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ABSTRACT

The awareness and interest concerning corporate social responsibility has grown
among both firms and their stakeholders, which has resulted in a continuous upward
trend regarding CSR reporting. This has led to the emergence of reporting framework
like Global Reporting Initiative. The issues is that there are limited regulations
controlling what should be reported and how it should be reported, thus most CSR
reporting is voluntary. This creates differences among firms and within industries.
The differences make it difficult to compare reporting between firms and to assess the
benefits of CSR reporting.

The purposes of this study is to explain what variables affects the CSR reporting
quality and what the rationale behind CSR reporting is, which includes investigating
the effect of reporting quality on cost of capital. The evolution of CSR reporting will
also be examined.

The nature of the study is quantitative with a deductive approach. Hypotheses will be
developed from prior theory and tested statistically using multiple regression analysis.

The theoretical foundation of this study is stakeholder theory, legitimacy theory and
information asymmetry. The chosen variables are argued by prior literature to effect
reporting quality. The variables are board diversity, ownership concentration, separate
sustainability reports, external assurance, GRI application levels and industry. A
measure of reporting quality will be developed using content analysis and the
estimation for cost of capital will be calculated based on a model for rPEG. The
sample consists of firms listed on Nasdaqg OMXS30 index in 2006, 2008 and 2010.

Statistical support for positive association between reporting quality and board
diversity, ownership concentration, external assurance, GRI A and GRI B and the
industries industrials, consumer goods and basic materials were found. An indirect
association between reporting quality and cost of capital was found. The findings are
in agreement with the rationale behind CSR reporting; a firm can do well by doing
good. It was further concluded that the development during this time period has
followed the previous trend and continuously increased.

Keywords: CSR, sustainability reporting, cost of capital, GRI, content analysis,
stakeholder theory, legitimacy theory, information asymmetry
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1. INTRODUCTION

“When the saleability is the first priority
the quality risk being neglected and disappear.
Quality is everything, for quality is sustainability,
and sustainability is the only profitable in the long run.
The consumer society’s cataclysm of waste and impurity

has ruined and destroyed the world while the quality of sustainability shall survive it.
Therefore, the only safe is to hold on to the sustainable, the quality, which reach

furthest if it is timeless.
Timelessness, says the capitalists, is not saleable.

No, but it is always usable and saleability is something fugitive which does not last.
Spare us from the consumer society’s cataclysm of waste and impurity, let it disappear

and collapse like the cataclysm it is,
so that we at last, in peace, can focus on the quality of sustainability,

the only really essential.”

Translation from Swedish of a poem by “Aurelio” (Poeter, 2008)

This poem can appear somewhat dopey, but it highlights important aspects in regard to
Corporate Social Responsibility (CSR) such as saleability, usability, quality,
profitability and sustainability. Some of the aspects are presented as contradictions. But
are they really contradictions? Something that is profitable can also be sustainable, but
if it is profitable in the short-run it might not be sustainable in the long run, rather the
opposite.

CSR has not always been considered as something important. “Silent Spring” published
in 1962 by Rachel Carson opened the eyes of the public and can be seen as the starting
point of the environmental movement (Walker & Walsh, 2012, p. 4). The United
Nations held its first environmental conference in Stockholm in 1972 where 113
countries participated. The conference resulted in an action plan for the Human
Environment, which contained a framework and recommendations for actions
internationally. The conference also resulted in the development of the United Nations
Environment Program that aims at inspiring and supporting nations and communities to
work for a better world without comprising that of future generations. Since then a
number of international conferences have been held, reports written and organizations
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founded to deal with the fact that our planet and its resources are finite. These events
and developments have caught media attention, which increased the demands on firms
to consider and communicate their effect on the environment and society, their
corporate social responsibility (CSR), due to public pressure and legislation.

The Brundtland report, “Our Common Future” published in 1987 gave the most popular
and mostly used definition of sustainable development, “a development model which
ensures the satisfaction of the needs of the present without comprising the ability of
future generations to meet their own needs” (Hussey et al., 2001, pp. 143-144). The
report started a general awareness about sustainable development and initiated the three
dimensions of sustainability: economic-, environmental- and social sustainability
(Sneddon et al., 2006, p. 255-256). The Brundtland report was created to be informative
and aimed for a broad public and policy makers (Gallo & Christensen, 2011, p. 318).

