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Managerial Ownership, Corporate Governance and Voluntary Disclosure
ABSTRACT
Corporate governance involves many different types of activities that can reduce agency costs. This study finds that managerial ownership levels affect the level and type of discretionary disclosure a firm engages in and that other types of corporate governance mechanisms in place also affect the level and type of discretionary disclosure suggesting a complex and interacting corporate governance structure. This study finds a negative relationship between the level of managerial ownership and the level of discretionary disclosure for firms with low levels of managerial ownership. In addition, a firm with a high percentage of outside directors is more like to disclose board and management processes information but not any other type of discretionary disclosure information. We also find that firms with high levels of mergers and acquisitions in their industry with managerial levels of 5% to 12% are more likely to disclose ownership structure and investor relations information. 
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Managerial Ownership, Corporate Governance and Voluntary Disclosure
Discretionary disclosure is important to the corporate governance process. Increased disclosure reduces cost of equity capital (Botosan 1997,

 ADDIN ENRfu 
 Botosan and Plumlee 2000, 

 ADDIN ENRfu 
2002), lowers the cost of debt (Sengupta 1998), increases stock liquidity, stock performance and institutional ownership (Healy et al. 1999), increases analyst following(Lang and Lundholm 1996) and decreases bid-ask spreads (Welker 1995). 
The question of why some firms disclose more than others remains largely unanswered (Healy and Palepu, 2001). Prior research finds that the level of managerial ownership affects the level of disclosure. Gelb (2000) and Eng and Mak (2003) find that firms with lower levels of managerial ownership provide more informative disclosure in annual and quarterly reports. This study contributes to the literature by showing that managerial ownership is related to the type of information disclosed as well as the level of discretionary disclosure. In addition, interaction between managerial ownership and other types of corporate governance mechanisms in place is found to affect the level and type of information disclosed. 
I. THEORY and research 
A business firm is a system of relationships that develop because forming an organization of contractual relationships is more cost efficient than it is to individually discover and negotiate each contract (Coase, 1937). Business firms exist because they can economize business transactions costs (Williamson, 1985). Most firms organize as a corporation in which the investors transfer the decision-making authority to a board of directors who in turn select the top management (Alchian and Demsetz, 1972). This creates a separation of ownership from direct control of the firm, which can create a divergence of interests between the owners and the management (Berle and Means, 1932). When shareholders delegate the decision making authority to management, this creates an agency relationship. If both parties to the agency relationship are utility maximizers, managers may seek to maximize their own best interests at the expense of shareholders. Agency problems begin when the principal and the agent have conflicting goals. These problems increase when it is costly or difficult for the principal to monitor the agent’s activities (Eisenhardt, 1989). 
Managers, as agents, have better information on the financial standings of the corporation than the investor, as a principal, resulting in asymmetrical information where one party has more information than the other party (Akerlof, 1970). Akerlof (1970) shows how this information asymmetry can lead to “good” used cars being priced at the same price as “lemons.” Stockholders face the same problem. Investors have less than perfect information about the corporation and its ability to generate future cash flows resulting in an asymmetry of information (Stulz, 1999). Since investors make their decision to invest in a firm under uncertainty and have less than perfect information about all of their investment opportunities, they will “price protect” their investment by paying the same price for “good” firms and “lemon” firms. In addition, the rational investor will assume there is an adverse-selection problem where the firm may withhold information about the firm’s value leading to an additional decrease in the pricing of the firm’s value (Grossman and Hart, 1980). The agency relationship creates additional agency costs for the firm in the form of monitoring expenditures, bonding expenditures and residual loss (Jensen and Meckling, 1976). 
Prior theoretical research suggests that there are three main types of solutions to the agency problem; 1) discretionary-based solutions, where the agent takes actions to mitigate the agency problem, 2) association-based solutions where the principal influences actions to reduce the agency problems also called corporate governance, and 3) efficiency-based solutions where the competitive capital market creates naturally occurring solutions (Verrecchia, 2001). While corporate governance, which falls under association-based disclosure, examines the actions that the principal/investors or third parties working the principal’s interest can take to help mitigate the agency problem (Healy and Palepu, 2001), discretionary-based disclosure examines the way that agents or management can work to solve the agency problem. Free market or efficiency-based solutions are solutions to the market that naturally occur due to the competitive nature of the capital and labor market when management does not work to fulfill their obligations. Figure 1 illustrates the relationship between the three types of solutions to the agency problem.
<<<<< Insert Figure 1 about here. >>>>>
Agent Influenced Actions
Capital Costs and Discretionary-based Disclosure
Research shows that increased discretionary-based disclosure policies by firms improve a firm’s access to capital markets. Since part of the agency problem is caused by a lack of information available to investors, firms that provide additional information about their actions will improve the wellbeing of the both the agent and the principal (Holmstrom, 1979). Information asymmetry contributes to an increase in the cost of capital when investors “price protect” against possible losses resulting from trading with more informed investors (Welker, 1995). Theoretically, public disclosure reduces the information gap that exists between investors leading to a reduction in the information asymmetry component of the cost of capital (Zhang, 2001). Increasing the disclosure level of a firm should lead to a reduction in systemic risk by giving market participants a better ability to distinguish higher risk firms (or lemons) from firms that are fundamentally safe and sound (Carse, 2001).

Theoretical discretionary disclosure research provides a model of disclosure where managers with superior knowledge on firm performance can impart their knowledge to outside investors to reduce information asymmetry reducing capital costs (Verrecchia 1983, Diamond and Verrecchia 1991, Kim and Verrecchia 2001, Healy and Palepu 1993, Zhang 2001). Empirical research seems to support this view with increased disclosure leading to a decrease in bid-ask spread (Welker, 1995), increased analyst following (Lang and Lundholm, 1996), increase in stock liquidity, stock performance, institutional ownership and analysts (Healy et al., 1999), lower bid-ask spreads and increase in trading volume (Leuz and Verrecchia, 2000), lower cost of debt (Sengupta, 1998), and lower cost of equity (Botosan 1997, Botosan and Plumlee 2000, Botosan and Plumlee 2002). 

However, another view of discretionary disclosure is signaling. Similar to job applicants that invest in education to signal to employers their distinction (Spence, 1973), corporate managers may use discretionary disclosure to show investors they are actively working to solve agency problems. Gelb and Strawer (2001) find that socially responsible firms undertake increased disclosure policies and feel that it is a form of socially responsible behavior. This view of discretionary disclosure is also supported by Warfield, Wild and Wild (1995). 
Managerial Ownership

Jensen and Meckling (1976) posit that firms with higher levels of managerial ownership align the interest of managers and shareholders, lowering agency costs and increasing firm value. Stulz (1988) however provides a model of firm value that first increases as inside managerial ownership increases, and then decreases as inside managerial ownership becomes concentrated since high managerial ownership serves as insulation from external takeovers resulting in management entrenchment. Akerlof (1970), Spence (1973) and Leland and Pyle (1977) provide a complimentary model of agency theory where management uses managerial ownership as a signal to outside investors of their firms quality. Studies on the relationship between firm value and the level of managerial ownership have been mixed. Demsetz and Lehn (1985) and Hermalin and Weisbach (1991) find no relationship between the level of managerial ownership and profitability. Morck, Shleifer, and Vishny (1988), McConnell and Servaes (1990, 1995), and Chen, Hexter and Hu (1993) all find support for Stulz’s nonmonotonic relationship . Morck et al. (1988) find a positive relationship between managerial ownership and firm value measured by Tobin’s q between 0% and 5% and beyond 25% ownership, but a negative relationship between 5% to 25%. McConnell and Servaes (1990) find a positive relationship up 40% to 50% of managerial ownership, and then a negative relationship beyond 50%. Chen, Hexter and Hu (1993) however find that firm value rises when management ownership is between 0% and 5-7%, and then decreases as inside management ownership rises above 12%. 

