has actually no impact on
price discovery. The three informative variable®vwgha stronger explanatory power on
TIMELI_DEF. We find that our primary findings, regied in Table 7, are insensitive to the
way we define the event window when constructirg timeliness metrics. Overall, we still
find that FOG and QUAN to have persistent explaryatpower on the rate at which
information is incorporated into share prices. Risare announcements that are more
readable, that have more numbers and that arédegard-looking aid in the price discovery

process.

VI. Concluding Remarks

The main motivation of this paper is the invesiigatof whether the objective of CDR has
been met. That is “to enhance the integrity anttieficy of Australian capital markets by
ensuring that the market is fully informed” (ASX120 p. 6). Empirical research have found
contrasting results. Brown, Taylor, and Walter @P9show that following the
implementation of CDR, improvements in voluntargaliosures were confined to smaller
firms and those that performed relatively poorhhey highlight that their findings are

restricted to the short period examined, betwe&?2 Hhd 1996. However, their findings were
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challenged by Hsu (2009) and Hsu, Lindsay, andidait2012), who report positive results
on the effectiveness of CDR over longer time peviddsu, Lindsay, and Tutticci (2012)
examined a longer period of the CDR and find timatysts’ forecast accuracy and dispersion
improved in response to CDR. In this paper, weohiice three novel measures of disclosure
informativeness, that is FOG, QUAN and FLAB. FO@isindication of the readability of a
document. QUAN gives the percentage of numbers givan announcement file. FLAB

gives the percentage of forward-looking statemanésgiven announcement file.

First, we examine the effects of CDR regulationnges on disclosure informativeness. The
results are mixed as to whether CDR amendmentsowepdisclosure informativeness. We
observe neither a unidirectional nor systematieafbn disclosure informativeness with the
CDR amendments. Consistent with Brown, Taylor, Wralter (1999) and Hsu, Lindsay, and
Tutticci (2012), we find that firms, and individsabehind the preparation of the disclosure
announcements, improve their disclosure informategs if the regulation change involves
the introduction of civil penalty provisions. Howey reactions are usually short-lived as we
observe a reversal in direction with the next ragah change. In addition, consistent with
Verrecchia (1983), we find firms that are small parforming poorly attempt to produce
announcements to mask their true position by proguannouncements that are tougher to
read. Lastly, prior to the ban on selective disates, it seems to suggest that mid-cap firms

were actively seeking more analysts’ coverage.

Next, we examine the effects of disclosure infomgatess on price discovery. We adapt the
deflated timeliness metrics introduced by Beeked Brown (2006). We find that all three
informativeness variables have persistent explapgtower on the rate at which information

Is incorporated into share prices. The findingsgesg that capital market participants prefer
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announcements that are more readable, that have muonbers and that are less forward-

looking aid in the price discovery process.

The findings of this paper are useful to regulatdirsns and capital market participants.
When revising future ASX Listing Rules, ASX and &Stan look at imposing stricter civil
or financial penalties for breaching the listingjugements. Firms, assuming that they are
maximising shareholder value, can better know howttucture disclosure documents to be
more readable, contain more numbers and are lesgr-looking to aid in the price
discovery process. Capital market participants loatter understand how firms vary their

disclosing strategies to hide certain proprietafgrimation.
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APPENDIX I: Calculate Informative Variables

This appendix details the process of applying t@xanalysis to calculate the informative

variables.

When Li (2008) and Lundholm, Rogo, and Zhang (20xBmined disclosures made in the
U.S., they did not have this issue when using LamgtN::Fathom. This is because SEC
EDGAR provides company announcements files in XMk format. XML file format

defines a set of rules for encoding documents format which is both human and machine

readable. However, SIRCA ACA provides announcemigetsin TXT format.