A more recent model that focuses more on sustainability from a business perspective is
the triple bottom line model (TBL). The model was popularized by John Elkington and
incorporates the three dimensions of sustainability: social, environmental and financial
(Slaper & Hall, 2011, p. 4). The model is used to create an overview of entities way of
working with values, risks, processes and issues regarding sustainability by trying to
measure the different impacts created by an entity (Robbins, 2006, p. 1). Advocates of
the TBL claim that the model reports the “whole” impact of a company's business
because measuring also applies for the environmental- and social dimensions and not
only to the economic dimension. Henceforth the advocates argue that “all” stakeholders
are taken into account and not only contractual legal stakeholders e.g. employees,
customers and suppliers (Robbins, 2006, p. 1). There are difficulties with the TBL
model. The major issue is finding a measuring unit that can embrace the social and
environmental impact correctly (Robbins, 2006, p. 2). Some users convert the impacts
to the value of currency. This is a subjective judgment calculation that leaves little space
for comparison of other users. By creating new measure units for a specific impact the
calculation could become clearer but this can lead to a proliferation of units (Slaper &
Hall, 2011, p. 4). Nevertheless, TBL has had an immense growth rate and various
organizations and large companies have shown interest and adopted the model
(Robbins, 2006, p. 2).

Ans Kolk (2004 pp. 51-64) states in her study that the first separate environmental
report was published in 1989. In Sweden Volvo published the first CSR report in 1991
(Fransson, 2008, p. 3). Samantha Louise (2011 p. 1) argues that sustainability issues has
moved from being something voluntary “nice-to-have” to become a vital part of
businesses in order to stay competitive and to create competitive advantages. Business
scandals like Enron and Xerox, created a need for stricter and more distinct corporate
governance that incorporate ethical considerations. The financial “bubbles” the global
economy has experienced has significantly reduced the faith in business and financial
markets. As a result of these events companies have, as a measure of regaining the lost
confidence developed strategies to take on greater responsibility towards themselves
and their stakeholders (SFF, 2008, p.8). Hassel et al., (2008 p. 33) argue that, on
average, every other larger Swedish firm has some sort of sustainability reporting.



The Global Compact (GC) is a strategic policy initiative, which aims at developing
sustainable business practices and policies. The initiative was founded by the United
Nations and was taken in action 2000. It has over 8000 participants, which comprise
over 6000 companies in 135 countries. In Sweden there are 124 participants of which 61
are privately held companies (UN Global Compact, 2011). GC has developed ten
principles, which concerns human rights, labor, environment and anti-corruption, to
which the participants commit to incorporate in their strategies and every-day
operations (UN Global Compact, 2011). Being part of this initiative requires the
members to provide a Communication on Progress (COP) report on the implementation
of the principles, which should be integrated in the annual report or equivalent and
easily accessible for stakeholders (UN Global Compact, 2011).

Another framework is the Global Reporting Initiative’s (GRI) reporting guidelines. GRI
IS a non-profit organization that has developed a framework for reporting on
sustainability issues (GRI, 2011). The mission of GRI is to guide companies to measure
and report sustainability performance and to make reporting of such mainstream. GRI
was founded in 1997 and was a further development of the Coalition of
Environmentally Responsible Economies (CERES) (GRI, 2011). The first set of
guidelines was published in 2000. Since then have two newer versions been launched,
G3 and G3.1. GRI has strategic partnership with among others the Global Compact
(GRI, 2011). According to a study performed by KPMG (2011 p. 20) does 80% of the
250 largest companies apply the GRI framework.