Mehran (1995), Ang, Cole and Lin (2000), Singh and Davidson (2003) find support for Jensen and Meckling’s view of inside managerial ownership. Mehran (1995) finds a positive linear relationship between top management ownership and Tobin’s Q. Ang, Cole and Lin (2000) and Singh and Davidson (2003) find that as managerial ownership increases agency costs decreases, using asset utilization as a proxy. There is also a relationship between the level of managerial ownership and firm strategy (Amihud and Lev 1999, Amihud, Lev and Travlos 1990, Denis, Denis and Sarin 1999). We expand upon this view to explore the relationship between the level of managerial ownership and a firm’s disclosure policy, by examining how the level of managerial ownership affects the level and type of discretionary disclosure. 
Executive Compensation 

Equity-based executive compensation plans help mitigate the agency problem by rewarding managers based on the financial return of investors (Kerr and Bettis, 1987). This type of contracting mechanism works to align both managers and investors interests (Healy and Palepu, 1993) and provides managers a means to signal their distinction and conviction in their own ability to manage. While some researchers find that pay-for-performance compensation plans add to firm value (Murphy 1985, Jensen and Murphy 1990, Mehran 1995), others find no similar support from data (Morck et al., 1988). Harvey and Shrieves (2001) find that firms that have a board of directors with a higher percentage of outside directors and larger block stockholders use executive incentive compensation more frequently. This suggests that there is a relationship between executive compensation and the types of corporate governance mechanisms used in firms. 
Association-Based (Principal Driven) Actions
Monitoring by the Board of Directors
The board’s ability to monitor management provides an additional corporate governance mechanism for the firm. One of the most important roles played by a firm’s board of directors is oversight and control of management for investors (Fama, 1980). While the directors are elected by the shareholders, management plays a significant role in the selection of its directors. Research finds significant positive share-price reactions when outside directors are appointed to the board (Rosenstein and Wyatt, 1990). Strong broad characteristics including board size, ratio of outsiders to insiders, ownership positions of board members, and leadership help mitigate the agency problem (Howton, Howton and Olson, 2001). These characteristics of board indirectly measure the independence of boards from the management of firms (Dalton, Daily, Johnson and Ellstrand, 1999). However, some research finds a negative relationship between a larger outside representation on the board and firm performance (Agrawal and Knoeber, 1996). Others find no relationship between board make-up and firm performance (Dalton, Daily, Johnson and Ellstrand 1999, Singh and III, 2003). Hermanlin and Wesibach (2003), providing a complete review of research on the subject of board of directors, find that board composition does not predict corporate performance but board size has a negative relationship with performance. 
Monitoring by Large Blockholders
Since large blockholders have the ability to partake in a successful takeover because of their voting power, and they also have a significant vested interest in monitoring the actions of management, the presence of a large blockholder provides a monitoring mechanism for the firm (Shleifer and Vishny, 1986). Providing additional support for this theory, Barclay and Holderness (1989) find positive stock returns around the announcement of large block acquisitions. Shleifer and Vishny (1986) find that 456 of the Fortune 500 companies have at least one shareholder that owns at least 5% of the firm. With this type of vested interest by large block owners, large blockholders are expected to remain stable over time (Shleifer and Vishny, 1986). Barclay and Holderness (1989) find that once a firm has a large block owner, the firm will usually maintain that blockholder five years later. Singh and III (2003), however, find that large outside block ownership has little effect in reducing agency costs when selling, general and administrative expenses are used as a proxy for agency costs.
Monitoring by Institutional Owners

Shleifer and Vishny (1996) argue that it is cost effective for institutional owners with a large vested interest to monitor the actions of the management, although there is no empirical evidence to support this theory. Bushee and Noe (2000) find that institutional ownership is attracted to the firms with higher disclosure levels, but these types of institutional owners are short-term investors, not long-term monitoring investors. 
Efficiency-Based (Market Driven) Actions
Loss of Corporate Control

Jensen and Ruback (1983) theorize that increased levels of corporate control where managers have to compete for the right to manage a firm should increase firm performance. However, Agrawal and Knoeber (1996) find a negative relationship between firm performance and the market for corporate control suggesting that poor performance may lead to increased takeover activity. We examine the level of corporate control as a mechanism for mitigating agency costs.

II. DATA AND METHODOLOGY
Sample and Data Sources
Initial S&P disclosure survey data was available for 460 companies listed on the Standard and Poor’s 500 index both on June 30, 2000 and on September 30, 2000. Companies that may have some regulatory inquires regarding their public filing are excluded from the data set, as are companies with incomplete information. To control for endogeneity, we separated the time periods that we used to measure the level of disclosure activity and the other variables. This resulted in losing an additional thirty three companies due to missing financial or ownership data giving us a final sample of 374 firms. 
Discretionary disclosure data comes from the Standard and Poor’s Transparency and Disclosure world wide survey of 1,600 firms on actual disclosure activities. Durnev and Kim (2003) find that the Standard & Poor’s global rankings positively correlate with the corporate governance scores compiled by Credit Lyonnais Securities Asia adding creditability to the reliability of the Standard and Poor’s scores. The Standard and Poor’s survey covers the inclusion of 98 different disclosure attributes based on what is disclosed in a firm’s annual reports and standard regulatory filings in the corporate year 2000. Each attribute is evaluated on a binary basis with one point given for each disclosure attribute that is present based a on ‘yes’ (included) answer in the survey. The complete questionnaire can be requested from the authors.
The data is sub-categorized into three key areas of discretionary disclosure activities: 1) Ownership structure and investor relations, 2) financial transparency and information disclosure and 3) board and management structure and processes. The first area of ownership structure and investor relations is based on 28 questions in the survey, and includes questions such as:

· Does the company in its annual accounts disclose the number of issued and outstanding shares disclosed?

· Does the company in its annual accounts disclose the number and identity of shareholders holding more than 3%?

· Does the company in its annual account disclose the top 10 shareholders?

· Does the company in its annual accounts disclose Corporate Governance Charter or Code of Best Practices?

The second area is financial transparency and information disclosure. This includes 35 questions such as:

· Does the company in its annual accounts disclose a detailed earnings forecast?

· Does the company in its annual accounts disclose a segment analysis (broken down by business line)?

· Does the company in its annual accounts disclose the ownership structure of its affiliates?

The third area of transparency is board and management structure and process. There are 35 questions on this area with questions such as:

· Does the company in its annual accounts disclose a list of board members names?

· Does the company in its annual accounts disclose classification of directors as an executive or an outside director?

· Does the company in its annual accounts disclose the specifics on performance-related pay for managers?

Firm performance is measured by market to book ratio using Standard and Poor’s COMPUSTAT. 
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Where V = EQUITY + LTD + STD+PFD+CV,
EQUITY = Market value of equity,

LTD = Book value of long-term debt,

STD = Book value of short-term debt,

PFD = Preferred stock at liquidating value,

CV = Book value of convertible debt and convertible preferred stock, and

ASSET= Book value of total assets.
Also available from COMPUSTAT is debt level as measured by the book value of debt divided by the book value of debt plus market value of equity. Data on managerial ownership and equity-based executive compensation for five highly-paid managers of each firm come from ExecuComp. From SEC proxy statements, the percentage of outside (i.e., non-officer) directors on the board, the percentage of equity that is held by any individual holding 5% or more of stock, and the percentage of equity held by institutions are obtained.
To measure the level of corporate control activities (CORP) a firm is experiencing, we calculate the percentage of firms acquired or merged over the last four years within that firm’s two digit SIC code similar to Agrawal and Knoeber (1996). Our sample can from firms that were delisted from the Standard and Poor’s 500 during the four year period from 1997 to 2000. Of the 158 firms that were delisted in this four year period, 120 firms from 36 different two digit industries were delisted due to merger or acquisition. 
We created two dummy variables to control for differences in the regulatory environment similar to the work done by Agrawal and Knoeber (1996) and Palepu (1986). REGU represents a firm is a railroad or public utility (i.e., 2-digit SIC codes 40, 48 or 49), and REGF denotes a firm a banking, finance, or insurance firm (2 digit SIC codes 60, 61, 62 or 63). To control for firm size (SIZE) we use the logarithm of sales similar to Durnev and Kim (2003).
The Model
Since firms with lower levels of managerial ownership will have greater agency costs, they will have more to gain from a high discretionary disclosure policy, ceteris paribus. Gelb (1996) also finds that firms with low levels of managerial ownership provide more informative disclosure in annual and quarterly reports. We also expect to find a negative relationship between the level of managerial ownership and firm discretionary disclosure. We expect to find positive relationship between all control variables as these corporate governance mechanisms should work to increase agency cost reductions through the use of discretionary disclosure.
H1o: There is a non-negative relationship between a firm’s level of managerial ownership and its overall disclosure ranking, set par.

H1a: There is a negative relationship between a firm’s level of managerial ownership and its overall disclosure ranking, set par.

We also propose similar hypotheses for rankings in disclosure scores in subgroups: 1) Ownership structure and investor relations disclosure, 2) financial transparency and information disclosure, and 3) board and management structure disclosure. Corresponding hypotheses are labeled as H2o, H2a, H3o, H3a, H4o and H4a, respectively. Hypotheses are tested using the following regression model:
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where 
OWN = Level of Managerial Ownership,
EXCOMP = Level of Executive Compensation,
ODIR = Level of Outside Directors,
BLOCK = Level of Block Ownership,
INST = Level of Institutional Ownership,
CORP = Level of Corporate Control,
REGU = Dummy Variable for Regulated Utility Industries,
REGF = Dummy Variable for Regulated Finance Industries,
DEBT 
= Level of Debt,
PERF = Control for firm performance, and
SIZE = Control for firm size.
Iii. RESULTS