Codes are modified from Lingua::EN::Fathom - stnaigort from Perl package by Kim
Ryan. Rules are first introduced to work around tisage of TXT files. When calculating
QUAN, rules are also imposed to ignore numbers ti@mtnot provide any quantitative
information. These include dates (e.g. 31/10/20tl¢phone numbers (e.g. 64882780), and

postal codes (e.g. 6000).

Additional rules required:

New pattern will always start with UPPERCASE (remalecimals that are read as full stops)
Took out non-ASCII characters

Numbers have to contain {, . numeric characters}

Length of numbers cannot be more than 4 (e.g.: 48R% 0t be considered as a number, but

4,329 will be recognised as a number)
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APPENDIX II: Futuristic Words

This appendix contains the futuristic words usethtpsentences as ‘forward-looking’.

Keywords

will

future

next fiscal

next month

next period

next quarter

next year
incoming fiscal
incoming month
incoming period
incoming quarter
incoming year
coming fiscal
coming month
coming period
coming quarter
coming year
upcoming fiscal
upcoming month
upcoming period
upcoming quarter
upcoming year
subsequent fiscal
subsequent month
subsequent period
subsequent quarter
subsequent year
following fiscal
following month
following period

following quarter

following year
we aim
we anticipate
we assume
we commit
we estimate
we expect
we forecast
we foresee
we hope
we intend
we plan
we project
we seek
we target
and aim
and anticipate
and assume
and commit
and estimate
and expect
and forecast
and foresee
and hope
and intend
and plan
and project
and seek
and target

but aim
but anticipate
but assume
but commit
but estimate
but expect
but forecast
but foresee
but hope
but intend
but plan
but project
but seek
but target
do not aim
do not anticipate
do not assume
do not commit
do not estimate
do not expect
do not forecast
do not foresee
do not hope
do not intend
do not plan
do not project
do not seek
do not target
company aims
company anticipates

39



Keywords

company assumes firm estimates and forecasts
company commits firm expects and foresees
company estimates firm forecasts and hopes
company expects firm foresees and intends
company forecasts firm hopes and plans
company foresees firm intends and projects
company hopes firm plans and seeks
company intends firm projects and targets
company plans firm seeks but aims
company projects firm targets but anticipates
company seeks management aims but assumes
management
company targets anticipates but commits
corporation aims management assumes  but estimates
corporation
anticipates management commits  but expects

corporation assumes management estimabes forecasts
corporation commits ~ management expects  but foresees
corporation estimates management forecasts bushope

corporation expects management foresees  but intends
corporation forecasts  management hopes but plans
corporation foresees management intends but psoject
corporation hopes management plans but seeks
corporation intends management projects  but targets
corporation plans management seeks does not aim
corporation projects management targets does nictpate
corporation seeks and aims does not assume
corporation targets and anticipates does not commit
firm aims and assumes does not estimate
firm anticipates and commits does not expect
firm assumes and estimates does not forecast
firm commits and expects does not foresee
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Keywords
does not hope
does not intend
does not plan
does not project
does not seek
does not target
is aiming

is anticipating
IS assuming

is commiting

is estimating

is expecting

is forecasting
is foreseeing

is hoping

is intending

is planing

is projecting

is seeking

is targeting

are aiming

are anticipating
are assuming
are commiting
are estimating
are expecting
are forecasting
are foreseeing
are hoping

are intending

are planing
are projecting
are seeking
are targeting
not aiming
not anticipating
not assuming
not commiting
not estimating
not expecting
not forecasting
not foreseeing
not hoping
not intending
not planing
not projecting
not seeking
not targeting
is aimed
is anticipated
Is assumed
is commited
is estimated
is expected
is forecasted
is foreseeed
is hoped
is intended
Is planed
is projected