1.1 Problem Background

The discussion about companies’ responsibility to their surrounding reaches far back in
time, but it is not until the last decade or so that companies have actively worked with
and communicated their CSR. Corporate social responsibility, also called sustainability,
ethical responsibility, environmental responsibility, corporate responsibility and triple
bottom line does not have a specific definition and much uncertainty surround the topic
since it is multifaceted and complex (Dahlsrud, 2006, p. 1). Dahlsrud (2006) analyzed
37 definitions of CSR. He argues that CSR is a social construction and it is therefore
impossible to develop an unbiased definition (Dahlsrud, 2006, p. 2). By performing
content analyses on the definitions, he found five dimensions which all of the
definitions referred to. The dimensions are: stakeholder, social, economic, voluntariness
and environmental. Since the definitions are strongly consistent, the lack of one
generally accepted definition is not such a major problem (Dahlsrud 2006, p. 6).

There are very few regulations and legal obligations on what an entity should report on
sustainability (Nikolaeva & Bicho, 2011, p. 138). The European Commission suggests
in its recommendation 2011/453/EG that larger entities should report about programs,
policies, improvements and protective actions concerning the environment and about
their performance in energy- and material consumption, waste and emissions. In
Sweden, entities report according to IFRS and Arsredovisningslagen (ARL). ARL (SFS
1995:1554) states that listed companies should inform about sustainability issues in the
agent’s report. This requirement is divided into three perspectives; the general, the
environmental and the non-financial (ARL, 1995:1554). The general perspective
concerns information that is vital for the assessment of entities business, position and
results. It should also address the expected future development of the entity and a
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description of major risks and uncertainties (ARL, 1995:1554). The environmental
perspective focuses on how environmentally harmful a business is. If the entity needs
permission to operate or is obliged to report on their operations there is a strong
requirement to inform how the business affects the environment. The requirement
mostly affect production processes and not the products and usage of the products
(ARL, 1995:1554). The third perspective, the non-financial, aims at visualizes social
and environmental aspects, which are needed to assess the position, results and
development of the entity (ARL, 1995:1554).

In short, there are no solid criteria or norms for what should be reported, instead there is
room for interpretation. The essence is that the reported information should be valuable
for various stakeholders. The fact that there is little regulation makes CSR more or less
voluntary, but since the public is aware of these issues and demand firms to address and
report on them it has become an informal demand.

There are diverse opinions about CSR. Those against CSR argue that the responsibility
of a business is to maximize profits for its owners and shareholders and not to engage in
CSR activities. That is the responsibility of governments and legislation. Further
arguments are that spending time and resources on CSR issues in not in line with the
core activities and that it will make the business less competitive (Carroll & Shabana,
2010, pp. 88-89; Hassel et al., 2008, p. 26). Advocates claim that it is in the long-term
self-interest of entities to create a sound business climate both within and outside of the
firm. Other arguments are that it is cheaper and more efficient to be pro-acting than
reacting and that external shareholders are aware of, value and demand engagement in
CSR (Carroll & Shabana, 2010, p. 89). It is also argued that CSR attracts new
stakeholders and makes existing stakeholders stay within the firm, which will lead to a
more profitable firm (Carroll & Shabana, 2010, p. 89).

Hassel et al (2008, p. 26) states that the business world has accepted the CSR issues,
due to demands from society, but also due to the firms changed attitudes towards these
issues. Some view CSR like a “necessary evil”, while others perceive it as an
opportunity to generate future value. He further state that there are three general
approaches to the demands the firm are facing concerning CSR issues and reporting; the
reactive, the receptive and the constructive, which will be discussed more thoroughly in
chapter three (Hassel et al., 2008 pp. 27-28).

Let us return to GRI and UN’s Global Compact discussed previously. GRI has
application levels that states to what extent the framework has been applied in the firm’s
CSR reporting (GRI, 2011). GC requires their members to issue a report on the progress
of implementing the principles into every-day policies and business practices (UN
Global Compact). Hence, both these initiatives can be viewed as a process, which is
why engagement with them cannot automatically be interpreted as quality concerning a
firm’s CSR reporting, but rather a step in the right direction. Hassel et al., (2008, p. 30)
further argue that a U-shaped relationship have been identified between CSR and
profitability. Too much CSR information leads to increased costs, unreasonable
expectations and too much attention, whereas insufficient CSR activities can result in
negative publicity because of accidents and incidents



Regardless of the issues revolving around corporate social responsibility and what
outcomes it may have companies believe it is an important part of their business
(Hubbard, 2011, p. 824). KPMG issued a survey result in 2011 stating that 95% of the
250 largest companies in the world report their corporate responsibility (KPMG, 2011,
p. 7). Their findings also indicate that developing markets are following the trend
(KPMG, 2011, p. 10). It is clear that CSR has gained and is gaining more ground in
both academic and practitioners communities (KPMG, 2011; Carroll & Shabana, 2010,
p. 85).