Descriptive Statistics
Table 1 gives a break down of the sample by the 2-digit SIC. 
Table 2 provides the descriptive statistics for our variables. Mean overall disclosure score is 70.5% and the median overall score is 70.4%. The minimum overall disclosure score is 58.1% and the highest score is 81.4%. In the sub-rankings, the Ownership Structure and Investor Rights receives the lowest mean score of 52.0% and the Board and Management Structure and Processes receives the highest mean score of 78.5%. 
The mean managerial ownership level was 1.9% for our sample with a median of 0%. Although, these figures are slightly lower than prior mean managerial ownership level found by Chen, Hexter and Hu (1993) with a mean level of 3.99% and a median level of 1.04%, this can be explain by our sample selection. One of the requirements for a firm in the S&P 500 is they must have a public float of at least 50%. Prior research on Fortune 500 sized companies included managerial ownership levels that are in excess of 50%, and our S&P 500 firms by definition have lower levels of managerial ownership. 
While Agrawal and Knoeber (1996) found an average market to book value of 1.14 (median = 0.93), we found that our average market to book value was 2.47 with a median of 1.46. This difference in market to book value may be due to our sample selection too. While Agrawal and Knoeber’s research was based on 400 large U.S. firms, S&P 500 index requires financial viability determined by four consecutive quarters of positive earnings. This requirement may explain the higher profitability of our sample selection. 
<<<<< Insert Tables 1 and 2 about here. >>>>>
Table 3 provides the descriptive statistics stratified by the level of managerial ownership. “Highest” group represents the firms with managerial ownership level greater than 7.0%; “Higher” with managerial ownership level between 1.8% and 7.0%; “Medium” between .5% and 1.8%; “Low” between .001% and .5% and “None” represents less than .001% of managerial ownership. Examining these descriptive statistics, we note that firms with management ownership levels below .5% have higher ‘overall’, ‘ownership’ and ‘board and management process’ disclosure scores than firms in the top three groups, on average. This appears to support our hypothesis that firms with higher agency costs, i.e., firms with lower levels of managerial ownership, increase their use of discretionary disclosure to help reduce agency costs.  
<<<<< Insert Table 3 about here. >>>>>
Table 4 presents the Pearson correlation coefficients between disclosure scores and level of managerial ownership. First of all, all four disclosure scores are highly correlated. There is a significant negative correlation between managerial ownership and ‘overall’ disclosure, and between ownership and ‘board and management process’ disclosure. There is no significant correlation between ownership and ‘ownership structure and investor relations’ disclosure or between ownership and ‘financial transparency and information’ disclosure. The selective correlations between different types of disclosure and managerial ownership suggest that the level of managerial ownership has an influence on what types of information are disclosed as well as how much. 
<<<<< Insert Table 4 about here. >>>>>
Regression Results
Table 5 summarizes the results of four OLS regressions of disclosure scores. The first regression model of overall disclosure (r2 = .181) is significant. Percentage of outside directors is positively related to overall disclosure score (p value = .031) and so is the level of institutional ownership (p value = .007). Level of debt is positively related with overall disclosure score while market to book ratio is negatively related with overall score. However, there was no significant correlation between the level of managerial ownership and overall firm disclosures (p value = .441). 
Second regression of ‘ownership structure and investor relations’ disclosure score shows similar results. Difference is that percentage of outside directors is not significant any more, but block ownership is now positively related to ‘ownership’ disclosure score. Institutional ownership is positively related with ‘ownership’ disclosure score but managerial ownership is not related with ‘ownership’ disclosure score.
Third regression of financial transparency and information disclosure shows an interesting contrast. Regulation dummy variable is the only regressor that is significantly related with financial transparency and information disclosure score. Once again the level of managerial ownership is not related with ‘financial’ disclosure score. 

Final regression of management and board processes disclosure shows that the level of managerial ownership does have a significant negative relationship with ‘management process’ disclosure score (p value = .022). Percentage of outside directors is positively related to overall ‘management process’ disclosure score, but there is a significant negative relationship between block ownership and ‘management process’ disclosure (p value = .0129). 
<<<<< Insert Table 5 about here. >>>>>
After finding a negative relationship between managerial ownership and ‘board and management processes’ disclosure, we further examine the relationship by stratifying our results based on the level of managerial ownership. ”Low” managerial ownership is defined as less than 5% of ownership, “medium” managerial ownership as 5% to 12% and “high” ownership as greater than 12%. We select these divisions based on prior research on the level of managerial ownership and performance that finds firm value rises when management ownership is between 0% and 5-7%, and then decreases as inside ownership rises above 12% (Chen, Hexter and Hu, 1993). This stratification does not give an equal number of observations in each ownership group because a significant number of firms have no or low managerial ownership in our sample of S&P 500 firms. Table 6 summarizes these results. 
We find a significant negative relationship between managerial ownership and ‘overall’ disclosure, ‘ownership structure and investor relations’ disclosure and ‘board and management processes’ disclosure for firms with low levels of managerial ownership. There is also a significant negative relationship between managerial ownership and ‘ownership structure and investor relations’ disclosure for firms with medium levels of managerial ownership. These findings suggest that the relationship between managerial ownership and disclosure varies with the level of managerial ownership. The results also support our hypothesis that as managerial ownership levels increase and thus agency costs decrease, the level of disclosure decreases. These findings are consistent with the findings by Gelb (2000). 
In addition, there is a significant positive relationship between percentage of outside directors and disclosure of ‘board and management processes’ for “low” ownership group. In addition the increase in block ownership and in institutional ownership both have a positive relationship with the disclosure of ‘ownership structure and investor relations’ for “low” ownership firms.
Firms with medium and high levels of managerial ownership have a significant positive relationship between outside director percentage and ‘ownership structure and investor relations’ disclosure. With medium levels of managerial ownership, the level of corporate control activities is positively related with overall disclosure and especially with ‘ownership structure’ disclosure. It appears that managers in firms with some significant ownership and a high level of merger and acquisition in their industry engage in higher levels of investor relations disclosure perhaps to encourage shareholders to hold their stock and prevent a takeover from occurring and protecting their managerial interests. 
<<<<< Insert Table 6 about here. >>>>>
Since the prior regressions provide different results based on the level of managerial ownership, we run a second set of regressions including dummy variables for medium (5% to 12%) and high (over 12%) levels of managerial ownership: MOMed and MOHigh, respectively. The results are presented in Table 7. In the first column, it is very interesting to note that the slope for ‘low’ managerial ownership is significant and negative while the slopes for both ‘medium’ and ‘high’ levels of managerial ownership are significant and positive. While managerial ownership show a negative relationship with the level of disclosure for firms with less than 5% management ownership, this relationship is almost neutral with the slopes virtually canceling out each other once the level of managerial ownership is over 5%. In other words, a significant negative relationship between managerial ownership and overall disclosure among “low” managerial ownership firms largely disappear for the firms with “medium” to “high” levels of managerial ownership. Regressions with sub scores as dependent variables show the similar pattern although only one coefficient (i.e., OWN in the DISMAN regression) is statistically significant.
<<<<< Insert Table 7 about here. >>>>>
We further explore the relationship between managerial ownership and the level of disclosure by examining interaction effects between managerial ownership and various corporate governance mechanisms. We want to see if the level of managerial ownership in combination with the corporate governance mechanisms like equity based executive compensation, outside directors, block ownership, institutional ownership and market for corporate control would have any interaction. We added the following interaction variables: Management ownership (OWN) times dummy that takes 1 if EXCOMP is greater than its median and 0 otherwise, OWN times dummy for ODIR greater than median, OWN times dummy for BLOCK greater than median, OWN times dummy for INST greater than median, and OWN times dummy for CORP greater than median. 

We find for the firms in industries with high levels of takeover activities that managerial ownership is positively related to ‘ownership structure and investor relations’ disclosure, but negatively related to ‘board and management processes’ disclosure. This would indicate having a high corporate control industry acts as a moderating effect on the negative relationship between managerial ownership and investor relations disclosure but increases the negative relationship when disclosing board and management processes. We also find that managerial ownership is negatively related to the disclosure of ‘management and board process’ for the firms with high percentage of outside directors.
<<<<< Insert Table 8 about here. >>>>>
iV. CONCLUSION
In this study we analyze the relationship between the level of managerial ownership and the level of discretionary disclosure, controlling for other corporate governance mechanisms as well as regulation, firm size, capital structure and market to book ratio. Our research responds to the question of why some firms choose to engage in discretionary disclosure and what type of information they choose to disclosure. We find a negative relationship between the level of managerial ownership and the level of disclosure for firms with level of managerial ownership below 5%. Once ownership levels increase past 5% the relationship virtually becomes neutral. This provides support for the theory that the level of managerial ownership influences the level of discretionary disclosure activities of the firm.