is seeked
is targeted
are aimed
are anticipated
are assumed
are commited
are estimated
are expected
are forecasted
are foreseeed
are hoped
are intended
are planed
are projected
are seeked
are targeted
not aimed
not anticipated
not assumed
not commited
not estimated
not expected
not forecasted
not foreseeed
not hoped
not intended
not planed
not projected
not seeked
not targeted
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Keywords
normally aim
normally anticipate
normally assume
normally commit
normally estimate
normally expect
normally forecast
normally foresee
normally hope
normally intend
normally plan
normally project
normally seek
normally target
normally aims
normally anticipates
normally assumes
normally commits
normally estimates
normally expects
normally forecasts
normally foresees
normally hopes
normally intends
normally plans
normally projects
normally seeks
normally targets
currently aim
currently anticipate

currently assume
currently commit
currently estimate
currently expect
currently forecast
currently foresee
currently hope
currently intend
currently plan
currently project
currently seek
currently target
currently aims
currently anticipates
currently assumes
currently commits
currently estimates
currently expects
currently forecasts
currently foresees
currently hopes
currently intends
currently plans
currently projects
currently seeks
currently targets
also aim
also anticipate
also assume
also commit

also estimate

also expect
also forecast

also foresee
also hope
also intend
also plan

also project

also seek

also target

also aims

also anticipates

also assumes
also commits
also estimates
also expects
also forecasts
also foresees
also hopes
also intends
also plans
also projects
also seeks
also targets
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TABLE 1:
Identifying CDR-related Announcements

This table outlines the selection criteria takerdntify which announcements are CDR-related.
Criteria used are as follow:

1. The announcement cannot be pre-empt

2. The announcement usually contains informatiamuathe firm’s business operations

3. The announcement is voluntarily disclosed byfitime

Ticks in the respective columns symbolise whetherannouncement class fulfils the criteria. An
announcement class is considered CDR-related gl&ss fulfils all three criteria.

Criteria
ASX Reporting Code 1 2 3
01 Takeover Announcement O 0 0
02 Security Holder Details O
03 Periodic Report 0
04 Quarterly Activities Report 0
05 Quarterly Cash Flow Report 0
06 Issued Capital O
07 Asset Acquisition & Disposal O 0 0
08 Notice of Meeting
09 ASX Announcement O 0
10 Dividend Announcement 0
11 Progress Report [] N N
12 Company Administration O
13 Notice of Call (Contributing Shares) O
14 Other O 0 0
15 Chairman'’s Address 0 0
16 Letter to Shareholders O 0 0
17 ASX Query N
18 Structured Products O
19 Commitments Test Entity Quarterly Reports 0
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TABLE 2:
Descriptive Statistics - All Firms

This table provides descriptive statistics of tlaenple firms examined in this paper. Descriptiveistias on the population of firms listed
between 1993 to 2014 are also reported. Winsorisagybeen performed on the continuous variableseiviirst at 99% then at two standard
deviations around the respective means. Panel ABareport the relevant descriptive statistics fog tontrols and informativeness variables
used respectively. The control variables in Panak@reported on a firm-year basis. The informaiss variables in Panel B are reported on a
per-document basis.

Panel A: Controls |. Population Il. Sample
PB ROE MKTCAP DE PB ROE MKTCAP DE
Mean 2.08 -0.14 17.35 0.28 2.18 -0.16 17.40 0.29
Median 1.36 -0.01 17.02 0.03 1.40 -0.02 17.07 0.03
Maximum 10.01 1.88 21.70 2.34 12.45 2.69 21.79 2.98
Minimum -5.35 -2.28 13.50 -1.64 -7.60 -3.16 13.11 -2.24
Std.Dev. 2.50 0.62 2.06 0.61 2.84 0.74 2.06 0.69
Skewness 1.27 -1.20 0.45 1.24 1.42 -1.36 0.45 1.40
Kurtosis 6.40 8.06 2.43 7.33 8.25 10.89 2.48 9.70
No.of Obs 30,400 30,400 30,400 30,400 27,539 27,539 27,539 27,539

Panel B: Informativeness Il. Sample
FOG QUAN FLAB
Mean 21.04 3.14 16.03
Median 20.90 2.50 14.29
Maximum 28.52 9.78 45.24
Minimum 13.61 0.00 0.00
Std.Dev. 3.51 2.41 13.27
Skewness 0.14 1.21 0.62
Kurtosis 2.67 3.90 2.46
No.of Obs 298,004 298,004 298,004
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TABLE 3:
Pearson Product-Moment Correlation Matrix

This table provides the pair-wise Pearson prodwmtaent correlation coefficients for all continuowsriables used in this dissertation. Student tsttatis
reported in the parenthesis.