Applicable when discussing CSR reporting is the stakeholder theory, which is widely
used in the academic and the business world. A stakeholder is anyone who is interested
in the firm (Donaldson & Preston, 1995, pp. 66-67). Robbins et al., (2006 p. 2) have
divided the stakeholder theory into two groups; a primary and a secondary stakeholder
group, where the former has a legal obligation/privilege towards the firms, e.g.
shareholders, and the latter is characterized as the broad public. The relationship
between a firm and its stakeholders is not equal, since the firm has more information
about the firm and its operations than the stakeholder, i.e. information asymmetry.
Cormier et al (2011 p. 1276) state that a firm’s approach of addressing their
responsibility towards their surrounding influence the decision making of stakeholders.
They further argue for the importance for firms to present information since it reduces
information asymmetry.

Connected to the above mentioned theories is the legitimacy theory. Firms strive to
create an image that is accordance with the norms of society. By reporting on its
corporate social responsibility the firm reduces information asymmetry and could
achieve legitimacy which satisfies the needs and demands of stakeholders.

What we find interesting is that for sustainability reporting, unlike financial reporting,
there is no general consensus framework, which companies can follow, and there are
essential differences between and within industries regarding CSR reporting (Hubbard,
2011, p. 824). Because of the shortfall of clear guidelines and frameworks, companies
can find loopholes and report only the set of indicators that puts them in a favorable light
(Nikoaleva & Bicho, 2010, p. 136).

This makes it difficult to assess the quality of the CSR reporting which is why we want
to investigate the quality of sustainability reporting. Botosan (2004, pp. 290-292) argues
that there is no generally accepted concept of quality and refers to the International
Accounting Standards Board (IASB). Qualitative traits for information are listed in the
conceptual framework: comprehensibility, relevance, accountability and comparability
(IFRS, 2011 pp. 86-87). Botosan (2004) argues that these traits cannot be measured by
count. Hooks & van Staden (2011 p. 211) rejects this notion. Their study compares the
results of different methods of content analysis as a measure of quality. They conclude
that measures of extent (quantity) and quality (meaning) are highly correlated. Since
there is a high correlation between the two measures of quality, it can be argued that
extent (quantity) and quality (meaning) are related, since good quality implies quantity
in order the cover more issues. In this study we will refer to both extent and quality of
reporting and mean the same thing.



The quality of sustainability reporting will be estimated using content analysis, which
means counting words related to sustainability. The words are identified in prior studies
(Tagesson et al., 2009; Hooks & van Staden, 2011; Bouten et al., 2009).

Several variables (size, ownership concentration, board diversity, industry belonging,
external assurance, GRI application level and separate sustainability report) have been
found in previous research to be related to the quality of CSR reporting. Are these
variables related in the same way to reporting quality of the firms listed in Nasdaq
OMXS30?

These variables will be discussed thoroughly in the theoretical framework in chapter
three. To see what affects the extent and quality of CSR reporting the relation between
the content score and the above mentioned variables will be statistically examined using
multiple regression analysis.

A highly debated topic is the rationale behind engaging in CSR activities and reporting
(Carroll & Shabana, 2010; Adams, 2002: Dhaliwal, 2009). Carroll & Shabana (2010 pp.
92-100) depict four explanations of the business case for CSR; cost and risk reduction,
gaining competitive advantage, justify benefits over costs and seeking win-win
outcomes through synergetic value creation, in order to answer the question “ Can a
firm do well by doing good?”