In addition, we find that the presence of other corporate governance mechanisms also affect the level of disclosure and the effect of managerial ownership on disclosure. Increase in outside director percentage increases the level of some type of disclosure across all levels of managerial ownership. 
It appears that the type of corporate governance mechanism in place dictates what type of information is disclosed. The fact that firms do not just disclose any information but selectively choose to disclose information that is advantageous to the firm lends support to the signaling theory of disclosure. We find a significant relationship between the level of outside directors and overall disclosure and the disclosure of board and management process disclosure. For firms using a large number of outside directors as a corporate governance mechanism, it makes sense that they would want to disclose this type of information to outside investors. 
Another example of selective disclosure is found for firms with 5% to 12% managerial ownership and in industries with high levels of take over activity. These firms exhibit an enormous increase in the level of ‘ownership structure and investor relations’ disclosure. For firms with these levels of managerial ownership, the threat of takeover has a significant economic impact upon the managerial ownership and the increased discretionary disclosure suggests that these firms are interested in keep their investors informed and happy to help prevent acquisitions. But for firms with higher or lower levels of managerial ownership, the threat of takeover does not have such a significant economic impact and these firms do not show a significant increase in investor relations disclosure. This provides an additional example of selective disclosure where the level and type of information disclosed is influenced by managerial ownership as well as corporate governance mechanisms. 
The results of this study suggest that level of managerial ownership and other corporate governance mechanisms are interrelated. Prior theoretical research has provided motivational models for firm discretionary information based on disclosure reducing the information asymmetry component of capital costs (Diamond and Verrecchia 1991, Verrecchia 2001, Zhang 2001) with empirical evidence supporting this view. However, this study finds the level of discretionary financial transparency and information disclosure is not significantly related to the level of discretionary disclosure of board and management processes and structure disclosure. In addition, we found no significant correlations for the level of financial and information disclosure for any type of corporate governance mechanisms except for utility industries. Further research into the cost of equity capital comparing the type of discretionary disclosure could provide some illumination to what types of disclosure affect the cost of capital the most. 
REFERENCES
Agrawal, A., & Knoeber, C. R. (1996). Firm performance and mechanisms to control agency problems between managers and shareholders. Journal of Financial and Quantitative Analysis, 31(3), 377-397.


Akerlof, G. A. (1970). The Market for "Lemons": Quality Uncertainty and the Market Mechanism. Quarterly Journal of Economics, 84(3), 488-500.

Alchian, A. A., & Demsetz, H. (1972). Production, Information Costs, and Economic Organization. American Economic Review, 62, 777-795.

Amihud, Y., Lev, B., & Travlos, N.G. (1990). Corporate Control and the Choice of Investment Financing: The Case of Corporate Acquisitions. Journal of Finance, XLV(2), 603-616.

_____. & Lev, B. (1999). Does corporate ownership structure affect its strategy towards diversification? Strategic Management Journal, 20(11), 1063-1069.

Baiman, S., & Verrecchia, R. E. (1996). The relation among capital markets, financial disclosure, production efficiency, and insider trading. Journal of Accounting Research, 34(1), 1-22.

Barclay, M. J., & Holderness, C. G. (1989). Private Benefits from Control of Public Corporations. Journal of Financial Economics, 25(2), 371-396.


Berle, A. A., & Means, G. C. (1932). The Modern Corporation and Private Property. New York: Macmillan Company.

Bhushan, R. (1989a). Collection of information about publicly traded firms. Journal of Accounting and Economics, 11(2-3), 183-206.

_____. (1989b). Firm characteristics and analyst following. Journal of Accounting and Economics, 11(2-3), 255-274.

Botosan, C. A. (1997). Disclosure level and the cost of equity capital. Accounting Review, 72(3), 323-349.

_____., & Harris, M. S. (2000). Motivations for a change in disclosure frequency and its consequences: An examination of voluntary quarterly segment disclosures. Journal of Accounting Research, 38(2), 329-353.

_____., & Plumlee, M. A. (2002). A Re-examination of Disclosure Level and the Expected Cost of Equity Capital. Journal of Accounting Research, 40(1), 21-40.

Campbell, J. Y. (1996). Understanding risk and return. Journal of Political Economy, 104(2), 298-346.

Chen, H., Hexter, J. L., & Hu, M. Y. (1993). Management ownership and corporate value. Managerial and Decision Economics, 14(4), 335-347.

Chiang, H.-t. (2005). An Empirical Study of Corporate Governance and Corporate Performance. Journal of American Academy of Business, Cambridge., 6(1), 95-102.

Coase, R. (1937). The Nature of the Firm. Economica, 386-405(New Series 4), 386-405.

Dalton, D. R., Daily, C. M., Johnson, J. L., & Ellstrand, A. E. (1999). Number of directors and financial performance: A meta-analysis. Academy of Management Journal, 42(6), 674-686.

Denis, D. J., Denis, D. K., & Sarin, A. (1999). Agency theory and the influence of equity ownership structure on corporate diversification strategies. Strategic Management Journal, 20(11), 1071-1077.

Diamond, D. W., & Verrecchia, R. E. (1991). Disclosure, Liquidity, and the Cost of Capital. Journal of Finance, 46(4), 1325-1360.

Durnev, A., & Kim, E. H. (2003). To Steal or Not to Steal:  Firm Attributes, Legal Environment, and Valuation. Working Paper.

Edwards, E. O., & Bell, P. W. (1961). The Theory and Measurement of Business Income. Berkeley: University of California Press.

Eisenhardt, K. M. (1989). Agency Theory: An Assessment And Review. Academy of Management. The Academy of Management Review, 14(1), 57-74.

Eng, L.L. & Mak, Y.T. Corporate Governance and Voluntary Disclosure. Journal of Accounting and Public Policy, 22, 325-345.

Fama, E. F. (1980). Agency Problems and the Theory of the Firm. Journal of Political Economy, 88(2), 288-307.

_____ & French, K. R. (1999). The corporate cost of capital and the return on corporate investment. Journal of Finance, 54(6), 1939-1967.

Frankel, R., McNichols, M., & Wilson, G. P. (1995). Discretionary disclosure and external financing. Accounting Review, 70(1), 135-151.

Gelb, D. (1996). An Empirical Study of he Determinants of Firms' Disclosure Policies. Unpublished Dissertation, Stern School of Business New York University, New York.

_____. (2000). Managerial Ownership and Accounting Disclosures: An Empirical Study. Review of Quantitative Finance and Accounting; 15(2),169-185.


Grossman, S. J., & Hart, O. D. (1980). Takeover bids, the free-rider problem, and the theory of the corporation. Bell Journal of Economics, 11(1), 42-64.

Hartzell, J. C., & Starks, L. T. (2003). Institutional investors and executive compensation. Journal of Finance, 58(6), 2351-2374.

Harvey, K. D., & Shrieves, R. E. (2001). Executive compensation structure and corporate governance choices. Journal of Financial Research, 24(4), 495-514.
Healy, P. M., Hutton, A. P., & Palepu, K. G. (1999). Stock performance and intermediation changes surrounding sustained increases in disclosure. Contemporary Accounting Research, 16(3), 485-520.

_____., & Palepu, K. G. (1993). The effect of firms' financial disclosure strategies on stock prices. Accounting Horizons, 7(1), 1.

_____., & Palepu, K. G. (2001). Information asymmetry, corporate disclosure, and the capital markets: A review of the empirical disclosure literature. Journal of Accounting and Economics, 31(1-3), 405-440.

Hermalin, B. E., & Weisbach, M. S. (2003). Boards of directors as an endogenously determined institution: A survey of the economic literature. Economic Policy Review - Federal Reserve Bank of New York, 9(1), 7-.

Holmstrom, B. (1979). Moral Hazard and Observability. Bell Journal of Economics, 10(1), 74-91.

Howton, S. D., Howton, S. W., & Olson, G. T. (2001). Board ownership and IPO returns. Journal of Economics and Finance, 25(1), 100-114. 
Jensen, M. C., & Meckling, W. H. (1976). Theory of the Firm: Managerial Behavior, Agency Costs and Ownership Structure. Journal of Finance and Economics, 3, 305-360.

_____., & Murphy, K. J. (1990). Performance Pay and Top-Management Incentives. Journal of Political Economy, 98(2), 225-265.
Kerr, J., & Bettis, R. A. (1987). Boards of Directors, Top Management Compensation, and Shareholder Value. Academy of Management Journal, 30(4), 645-665.

Kim, O., & Verrecchia, R. E. (1994). Market liquidity and volume around earnings announcements. Journal of Accounting & Economics, 17(1,2), 41-67.

_____ & Verrecchia, R. E. (2001). The relation among disclosure, returns, and trading volume information. Accounting Review, 76(4), 633-654

Lang, M., & Lundholm, R. (1993). Cross-Sectional Determinants of Analyst Ratings of Corporate Disclosures. Journal of Accounting Research, 31(2), 246-271.

_____ & Lundholm, R. J. (1996). Corporate disclosure policy and analyst behavior. Accounting Review, 71(4).

Leuz, C., & Verrecchia, R. E. (2000). The economic consequences of increased disclosure. Journal of Accounting Research, 38(S), 91-124.

McConnell, J. J., & Servaes, H. (1990). Additional evidence on equity ownership and corporate value. Journal of Financial Economics, 27(1), 595-612.

Mehran, H. (1995). Executive compensation structure, ownership, and firm performance. Journal of Financial Economics, 38(2), 163-184.

Morck, R., Shleifer, A., & Vishny, R. W. (1988). Management Ownership and Market Valuation. Journal of Financial Economics, 20(1), 293-315.

Murphy, K. J. (1985). Corporate Performance and Managerial Remuneration. Journal of Accounting and Economics, 7(1-3), 11-42. 


Patel, S. A., & Dallas, G. (2002). Transparency and Disclosure: Overview of Methodology and Study Results—United States (White Paper ): Standard & Poor's.

Ruland, W., Tung, S., & George, N. E. (1990). Factors Associated with the Disclosure of Managers' Forecasts. Accounting Review, 65(3), 710.

Rosenstein, S., & Wyatt, J. G. (1990). Outside directors, board independence, and shareholder wealth. Journal of Financial Economics, 26(2), 175-191.