Variables
FOG QUAN FLAB PB ROE MKTCAP
QUAN -0.0259
(-14.14)
FLAB 0.1359 -0.1592
(74.86) (-88.04)
PB 0.0066 0.0154 -0.0080
(3.58) (8.42) (-4.39)
ROE -0.0325 0.0220 0.0110 -0.4358
(-17.76) (12.03) (6.02) (-264.29)
MKTCAP 0.0271 0.0562 0.0555 0.1210 0.2938
(14.82) (30.73) (30.36) (66.54) (167.78)
DE 0.0173 -0.0246 0.0573 0.1924 -0.1626 0.2349
(9.47) (-13.43) (31.34) (207.01) (-89.96) (131.94)
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TABLE 4:
Relationship between CDR regulation changes and dilwosure informativeness

This table examines the relationship between CRRRlation changes and disclosure informativeness.
Multi-faceted aspects of disclosure informativen@$3G, QUAN andFLAB) are analysed using OLS
regressionsFOG is FOG Index developed by Guning (1952) and itsneas the text complexity as a
function of syllables per word and words per secéstQUAN s the numerical intensity percentage in
a given documentFLAB calculates the percentage of forward-looking statgs in a given
documentRC(b-t;) is a dummy variable that takes a value of 1 ifdheaouncements are made from
the effective month of the (amended) regulatiortht® month before the next revised amendment
comes into effectPB is the firm's price-to-book value at each fisecaayendROEIis the firm's return

on equity at each fiscal year edMdKTCAPIs the log of the firm's market capitalizationeaich fiscal
year.DE is the firm's debt-to-equity ratio at each fisgahr endMKTSENIs a dummy variable that
takes the value of 1 if ASX tags the announcememarket sensitive. Student t-statistic is repoirted
the parenthesis. The symbols *, ** and *** denotatistical significance at the 10%, 5% and 1%
levels respectively.

Panel A: Regression Results Informativeness Variaél
FOG QUAN FLAB
Intercept 20.0023 *** 1.3767 *** 6.8235 ***
(55.33) (6.02) (4.71)
RC(94-01) 0.0921 *** -0.4570 *** 3.4051 ***
(2.95) (-23.13) (27.21)
RC(01-02) 0.3789 *** -0.4329 *** 43711 ***
(7.22) (-13.05) (20.80)
RC(02-03) 0.1383 *** -0.3591 *** 4.2243 ***
(3.18) (-13.07) (24.28)
RC(03-05) -0.2262 *** 1.5656 *** 1.2656 ***
(-6.32) (69.27) (8.84)
RC(05-13) 1.1991 *** 1.8893 *x* 2.4916 ***
(34.94) (87.11) (18.14)
RC(13-14) 1.6195 *** -0.2039 *** 2.1735 *x*
(35.82) (-7.14) (12.01)
PB -0.0522 *** 0.0366 *** -0.0483 ***
(-16.33) (18.11) (-3.78)
ROE -0.1270Q *** 0.1193 *** -0.1727 ***
(-10.57) (15.71) (-3.59)
MKTCAP 0.1610 *** 0.0065 0.1571 ***
(22.31) (1.43) (5.44)
DE 0.0043 -0.0306 *** 0.2198 ***
(0.32) (-3.55) (4.02)
MKTSEN -0.3866 *** -0.0014 2.9808 ***
(-31.62) (-0.18) (60.89)
Number of obs 298,005 298,005 298,005
Adjusted R 0.191 0.315 0.094
Industry-fixed effects YES YES YES
Firm-fixed effects YES YES YES
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Panel B: Test of Equality
RC(01-02)-RC(94-01)
RC(02-03)-RC(01-02)
RC(03-05)-RC(02-03)
RC(05-13)-RC(03-05)