The conclusion is, in short that CSR activities and reporting are related the bottom
(financial) line. This is in accordance with Dhaliwal et al., (2009, pp. 74-79) who found
a relation between increased CSR disclosure and lower future cost of capital, which is
why we want to examine if the relation is the same in this sample. Other studies have
incorporated control variables that explain variance in cost of capital well when
examining the relation between disclosure quality and cost of capital, namely beta,
leverage, book-to-market ratio and return on equity. These variables are related to risk,
as are increased analyst following and industry belonging, which is why they will be
incorporated in the examination.

1.2 Research Questions

e How are the discussed variables related to CSR reporting quality?
e s there a relationship between CSR reporting and cost of capital?

1.3 Purpose

The main purpose of this study is to investigate how the quality of CSR reporting is
related to variables that prior studies have found having an impact. A measure of
reporting quality will be developed using extensive content analysis where words used
in similar studies will be counted in the annual reports.



Since many of the studies we have referred to have discussed a relationship between
CSR disclosure and cost of capital, this will be statistically examined. Multiple
regression analysis will be used to examine if there is a relation between cost of capital
and reporting quality after controlling for factors that have been found by prior studies
to have an effect on cost of capital. The result will partly answer the question
concerning the rationale behind CSR reporting. Further investigation on the rationale
will be undertaken to better understand the issue. Another purpose is to pin point the
evolution of CSR reporting, since it is argued that voluntary CSR reporting has
continuously increased. The final purpose is trying to explain our findings, why they are
supported or challenged by prior findings.

1.4 Research Gap and Contribution

After the literature review and the initial planning process we concluded that quite a
quantity was written in the subject matter, but most dealt with firms situated in
international settings. Adams (2002) map internal factors influencing CSR reporting by
interviewing three British and four German companies. Orlitsky (2003) conducted a
meta-analysis on 52 previous studies and found relationship between
social/environmental performance and corporate financial performance. Hooks & van
Staden (2011) performed content analyses on all written sources of 32 New Zealand
companies. Both extent-based and quality-based analyses were conducted. Dhaliwal et
al., (2009) studied US firms and aimed at finding justifications for CSR reporting.
Reverte (2011) tested the relationship between CSR disclosure and cost of equity capital
among Spanish firms.

Only one of the studies we have referred to deals with Swedish firms, Tagesson et al
(2009).Even though our studies have similarities they differ substantially. Tagesson
have investigated material from financial year ended 2006 and from April-May 2007,
whereas we have investigated a time period of five years, 2006, 2008 and 2010.
Tagesson’s sample consists of both private and state-owned firms where we focus only
on private firms.

Tagesson is analyzing the variables size, industry, ownership structure and profitability,
as has we, but we have extended the analysis by incorporating cost of capital and the
risk variables beta, leverage and book to market and other variables like analyst
following, board diversity, external assurance and separate sustainability reports.
Further, Tagesson has analyzed both websites and annual reports whereas we have
solely analyzed annual reports, since it has been found the predominant document for
communicating with shareholders (Hooks & Van Staden, 2011, 203). Tageson’s
measure of reporting quality is a content analysis, as is ours, but we have also used GRI
application levels A and B.

Since this study brings forward new information it contributes with increased
understanding of the rationale behind sustainability reporting. The study will give an
indication on what affects sustainability reporting and what leads to better reporting,
which is useful information for the various stakeholders of sustainability reports which
will be discussed further down. The results will explain how the included independent
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variables interact with CSR and how they interact with each other. We also contribute to
increase the understanding of how CSR reporting has developed during the investigated
period. The development will be shown in terms of the results of the content analysis
and frequency and level of the GRI application levels. Furthermore, contribution will be
made on already existing research on how CSR reporting is related to a firm’s cost of
equity (Reverte, 2011; Botosan et al., 2011; Embong et al., 2012; Richardson & Welker,
2001). Further, due to the above mentioned paragraphs we believe our study opens up to
both more general and more specific future research. Suggestions for future research
will be discussed in section 6.4.

1.5 For Whom

This thesis is intended for Swedish firms already reporting CSR and for potential
starters of reporting. In the theoretical framework it is mentioned that larger firms
benefit more from CSR reporting than smaller firms due to more media attention and
analyst following. We believe that also small firms would benefit. The practical
contributions will be that users of sustainability reporting can analyze what
characteristics lead to better sustainability reporting based on our results and
conclusions and also give information on how and what they can do to make better
reporting.