Sengupta, P. (1998). Corporate Disclosure Quality and the Cost of Debt. The Accounting Review, 73(4), 459-474.

Shleifer, A., & Vishny, R. W. (1986). Large Shareholders and Corporate Control. Journal of Political Economy, 94(3), 461-488.

_____. (1997). A Survey of Corporate Governance. Journal of Finance, 52(2), 737-783.

Singh, M., & Davidson, W. (2003). Agency Costs, Ownership Structure and Corporate Governance Mechanisms. Journal of Banking & Finance, 27, 793-816.

Skinner, D. J. (1997). Earnings disclosures and stockholder lawsuits. Journal of Accounting & Economics, 23(3), 249-282.

Stulz, R. M. (1999). Globalization, Corporate Finance, and the Cost of Capital. Journal of Applied Corporate Finance, 12(3), 8-25.

Verrecchia, R.E. (1983). Discretionary Disclosure. Journal of Accounting & Economics, 5(3), 179-194.

_____. (1999). Disclosure and the cost of capital: A discussion. Journal of Accounting & Economics, 26(1-3), 271-283.

_____. (2001). Essays on disclosure. Journal of Accounting and Economics, 32(1-3), 97-180.

Warfield, T. D., Wild, J. J., & Wild, K. L. (1995). Managerial ownership, accounting choices, and in formativeness of earnings. Journal of Accounting and Economics, 20(1), 61-91.

Welker, M. (1995). Disclosure policy, information asymmetry, and liquidity in equity markets. Contemporary Accounting Research, 11(2), 801-827.

Williamson, O. E. (1985). The Economic Institutions of Capitalism: Firms, Markets, Relational Contracting. New York: Free Press.

Zhang, G. (2001). Private information production, public disclosure, and the cost of capital: Theory and implications. Contemporary Accounting Research, 18(2), 363-384.
FIGURE 1
Relationships between Corporate Governance Mechanisms

[image: image3.emf]Agency 

Problem

Principle Driven Action

    Monitoring By:

      Outside Directors

      Institutions

      Block Owners

Agent Driven Action

   Ownership Structure

   Discretionary Disclosure

   Equity Based Compensation

   Capital Structure

Figure 1. Relationships between Corporate Governance Mechanisms 

Market  Driven Action

   Loss of Corporate Control

   Labor Market

   Regulations


Table 1

Composition of Sample by 2 Digit SIC Industry

	Industry
	Frequency
	Percent

	Basic Industry
	56
	12.2

	Petroleum
	19
	4.1

	Construction
	7
	1.5

	Food/Tobacco
	23
	5.0

	Textiles/Trades
	33
	7.2

	Consumer Durables
	67
	14.6

	Leisure
	18
	3.9

	Capital Goods
	59
	12.8

	Transportation
	9
	2.0

	Utilities
	48
	10.4

	Finance/Real Estate
	80
	17.4

	Services
	39
	8.5

	Other
	2
	0.4

	TOTAL
	460
	100%


Industries by 2 digit SIC Code as defined by Durnev & Kim (2004): basic industry (8,10,12,14, 24, 26, 28, 33), petroleum (SIC 13, 29), construction (SIC 15, 16, 17, 32), food and tobacco (SIC 20, 21, 54), textiles and trades (SIC 22, 23, 51, 53, 56, 59), consumer durables (SIC 30, 36, 37, 50, 55, 57), leisure (SIC 27, 58, 70, 79), capital goods (SIC 34, 36, 37, 50, 55, 57), transportation (SIC 40, 41, 42, 44, 45, 47), utilities (SIC 48, 49), finance and real estate (SIC 60, 61, 62, 63, 65, 67) services (SIC 7, 73, 75, 8, 82, 83, 87, 96), other (SIC 99)


Table 2

Descriptive Statistics for All Variables

	
	Mean
	Minimum
	Median
	Maximum

	DISC1
	70.512
	58.163
	70.408
	81.443

	DISOWN2
	51.950
	32.143
	51.852
	82.143

	DISFIN3
	77.008
	60.000
	77.143
	94.286

	DISMAN4
	78.549
	60.000
	80.000
	91.429

	OWN5
	1.902
	0.000
	0.000
	43.290

	EXCOMP6
	0.553
	0.003
	0.583
	0.995

	ODIR7
	0.819
	0.400
	0.833
	0.950

	BLOCK8
	7.645
	0.000
	2.715
	75.600

	INST9
	16.624
	0.000
	15.170
	84.100

	CORP10
	0.054
	0.000
	0.041
	0.250

	DEBT11
	0.213
	0.000
	0.157
	0.940

	PERFORM12
	2.522
	0.109
	1.520
	29.069

	SIZES13
	11341.174
	214.503
	5445.709
	206083.000

	SIZEA14
	20798.289
	571.497
	6831.739
	902210.000


1 The overall percentage score for S&P Transparency and Disclosure Survey.
2 The percentage score for S&P ownership structure and investor relations disclosure.

3 The percentage score for S&P financial transparency and information disclosure.

4 The percentage score for S&P board and management structure and processes disclosure.

5 The percentage of managerial ownership for the top five managers of the firm.

6 The percentage of total salary that is equity based for the top managers of the firm
7 The percentage of outside directors that comprise the board of directors.
8 The percentage of shares held by block owners reported in proxy statements.
9 The percentage of shares held by institutions.
10 The percentage of firms merged or acquired in the firms 2 digit industry.
11 The level of debt measured by the book value of debt divided by the book value of debt plus market value of equity.
12 Market to Book Ratio
13 Firm’s annual sales in millions.
14 Firm asset size in millions.
TABLE 3

Descriptive Statistics for Sample Firms Stratified by the Level of Managerial Ownership

	 
	
	
	
	
	

	 
	None*
	Low*
	Medium* 
	Higher*
	Highest*

	Overall Disclosure Score
	71.132
	70.6234
	68.775
	68.974
	68.944

	Ownership Structure Score
	52.285
	52.7339
	50.496
	50.223
	51.792

	Financial Transparency Score
	77.413
	76.1221
	75.214
	76.539
	77.143

	Management Process Score
	79.614
	79.0756
	76.607
	76.017
	74.286

	Level of Debt
	0.234
	0.209
	0.214
	0.155
	0.106

	Market to Book Ratio
	2.179
	2.2535
	2.944
	4.217
	3.286

	Size by Sales in millions
	13732.923
	6966.3933
	5209.41
	8672.093
	6484.785

	Size by Asset in millions
	25428.479
	8675.698
	7883.91
	21954.904
	9749.689

	Level of Managerial Ownership
	0
	0.2179
	1.164
	4.095
	17.148

	Number of Firms in Group
	244
	32
	32
	33
	31


All scores are the mean level for that range of ownership.

*Highest Level represents firms with managerial ownership greater than 7.0%

*Higher Level represents firms with managerial ownership from 1.8% to 7.0%

*Medium Level represents firms with managerial ownership from .5% to 1.8%

*Low Level represents firms with managerial ownership from .001% to .5% 

*None represents firms with managerial ownership with no managerial ownership.

Table 4

Pearson Correlations between Disclosure Scores and Level of Managerial Ownership
	 
	DISOWN
	DISFIN
	DISMAN
	OWN

	DISC1
	Pearson Correlation
	.666**
	.678**
	.602**
	-.135**

	 
	Sig. (2-tailed)
	0
	0
	0
	0.009

	DISOWN2
	Pearson Correlation
	 
	0.088
	.142**
	-0.017

	 
	Sig. (2-tailed)
	 
	0.088
	0.006
	0.748

	DISFIN3
	Pearson Correlation
	 
	 
	.187**
	-0.007

	 
	Sig. (2-tailed)
	 
	 
	0
	0.899

	DISMAN4
	Pearson Correlation
	 
	 
	 
	-.285**

	 
	Sig. (2-tailed)
	 
	 
	 
	0


** Correlation is significant at the 0.01 level (2-tailed).

1 The overall percentage score for all S&P Transparency and Disclosure Survey.

2 The percentage score for S&P ownership structure and investor relations disclosure.

3 The percentage score for S&P financial transparency and information disclosure.

4 The percentage score for S&P board and management structure and processes disclosure.

5 The percentage of managerial ownership for the top five managers of the firm 

TABLE 5 
Results of Regression Tests of Managerial Ownership on Firm Disclosure Scores
	Independent Variables
	 
	Dependent Variables

	 
	 
	DISCa
	DISOWNb
	DISFINc
	DISMANd

	(Constant)


	
	62.095**

(25.299)
	45.557**

(9.231)
	68.640**

(17.621)
	68.096**

(24.359)

	OWN1


	
	-0.036

(-0.771)
	-0.058

(-0.611)
	0.074

(0.981)
	-0.124*

(-2.299)

	EXCOMP2


	
	1.318

(1.623)
	2.328

(1.426)
	2.082

(1.615)
	-0.245

(-0.265)

	ODIR3


	
	4.903*

(2.159)
	5.042

(1.104)
	3.095

(0.859)
	7.010**

(2.711)

	BLOCK4


	
	0.007

(0.383)
	0.107**

(2.743)
	-0.014

(-0.467)
	-0.048*

(-2.186)

	INST5


	
	0.041**

(2.689)
	0.159**

(5.166)
	-0.030

(-1.221)
	0.018

(1.042)

	CORP6


	
	5.576

(1.105)
	5.644

(0.556)
	8.604

(1.074)
	1.834

(0.319)

	REGU7


	
	0.238

(0.323)
	-2.049

(-1.381)
	3.034**

(2.591)
	-0.782

(-0.931)

	REGF8


	
	-0.378

(-0.545)
	-1.658

(-1.190)
	-0.328

(-0.299)
	0.408

(0.518)

	DEBT9


	
	3.390**

(2.633)
	6.760**

(2.611)
	3.620

(1.772)
	0.898

(0.612)

	PERFORM10


	-0.266**

(-3.111)
	-0.317

(-1.845)
	-0.206

(-1.520)
	-0.273**

(-2.806)

	SIZE11


	 
	0.310

(1.673)
	-0.345

(-0.924)
	0.485

(1.649)
	0.651**

(3.082)

	Observations
	374
	374
	374
	374


a The overall percentage score for S&P Transparency and Disclosure Survey. b The percentage score for S&P ownership structure and investor relations disclosure. c The percentage score for S&P financial transparency and information disclosure. d The percentage score for S&P board and management structure and processes disclosure.