RC(13-14)-RC(05-13)

Informativeness Variables

FOG QUAN FLAB
0.2868** 0.0240 0.9660 ***
(40.40) (0.71) (28.60)
-0.2406%** 0.0739 ** -0.1468
(20.97) (4.95) (0.49)
-0.3644%** 1.9247 *** -2.9587 **
(104.40) (7,290.14) (429.40)
1.4252%%* 0.3236 *** 1.2260 ***
(4,415.83) (570.07) (203.90)
0.4204%+ -2.0932 ** -0.3181 **
(181.12) (11,239.50) (6.47)
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TABLE 5:
Relationship between CDR regulation changes and dikwsure informativenes - Pre/Post Analysis

This table examines the relationship between CRRIation changes and disclosure informativenesdtifificeted aspects of disclosure informativeness a
analysed using OLS regressions. Announcements madeyear prior to the effective month of the (anshdregulation is defined as "PRE".
Announcements made one year into the effective Imohthe (amended) regulation is defined as "POSDG is FOG Index developed by Guning (1952)
and it measures the text complexity as a functibeyblables per word and words per senten€@dAN is the numerical intensity percentage in a given
documentFLAB calculates the percentage of forward-looking stetgs in a given documeriRegChangés a dummy variable that takes a value of 1 if the
announcements are made from the effective montheofamended) regulation to the month before thx¢ mised amendment comes into eff@®.is the
firm's price-to-book value at each fiscal year eR@QE is the firm's return on equity at each fiscal yead. MKTCAP is the log of the firm's market
capitalization at each fiscal ye®E is the firm's debt-to-equity ratio at each fisgahr end. The symbols *, ** and *** denote statisti significance at the
10%, 5% and 1% levels respectively.

Month that Regulation Change Becomes Effective

FOG QUAN FLAB
MAR-02 JUN-05 MAR-02 JUN-05 MAR-02 JUN-05
Intercept 22.4062 *** 19.8208 *** 0.6334 ** 3.7683 *** 19.0325 *** 10.0714 ***
(29.19) (30.41) (2.38) (7.51) (5.79) (4.14)
RegChange -0.2580** 0.4106 *** 0.0977 *** 0.0812 -0.5448 0.7126 **
(-2.48) (4.33) (2.70) (2.11) (-1.22) (2.01)
PB -0.0049 -0.0379 * -0.0031 -0.0486 *** -0.2275 ** -0.1133
(-0.22) (-1.9) (-0.41) (-3.16) (-2.4) (-1.52)
ROE -0.2158 *** -0.3541 *** 0.0069 0.0601 -0.2143 -0.5292 *
(-2.73) (-4.38) (0.25) (0.97) (-0.63) (-1.75)
MKTCAP -0.1005 *** 0.0764 *** 0.0664 *** 0.0572 *** -0.0823 0.3474 ***
(-3.43) (2.85) (6.53) (2.78) (-0.66) (3.47)
DE -0.3518 *** -0.1084 -0.0330 0.1481 ** -0.0511 0.0537
(-4.17) (-1.45) (-1.13) (2.57) (-0.14) (0.19)
Number of obs 2,127 2,462 2,127 2,462 2,127 2,462
Adjusted R 0.079 0.040 0.116 0.118 0.009 0.043
Industry-fixed effects YES YES YES YES YES YES
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TABLE 6:
Descriptive Statistics - June Fiscal Year-end Firms

This table provides descriptive statistics of Jdiseal year-end firms examined in Hypothesis 2.
Winsorising has been performed on the continuouisas twice, first at 99% then at two standard
deviations around the respective means. Panel #&)dBC report the relevant descriptive statistics fo
the controls, informativeness and timeliness véembsed respectively. The variables in Panel A and
C are reported on a firm-year basis. The infornesitdss variables in Panel B are reported on a firm-
year average basis.