Also, since some of the variables we are testing (beta, leverage, book to market,
ownership structure and analyst following) are closely linked to risk and information
asymmetry, the results will reveal the importance of how CSR reporting can affect
potential and existing investors. Further discussion about practical contribution and
recommendations will be made in the final chapter

For firms thinking of reporting we believe our study can guide them into a positive start.
For example, they could analyze the ownership structure and analyst following to assess
the level of information asymmetry. They could also assess the riskiness of the business
and the industry to have an idea how it is perceived by investors, suppliers and other
stakeholders. The discussion will continue in chapter 6.3.

Since we believe this thesis will inspire for further research it is also intended for and
aimed at researchers and students within the same subject matter.

1.6 Limitations

This research is investigating the relationship between CSR reporting and the discussed
variables on the Nasdag OMX Stockholm 30 companies. We have chosen this sample
because the companies that are on the OMXS30 are large and have the shares that are
most frequently traded. We therefor believe that the information flow concerning at
these firms are higher than other firms in the Swedish stock market. The content
analysis will be made on their annual reports hence we believe that is the firm’s first
choice in intermediate information. Our time period stretches five years and the chosen
years to analyze are 2006, 2008 and 2010. The reason why we chose these years is that
the interest and actions to report sustainability has increased in later years. If we would
have a starting point before 2006 the amount of information and available reports would
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have been less or limited. Also the chosen years captures the fluctuation of the up- and
down-swing in the economy that may affect the results.



2. THEORETICAL METHOD

As Sunders et al., (2009 pp. 106-156) state, doing research can be compared to peeling
an onion. The onion has layers before reaching the core. It is the same with the
theoretical methodology. As depicted by the figure, choices concerning the nature of the
study and what approach and methods to use must be determined first since it affects
how the data collection and analysis will be conducted. The study needs to be conducted
step by step in a structured manner to gain comprehensibility and credibility. To achieve
this, the researchers need to make choices regarding their views on what constitutes
knowledge and the nature of the study. By doing this, suitable data collection and
analysis tools will be chosen.

[ * descriptive & 1 P .
i ‘!' 4 explanatory - I! ; ¢ secondary
data

* objectivism e quantitative |
e S e statistica
® positivism ¢ deductive ¢ longitudinal & cross- * hypotheses
sectional testing

bt i

| PHeseRtEE .. |
Ll

Figure developed from Saunders et al (2009 p.108) ”Research Onion”

Figure 1 Outline of our theoretical method

2.1 Preconceptions

We are studying our last term at a four-year programme at Umea University, which will
result in a Master Degree in Business Administration with an emphasis on accounting.
During our education we have acquired fundamental knowledge in business
administration, economics and statistics. The subject sustainability have been briefly
encountered, but neither of us have any deeper knowledge. Bryman & Bell (2007, p. 30)
state that it is likely that the researcher is influenced by previous knowledge and
experience in the choice of topic, theories applied, statistical methods and so forth,
hence it is important to attend these issues in order to make the study more trustworthy.
By reasons of the chosen research philosophy, approach and method of inquiry, as
discussed below, we argue that the risk of bias and intrusion of our values and
perceptions is, to a high degree, reduced. Therefore we will not elaborate more
concerning our preconceptions.
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2.2 Research Philosophy

The research philosophy contains assumptions about how the world is perceived and
how we can understand it, thus it will affect the development of knowledge and what
strategies and methods to use. There are, in broad terms, two perspectives of research
philosophy; ontology and epistemology. The former concerns the nature of the world
and how it is perceived and functions and can be further divided into two views:
objectivism and subjectivism.

The ontologist view holds that the world exists and functions independently of social
actors. The subjectivist view, also called social constructionism, holds that the world is
a social creation, which exists, and functions dependently on the perceptions and actions
of social beings (Saunders et al., 2009, pp. 107-111). The authors exemplify these views
by discussing organizational culture. The objectivist would argue that culture is
something the organization “has”, which can be treated as a variable that can be isolated
and manipulated. The subjectivist states that culture defines what the organization “is”;
a continuous process of social interaction, which therefore cannot easily be isolated or

understood without understanding the perceptions of the social beings involved.