1 The percentage of managerial ownership for the top five managers of the firm. 2 The percentage of total salary that is equity based for the top managers of the firm. 3 The percentage of outside directors that comprise the board of directors. 4 The percentage of shares held by block owners from proxy statements. 5 The percentage of shares held by institutions. 6 The percentage of firms merged or acquired in the firms 2 digit industry. 7 A dummy variable set to one if the firm is in a highly regulated utility industry. 8 A dummy variable set to one if the firm is in a highly regulated finance industry. 9 The level of debt measured by the book value of debt divided by the book value of debt plus market value of equity. 10 Market to Book Ratio. 11 Logarithm of firm’s annual sales.

** Significant at the .01 level  * Significant at the .05 level  t statistic is in parentheses 
TABLE 6
Regression Results Stratified by Level of Managerial Ownership
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(Constant) 66.850** 52.874** 72.868** 71.282** 47.233** 43.091** 53.162* 44.011** 41.841** 10.061 47.697 60.784**

OWN

1

-0.591* -1.056* -0.142 -0.679** -0.339 -3.438** 1.784 0.106 0.023 0.310 -0.500 0.338

EXCOMP

2

1.125 2.362 1.371 -0.063 2.691 -10.224 9.267 6.177 -2.861 -0.72 -4.428 -3.378

ODIR

3

1.446 -0.603 -0.836 5.910* 16.481* 20.955* 17.732 10.117 10.704 33.900* -3.937 8.048

BLOCK

4

0.017 0.126** -0.014 -0.037 0.087 0.362 -0.344 0.286 -0.049 -0.028 0.070 -0.190

INST

5

0.026 0.141** -0.045 0.005 0.055 0.248* 0.010 -0.049 0.027 0.106 -0.101 0.086

CORP

6

2.558 -2.223 10.562 -2.471 67.547* 261.382** -84.848 63.751 -26.348 69.715 -129.152 9.443

REGU

7

0.301 -2.128 3.084* -0.588 -2.728 -1.335 5.221 -11.687 1.187 -3.964 10.853 -3.949

REGF

8

-0.142 -1.791 0.305 0.589 -0.772 -17.502** 4.760 6.200 -3.803 -4.714 -2.561 -4.745

DEBT

9

3.734** 7.294** 3.934 1.159 3.871 -20.875 14.448 14.089 -5.943 -5.827 3.030 -18.769

PERFORM

10

-0.233** -0.285 -0.157 -0.257** -0.435 0.213 -0.616 -0.696 -0.568 -0.453 -1.162 -0.199

SIZE

11

0.148 -0.563 0.408 0.437* 0.835 1.520 -0.336 1.543 3.011 1.336 5.983 1.380

Observations 334 334 334 334 20 20 20 20 20 20 20 20

Independent 

Variables

Ownership Under 5%

Dependent Variables Coefficient

Ownership 5% to 12%

Dependent Variables Coefficient

Ownership over 12%

Dependent Variables Coefficient

 
a The overall percentage score for S&P Transparency and Disclosure Survey. b The percentage score for S&P ownership structure and investor relations disclosure. c The percentage score for S&P financial transparency and information disclosure. d The percentage score for S&P board and management structure and processes disclosure.

1 The percentage of managerial ownership for the top five managers of the firm. 2 The percentage of total salary that is equity based for the top managers of the firm. 3 The percentage of outside directors that comprise the board of directors. 4 The percentage of shares held by block owners from proxy statements. 5 The percentage of shares held by institutions. 6 The percentage of firms merged or acquired in the firms 2 digit industry. 7 A dummy variable set to one if the firm is in a highly regulated utility industry. 8 A dummy variable set to one if the firm is in a highly regulated finance industry. 9 The level of debt measured by the book value of debt divided by the book value of debt plus market value of equity. 10 Market to Book Ratio. 11 Logarithm of firm’s annual sales.

 ** Significant at the .01 level  * Significant at the .05 level.
TABLE 7
Results of Regression with Dummy Variables
	Independent Variables
	 
	Dependent Variables

	 
	 
	DISCa
	DISOWNb
	DISFINc
	DISMANd

	(Constant)
	
	62.629**
	46.523**
	68.806**
	68.673**

	OWN1
	
	-.486*
	-.879
	-.081
	-.590*

	EXCOMP2
	
	1.379
	2.402
	2.030
	-.080

	ODIR3
	
	4.662*
	.110
	2.981
	6.805**

	BLOCK4
	
	.008
	.157**
	-.012
	-.050*

	INST5
	
	.041**
	4.586**
	-.031
	.020

	CORP6
	
	5.386
	-2.177
	-.882
	1.829

	REGU7
	.
	164
	-1.636
	3.025**
	-.882

	REGF8
	
	-.371
	5.228
	-.307
	.389

	DEBT9
	
	3.547**
	-.290*
	3.711
	1.008

	PERFORM10
	-.251**
	-.402
	-.203
	-.255**

	SIZE11
	
	.277
	7.064
	.481
	.607**

	MOMED12
	
	.476*
	.928
	.280
	.331

	MOHIGH13
	
	.447*
	.807
	.135
	.489

	Observations
	374
	374
	374
	374


a The overall percentage score for S&P Transparency and Disclosure Survey. b The percentage score for S&P ownership structure and investor relations disclosure. c The percentage score for S&P financial transparency and information disclosure. d The percentage score for S&P board and management structure and processes disclosure.

1 The percentage of managerial ownership for the top five managers of the firm. 2 The percentage of total salary that is equity based for the top managers of the firm. 3 The percentage of outside directors that comprise the board of directors. 4 The percentage of shares held by block owners from proxy statements. 5 The percentage of shares held by institutions. 6 The percentage of firms merged or acquired in the firms 2 digit industry. 7 A dummy variable set to one if the firm is in a highly regulated utility industry. 8 A dummy variable set to one if the firm is in a highly regulated finance industry. 9 The level of debt measured by the book value of debt divided by the book value of debt plus market value of equity. 10 Market to Book Ratio. 11 Logarithm of firm’s annual sales. 12 Managerial ownership dummy variable for firms with 5% to 12% managerial ownership. 13 Managerial ownership dummy variable for firms with over 12% managerial ownership.
 ** Significant at the .01 level  * Significant at the .05 level  
TABLE 8
Results of Regression with Interaction Variables

	Independent Variables
	 
	Dependent Variables

	 
	 
	DISCa
	DISOWNb
	DISFINc
	DISMANd

	(Constant)
	
	61.888**
	46.520**
	68.746**
	66.587**

	OWN1
	
	-1.764
	-1.785
	-.931
	-2.792

	EXCOMP2
	
	1.374
	2.733
	1.842
	-.134

	ODIR3
	
	5.363*
	4.820
	2.591
	9.104**

	BLOCK4
	
	.006
	.105**
	-.015
	-.050*

	INST5
	
	.039*
	.155**
	-.034
	.021

	CORP6
	
	5.170
	.805
	10.448
	2.509

	REGU7
	.
	.193
	-2.215
	3.069**
	-.822

	REGF8
	
	-.299
	-2.398
	.135
	.737

	DEBT9
	
	3.518**
	7.019**
	3.581
	1.116**

	PERFORM10
	-.259**
	-.311
	-.197
	-.266**

	SIZE11
	
	.294
	-.413
	.525
	.613

	OWN*EXCOMP12
	
	-.006
	-.059
	.010
	.017

	OWN*ODIR13
	
	-.088
	-.147
	.137
	-.293*

	OWN*BLOCK14
	
	1.741
	1.657
	1.007
	2.762

	OWN*INST15
	
	.058
	-.015
	.142
	.033

	OWN*CORP16
	
	-.045
	.344*
	-.192
	-.204*

	Observations
	374
	374
	374
	374


a The overall percentage score for S&P Transparency and Disclosure Survey. b The percentage score for S&P ownership structure and investor relations disclosure. c The percentage score for S&P financial transparency and information disclosure. d The percentage score for S&P board and management structure and processes disclosure.