Panel A: Controls June FYE Firms
PB ROE MKTCAP DE
Mean 2.17 -0.10 17.99 0.43
Median 1.40 0.06 17.84 0.19
Maximum 10.31 2.14 22.35 3.13
Minimum -5.39 -2.50 13.90 -2.07
Std.Dev. 2.54 0.68 2.12 0.79
Skewness 1.37 -1.35 0.25 1.39
Kurtosis 6.47 8.57 2.30 7.65
No.of Obs 9,179 9,179 9,179 9,179

Panel B: Informativeness June FYE Firms
FOG QUAN FLAB
Mean 21.31 2.91 17.55
Median 21.33 2.64 17.21
Maximum 25.87 6.30 33.70
Minimum 16.74 0.36 1.64
Std.Dev. 2.19 1.55 7.55
Skewness -0.05 0.57 0.15
Kurtosis 2.53 2.49 2.64
No.of Obs 9,179 9,179 9,179

Panel C: Timeliness June FYE Firms
TIMELI DEF RTN_VOL
Mean 0.17 0.04
Median 0.15 0.03
Maximum 0.41 0.09
Minimum 0.03 0.01
Std.Dev. 0.10 0.02
Skewness 0.72 1.01
Kurtosis 2.65 3.15
No.of Obs 9,179 9,179
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TABLE 7:
Relationship between disclosure informativeness an@ite of information incorporating into
prices

This table examines the relationship between dsck informativeness and rate of information
incorporating into prices. The dependent varialldIMELI_DEF. TIMELI_DEF adjusts for the
idiosyncratic share price volatility that tend tdlate the timeliness metrics when it is calculaaethe
individual firm level. In essence, a higher timels value represents a slower rate of information
incorporating into share prices. Multi-faceted asp@f disclosure informativeness@G, QUAN and
FLAB) and its effects on timeliness are analysed u€ih§ regressions. They are calculated on a
firm’'s fiscal-year average. The event of interssthie release of the preliminary final statemeRS)P

by an ASX-listed firm with a 30th June fiscal yeard. Event date is defined as the release datesof t
PFS announcement. In instances where the PFSeissesl after the last trade of the day, the event
date will instead be the next trading day. The ewendow is 365 calendar days leading up to the PFS
announcement date.

FOG is FOG Index developed by Gunning (1952) and iasnees the text complexity as a function of
syllables per word and words per senten€83AN is the numerical intensity percentage in a given
document.FLAB calculates the percentage of forward-looking stetds in a given document.
RTN_VOLis the firm's monthly return volatility. PB is tH&m's price-to-book value at each fiscal
year endROE s the firm's return on equity at each fiscal yead.MKTCAPIs the log of the firm's
market capitalization at each fiscal yeBE is the firm's debt-to-equity ratio at each fisgahr end.
Year-fixed effects and industry fixed effects arelided. Student t-statistic is reported in the
parenthesis. The symbols *, ** and *** denote sttial significance at the 10%, 5% and 1% levels
respectively.

TIMELI_DEF

1) (2) 3) (4)

Intercept 0.1302 *** 0.1515 *** 0.1485 *** 0.1311 ***
4.77) (5.76) (5.65) (4.81)

FOG_AVE 0.0011 0.0010 **
(2.80) (2.49)

QUAN_AVE -0.0014 ** -0.0012 *
(-2.16) (-1.90)

FLAB_AVE 0.0003 ** 0.0002 *
(2.50) (1.91)

RTN_VOL 2.5548 *** 2.5669 *** 2.5581 *** 2.5506 ***
(49.83) (50.21) (49.95) (49.69)