1 The percentage of managerial ownership for the top five managers of the firm. 2 The percentage of total salary that is equity based for the top managers of the firm. 3 The percentage of outside directors that comprise the board of directors. 4 The percentage of shares held by block owners from proxy statements. 5 The percentage of shares held by institutions. 6 The percentage of firms merged or acquired in the firms 2 digit industry. 7 A dummy variable set to one if the firm is in a highly regulated utility industry. 8 A dummy variable set to one if the firm is in a highly regulated finance industry. 9 The level of debt measured by the book value of debt divided by the book value of debt plus market value of equity. 10 Market to Book Ratio. 11 Logarithm of firm’s annual sales. 12 Managerial ownership times dummy that takes 1 if EXCOMP is greater than its median and 0 otherwise. 13 Managerial ownership times dummy that takes 1 if ODIR is greater than its median and 0 otherwise 14 Managerial ownership times dummy that takes 1 if BLOCK is greater than its median and 0 otherwise. 15 Managerial ownership times dummy that takes 1 if INST is greater than its median and 0 otherwise. 16 Managerial ownership times dummy that takes 1 if CORP is greater than its median and 0 otherwise.
 ** Significant at the .01 level  * Significant at the .05 level  t statistic is in parentheses 
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								-0.836		17.732		-3.937				Percentage Market Control		-129.152		102.387		-0.503		-1.261		0.243						Percentage Market Control		10.562		8.282		0.075		1.275		0.203				Percentage Market Control		-84.848		57.468		-0.534		-1.476		0.178

								-0.203		1.341		-0.205				Utilities Regulation Dummy		10.853		11.132		0.349		0.975		0.358						Utilities Regulation Dummy		3.084		1.204		0.151		2.561		0.011				Utilities Regulation Dummy		5.221		11.563		0.202		0.452		0.664

								-0.014		-0.344		0.070				Finance Regulation Dummy		-2.561		7.074		-0.151		-0.362		0.727						Finance Regulation Dummy		0.305		1.217		0.014		0.251		0.802				Finance Regulation Dummy		4.760		6.292		0.302		0.756		0.471

								-0.409		-0.616		0.478				Level of Debt		3.030		27.552		0.060		0.110		0.915						Level of Debt		3.934		2.108		0.126		1.866		0.063				Level of Debt		14.448		17.535		0.432		0.824		0.434

								-0.045		0.010		-0.101				TobinsQ		-1.162		1.088		-0.410		-1.068		0.317						TobinsQ		-0.157		0.143		-0.074		-1.100		0.272				TobinsQ		-0.616		0.683		-0.345		-0.903		0.393

								-1.733		0.057		-0.509				Logarithm of Sales		5.983		2.871		0.829		2.084		0.071						Logarithm of Sales		0.408		0.309		0.079		1.322		0.187				Logarithm of Sales		-0.336		1.567		-0.063		-0.214		0.836

								10.562		-84.848		-129.152		a		Dependent Variable: Raw Financial Transparency and Information Score														a		Dependent Variable: Raw Financial Transparency and Information Score												a		Dependent Variable: Raw Financial Transparency and Information Score

								1.275		-1.476		-1.261		b		Level of Managerial Ownership (Banded) = 12.0001+														b		Level of Managerial Ownership (Banded) = <= 5.0000												b		Level of Managerial Ownership (Banded) = 5.0001 - 12.0000

								3.084		5.221		10.853

								2.561		0.452		0.975

								0.305		4.760		-2.561

								0.251		0.756		-0.362

								3.934		14.448		3.030

								1.866		0.824		0.110

								-1.100		-0.616		-1.162

								-0.157		-0.903		-1.068

								0.408		-0.336		5.983

								1.322		-0.214		2.084

				Observations		374		334		20		20

				Independent Variables		Dependent Variables Coefficient in Regression								Coefficients(a,b)																																Coefficients(a,b)

						(t statistic)								Model				Unstandardized Coefficients				Standardized Coefficients		t		Sig.						Coefficients(a,b)														Model				Unstandardized Coefficients				Standardized Coefficients		t		Sig.

																		B		Std. Error		Beta										Model				Unstandardized Coefficients				Standardized Coefficients		t		Sig.						B		Std. Error		Beta

				(Constant)				71.282		44.011		60.784		1.000		(Constant)		60.784		14.032				4.332		0.003										B		Std. Error		Beta						1.000		(Constant)		44.011		12.775				3.445		0.009

								23.724		3.445		4.332				Level of Managerial Ownership		0.338		0.243		0.563		1.389		0.202						1.000		(Constant)		71.282		3.005				23.724		0.000				Level of Managerial Ownership		0.106		1.101		0.035		0.097		0.925

								-0.679		0.106		0.338				% of EC		-3.378		5.389		-0.210		-0.627		0.548								Level of Managerial Ownership		-0.679		0.253		-0.143		-2.685		0.008				% of EC		6.177		6.668		0.247		0.926		0.381

								-2.685		0.097		1.389				Outside Directors (%)		8.048		12.351		0.205		0.652		0.533								% of EC		-0.063		0.954		-0.004		-0.066		0.947				Outside Directors (%)		10.117		10.739		0.186		0.942		0.374

								-0.063		6.177		-3.378				Block Ownnership(%)		-0.190		0.094		-0.714		-2.010		0.079								Outside Directors (%)		5.910		2.837		0.113		2.084		0.038				Block Ownnership(%)		0.286		0.454		0.184		0.631		0.545

								-0.066		0.926		-0.627				Institution_Ownership(%)		0.086		0.128		0.211		0.675		0.519								Block Ownnership(%)		-0.037		0.023		-0.084		-1.606		0.109				Institution_Ownership(%)		-0.049		0.139		-0.101		-0.350		0.735

								5.910		10.117		8.048				Percentage Market Control		9.443		65.704		0.051		0.144		0.889								Institution_Ownership(%)		0.005		0.018		0.015		0.270		0.787				Percentage Market Control		63.751		46.682		0.342		1.366		0.209

								2.084		0.942		0.652				Utilities Regulation Dummy		-3.949		7.144		-0.176		-0.553		0.596								Percentage Market Control		-2.471		5.713		-0.025		-0.433		0.666				Utilities Regulation Dummy		-11.687		9.393		-0.386		-1.244		0.249

								-0.037		0.286		-0.190				Finance Regulation Dummy		-4.745		4.539		-0.388		-1.045		0.326								Utilities Regulation Dummy		-0.588		0.831		-0.041		-0.707		0.480				Finance Regulation Dummy		6.200		5.111		0.335		1.213		0.260

								-1.606		0.631		-2.010				Level of Debt		-18.769		17.680		-0.518		-1.062		0.319								Finance Regulation Dummy		0.589		0.839		0.038		0.701		0.484				Level of Debt		14.089		14.244		0.359		0.989		0.352

								0.005		-0.049		0.086				TobinsQ		-0.199		0.698		-0.097		-0.285		0.783								Level of Debt		1.159		1.454		0.052		0.797		0.426				TobinsQ		-0.696		0.555		-0.332		-1.255		0.245

								0.270		-0.350		0.675				Logarithm of Sales		1.380		1.842		0.265		0.749		0.475								TobinsQ		-0.257		0.098		-0.171		-2.615		0.009				Logarithm of Sales		1.543		1.273		0.248		1.212		0.260

								-2.471		63.751		9.443		a		Dependent Variable: Raw Board and Management Processes Score																		Logarithm of Sales		0.437		0.213		0.120		2.053		0.041		a		Dependent Variable: Raw Board and Management Processes Score

								-0.433		1.366		0.144		b		Level of Managerial Ownership (Banded) = 12.0001+																a		Dependent Variable: Raw Board and Management Processes Score												b		Level of Managerial Ownership (Banded) = 5.0001 - 12.0000

								-0.588		-11.687		-3.949																				b		Level of Managerial Ownership (Banded) = <= 5.0000

								-0.707		-1.244		-0.553

								0.589		6.200		-4.745

								0.701		1.213		-1.045

								1.159		14.089		-18.769

								0.797		0.989		-1.062

								-0.257		-0.696		-0.199

								-2.615		-1.255		-0.285

								0.437		1.543		1.380

								2.053		1.212		0.749

				Observations		374		334		20		20

				Independent Variables		Dependent Variables Coefficients								Dependent Variables Coefficients								Dependent Variables Coefficients								Dependent Variables Coefficients																				Independent Variables				Dependent Variables Coefficient in Regression

						Overall Disclosure								Ownership and Investor Relations								Financial Transparency								Board and Management Process

																																																		(Constant)				61.888**		46.520**		68.746**		66.587**

				(Constant)		62.095**		67.104		47.233		41.841		62.095**		52.874		43.091		10.061		62.095**		72.868		53.162		47.697		62.095**		71.282		44.011		60.784																		-1.764		-1.785		-0.931		-2.792

						-25.299		24.476		6.707		3.553		-25.299		9.466		4.396		0.686		-25.299		16.728		3.380		2.181		-25.299		23.724		3.445		4.332																		1.374		2.733		1.842		-0.134

						-0.036		-0.591		-0.339		0.023		-0.036		-1.056		-3.438		0.310		-0.036		-0.142		1.784		-0.500		-0.036		-0.679		0.106		0.338																		5.363*		4.82		2.591		9.104**

						(-0.771)		-2.569		-0.560		0.113		(-0.771)		-2.246		-4.071		1.219		(-0.771)		-0.386		1.317		-1.319		(-0.771)		-2.685		0.097		1.389																		0.006		.105**		-0.015		-.050*

						1.318		1.211		2.691		-2.861		1.318		2.362		-10.224		-0.720		1.318		1.371		9.267		-4.428		1.318		-0.063		6.177		-3.378																		.039*		.155**		-0.034		0.021

						-1.623		1.297		0.732		-0.633		-1.623		1.331		-1.998		-0.128		-1.623		0.991		1.129		-0.527		-1.623		-0.066		0.926		-0.627																		5.17		0.805		10.448		2.509

						4.903*		1.446		16.481		10.704		4.903*		-0.603		20.955		33.900		4.903*		-0.836		17.732		-3.937		4.903*		5.910		10.117		8.048																.		0.193		-2.215		3.069**		-0.822

						-2.159		0.561		2.784		1.033		-2.159		-0.114		2.543		2.628		-2.159		-0.203		1.341		-0.205		-2.159		2.084		0.942		0.652																		-0.299		-2.398		0.135		0.737

						0.007		0.017		0.087		-0.049		0.007		0.126		0.362		-0.028		0.007		-0.014		-0.344		0.070		0.007		-0.037		0.286		-0.190																		3.518**		7.019**		3.581		1.116**

						-0.383		0.827		0.347		-0.623		-0.383		2.946		1.040		-0.284		-0.383		-0.409		-0.616		0.478		-0.383		-1.606		0.631		-2.010																		-.259**		-0.311		-0.197		-.266**

						0.041**		0.025		0.055		0.027		0.041**		0.141		0.248		0.106		0.041**		-0.045		0.010		-0.101		0.041**		0.005		-0.049		0.086																		0.294		-0.413		0.525		0.613

						-2.689		1.617		0.716		0.251		-2.689		4.287		2.321		0.795		-2.689		-1.733		0.057		-0.509		-2.689		0.270		-0.350		0.675																		-0.006		-0.059		0.01		0.017

						5.576		2.558		67.547		-26.348		5.576		-2.223		261.382		69.715		5.576		10.562		-84.848		-129.152		5.576		-2.471		63.751		9.443																		-0.088		-0.147		0.137		-.293*

						-1.105		0.493		2.625		-0.478		-1.105		-0.209		7.298		1.016		-1.105		1.275		-1.476		-1.261		-1.105		-0.433		1.366		0.144																		1.741		1.657		1.007		2.762

						0.238		0.301		-2.728		1.187		0.238		-2.128		-1.335		-3.964		0.238		3.084		5.221		10.853		0.238		-0.588		-11.687		-3.949																		0.058		-0.015		0.142		0.033

						-0.323		0.399		-0.527		0.198		-0.323		-1.378		-0.185		-0.531		-0.323		2.561		0.452		0.975		-0.323		-0.707		-1.244		-0.553																		-0.045		.344*		-0.192		-.204*

						-0.378		-0.772		-0.772		-3.803		-0.378		-1.791		-17.502		-4.714		-0.378		0.305		4.760		-2.561		-0.378		0.589		6.200		-4.745														Observations				374		374		374		374

						(-0.545)		-0.185		-0.274		-0.998		(-0.545)		-1.148		-4.463		-0.994		(-0.545)		0.251		0.756		-0.362		(-0.545)		0.701		1.213		-1.045														Independent Variables				Dependent Variables Coefficient in Regression

						3.390**		3.871		3.871		-5.943		3.390**		7.294		-20.875		-5.827		3.390**		3.934		14.448		3.030		3.390**		1.159		14.089		-18.769

						-2.633		2.825		0.493		-0.400		-2.633		2.698		-1.910		-0.316		-2.633		1.866		0.824		0.110		-2.633		0.797		0.989		-1.062														(Constant)				61.888**		46.520**		68.746**		66.587**

						-0.266**		-0.435		-0.435		-0.568		-0.266**		-0.285		0.213		-0.453		-0.266**		-1.100		-0.616		-1.162		-0.266**		-0.257		-0.696		-0.199																		-1.764		-1.785		-0.931		-2.792

						(-3.111)		-2.610		-1.422		-0.969		(-3.111)		-1.558		0.500		-0.621		(-3.111)		-0.157		-0.903		-1.068		(-3.111)		-2.615		-1.255		-0.285																		1.374		2.733		1.842		-0.134

						0.31		0.835		-0.435		3.011		0.31		-0.563		1.520		1.336		0.31		0.408		-0.336		5.983		0.31		0.437		1.543		1.380																		5.363*		4.82		2.591		9.104**

						-1.673		0.762		-1.422		1.947		-1.673		-1.420		-1.649		0.694		-1.673		1.322		-0.214		2.084		-1.673		2.053		1.212		0.749																		0.006		.105**		-0.015		-.050*

				Observations		374		334		20		20		374		334		20		20		374		334		20		20		374		334		20		20																		.039*		.155**		-0.034		0.021

																																																						5.17		0.805		10.448		2.509

																																																				.		0.193		-2.215		3.069**		-0.822

																																																						-0.299		-2.398		0.135		0.737

																																																						3.518**		7.019**		3.581		1.116**

				Independent Variables		Dependent Variables Coefficient								Dependent Variables Coefficient								Dependent Variables Coefficient																																-.259**		-0.311		-0.197		-.266**

																																																						0.294		-0.413		0.525		0.613

				(Constant)		66.850**		52.874**		72.868		71.282**		47.233**		43.091**		72.868*		44.011**		41.841**		10.061		47.697*		60.784**																										-0.006		-0.059		0.01		0.017

						-0.591*		-1.056*		-0.142		-0.679**		-0.339		-3.438**		-0.142		0.106		0.023		0.31		-0.5		0.338																										-0.088		-0.147		0.137		-.293*

						1.125		2.362		1.371		-0.063		2.691		-10.224		1.371		6.177		-2.861		-0.72		-4.428		-3.378																										1.741		1.657		1.007		2.762

						1.446		-0.603		-0.836		5.910*		16.481*		20.955*		-0.836		10.117		10.704		33.900*		-3.937		8.048																										0.058		-0.015		0.142		0.033

						0.017		0.126**		-0.014		-0.037		0.087		0.362		-0.014		0.286		-0.049		-0.028		0.07		-0.19																										-0.045		.344*		-0.192		-.204*

						0.026		0.141**		-0.045		0.005		0.055		0.248*		-0.045		-0.049		0.027		0.106		-0.101		0.086																						Observations				374		374		374		374

						2.558		-2.223		10.562		-2.471		67.547*		261.382**		10.562		63.751		-26.348		69.715		-129.152		9.443																						Independent Variables				Dependent Variables Coefficient in Regression

						0.301		-2.128		3.084		-0.588		-2.728		-1.335		3.084		-11.687		1.187		-3.964		10.853		-3.949

						-0.142		-1.791		0.305		0.589		-0.772		-17.502**		0.305		6.2		-3.803		-4.714		-2.561		-4.745																						(Constant)				61.888**		46.520**		68.746**		66.587**

						3.734*		7.294**		3.934		1.159		3.871		-20.875		3.934		14.089		-5.943		-5.827		3.03		-18.769																										-1.764		-1.785		-0.931		-2.792

						-0.233*		-0.285		-0.157		-0.257**		-0.435		0.213		-0.157		-0.696		-0.568		-0.453		-1.162		-0.199																										1.374		2.733		1.842		-0.134

						0.148		-0.563		0.408		0.437*		0.835		1.52		0.408		1.543		3.011		1.336		5.983		1.38																										5.363*		4.82		2.591		9.104**

				Observations		334		334		334		334		20		20		20		20		20		20		20		20																										0.006		.105**		-0.015		-.050*

																																																						.039*		.155**		-0.034		0.021

																																																						5.17		0.805		10.448		2.509

																																																				.		0.193		-2.215		3.069**		-0.822

																																																						-0.299		-2.398		0.135		0.737

																																																						3.518**		7.019**		3.581		1.116**

																																																						-.259**		-0.311		-0.197		-.266**

																																																						0.294		-0.413		0.525		0.613

																																																						-0.006		-0.059		0.01		0.017

																																																						-0.088		-0.147		0.137		-.293*

																																																						1.741		1.657		1.007		2.762

																																																						0.058		-0.015		0.142		0.033

																																																						-0.045		.344*		-0.192		-.204*

																																																		Observations				374		374		374		374

																																																		Independent Variables				Dependent Variables Coefficient in Regression

																																																		(Constant)				61.888**		46.520**		68.746**		66.587**

																																																						-1.764		-1.785		-0.931		-2.792

																																																						1.374		2.733		1.842		-0.134

																																																						5.363*		4.82		2.591		9.104**

																																																						0.006		.105**		-0.015		-.050*

																																																						.039*		.155**		-0.034		0.021
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