PB 0.0010 ** 0.0009 ** 0.0010 ** 0.0009 **
(2.51) (2.29) (2.54) (2.44)

ROE -0.0037 ** -0.0038 ** -0.0038 ** -0.0036 **
(-2.51) (-2.56) (-2.54) (-2.42)

MKTCAP -0.0038  *** -0.0035 *** -0.0037 *** -0.0037 ***
(-6.89) (-6.40) (-6.80) (-6.70)

DE 0.0035 *** 0.0036 *** 0.0034 0.0036 ***
(3.17) (3.24) (3.04) (3.18)
Number of obs 9,178 9,178 9,178 9,178
Adjusted R 0.437 0.437 0.437 0.438
Year-fixed effects YES YES YES YES
Industry-fixed effects YES YES YES YES
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TABLE 8:
Relationship between disclosure informativeness an@ite of information incorporating into
prices

This table examines the relationship between dsck informativeness and rate of information
incorporating into prices. The dependent variakleTIMELI_DEF. TIMELI_DEF adjusts for the
idiosyncratic share price volatility that tend tdlate the timeliness metrics when it is calculaaethe
individual firm level. In essence, a higher timels value represents a slower rate of information
incorporating into share prices. Multi-faceted asp@f disclosure informativeness@G, QUAN and
FLAB) and its effects on timeliness are analysed u€ih§ regressions. They are calculated on a
firm’s fiscal-year average. The event of inteieghe release of the preliminary final statem@&#S)

by an ASX-listed firm with a 30th June fiscal yeard. Event date is defined as the release datesof t
PFS announcement + 14 calendar days. Beekes anthBR2006) argue that the addition of 14
calendar days will allow prices to "settle”". Thepwvwindow is -351 to +14 calendar days surrounding
the PFS announcement daf®G is FOG Index developed by Gunning (1952) and iasoees the
text complexity as a function of syllables per wartl words per sentenc&€3UAN is the numerical
intensity percentage in a given documeRLAB calculates the percentage of forward-looking
statements in a given documeRITN_VOLis the firm's monthly return volatility. PB is tHam's
price-to-book value at each fiscal year eRQEis the firm's return on equity at each fiscal yead.
MKTCAP s the log of the firm's market capitalizationestch fiscal yearDE is the firm's debt-to-
equity ratio at each fiscal year end. Year-fixele@s and industry fixed effects are included. 8hid
t-statistic is reported in the parenthesis. Thelgym*, ** and *** denote statistical significanc the
10%, 5% and 1% levels respectively.

TIMELI DEF

(1) (2) (3) (4)

Intercept 0.1414 #*** 0.1664 *** 0.1627 *** 0.1429 ***
(5.19) (6.34) (6.19) (5.24)

FOG_AVE 0.0013 *** 0.0011 ***
(3.31) (2.88)

QUAN_AVE -0.0020 *** -0.0018 ***
(-3.18) (-2.82)

FLAB_AVE 0.0004 **=* 0.0003 **
(3.26) (2.48)

RTN_VOL 2.5170 *** 2.5324 ** 2.5200 *** 2.5109 ***
(48.84) (49.31) (48.96) (48.68)

PB 0.0009 ** 0.0008 ** 0.0009 ** 0.0009 **
(2.43) (2.13) (2.46) (2.30)
ROE -0.0019 -0.0019 -0.0019 -0.0017
(-1.26) (-1.29) (-1.29) (-1.16)

MKTCAP -0.0036 *** -0.0033 *** -0.0036 *** -0.0035 ***
(-6.54) (-5.89) (-6.44) (-6.28)

DE 0.0038 *** 0.0040 *** 0.0036 0.0039 ***
(3.34) (3.48) (3.19) (3.39)
Number of obs 9,146 9,146 9,146 9,146
Adjusted R2 0.427 0.427 0.427 0.428
Year-fixed effects YES YES YES YES
Industry-fixed effects YES YES YES YES
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