The ontological position of this study is objectivism. The research question of this study
is how discussed variables are related to CSR reporting quality, which will be examined
statistically using multiple regression analysis. It can thus be viewed objectively. We
will treat the variables as beyond our reach and influence. This will enable replication
which is one of the truth criteria to quantitative research (Bryman & Bell, 2005 p. 41).
This study is independent of situation or who is performing the study and will give the
same results as long as it is conducted in the same manner as we have done.

Differing from the objectivist view is subjectivism, which is dependent on the view of
reality of the researcher. Because of this the study would be less structured and
standardized, which is not what we want to accomplish. We want to base the study on
“hard facts” without interference of our views and believes, hence the subjectivist view
is unsuitable for this study.

Epistemology concerns what can be regarded as acceptable knowledge. Within
epistemology there are two positions; positivism and interpretivism (hermeneutics). The
positivist position is similar to that of a natural scientist. Acceptable knowledge is
developed from objects/data that are “real” in the sense that they are observable,
measurable and have a separate existence independent of the researcher and the social
surrounding. The knowledge creation should, as far as possible, be ‘“value-free”.
Saunders et al., (2009, p. 114) state that “the researcher is independent of and neither
affects or is affected by the subject of the research”. To be completely objective is
impossible. When performing research a lot of choices have to be made and they are not
value-free. Example of choices; choice of subject, the purpose of the study, population
and sample, limitations and theories/methods and so forth. A positivist study is likely to
be based on existing theory in order to develop hypotheses. The hypotheses are either
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accepted or rejected, which gives further knowledge to existing theory. The completed
research can be seen as law-like generalizations. The study consists of hard facts and
not of impressions, feelings and attitudes.

The other position is called interpretivism or hermeneutic. The advocates of
interpretivism argue that studying social science is completely different from studying
natural science. Since the former concerns the social world, people and their
institutions, the scientific model, which observes physical phenomena instead of
interpreting and trying to understand and explain human action. Acceptable knowledge
origins from the social world where individuals are influenced by culture and customs
(Bryman & Bell, 2007, pp.17-19). An underlying assumption is that in order to
understand a phenomenon, the whole needs to be examined. This contrasts with
positivism, which does not examine the whole, but rather parts of a phenomenon. An
interpretivist would argue that important aspects could be missed since there is no
comprehensive understanding of the whole. Further it is stated that there are several
realities and that they can differ between time and place. This makes it difficult to make
generalizations.

In this study we have chosen a number of firms, which make up a part of a whole
population. We will apply quantitative scientific methods to collect and analyze the
data. We strive to be as objective and value-free as possible. The foundation is existing
theory from which hypotheses will be developed and statistically analyzed. An aim
within the epistemological position is the ability to generalize the results. This study
strives to achieve results that can be generalized, which would be difficult if having an
interpretivist position, hence our epistemological position is positivism.

2.3 Research Approach

Deciding what research approach to use helps to make a well-grounded decision about
what research method to apply. It is also helpful when determining the research
strategy, which strategies works and which does not work for a particular study.

Saunders et al., (2009, p. 124) mentions two research approaches; deduction and
induction. The deductive approach is linked to scientific research, where hypotheses are
developed from existing theory and later subjected to empirical scrutiny. To be able to
scrutinize the hypotheses they need to be translated into operational terms, what data to
collect in order to measure the concepts and variables mentioned in the hypotheses. If
applying the deductive approach quantitative data is often used (Bryman & Bell, 2007,
p. 11). In our study the dependent variable is CSR reporting quality. We will measure it
by using the GRI application levels and by performing a content analysis to determine
extent and quality of disclosure. One of the independent variables is firm size, which we
will measure in terms of market value/turn over.

Bryman & Bell (2007, p. 11) display a figure of the process of deduction. It is a cyclic
process; theory — hypotheses — data collection — findings — hypotheses confirmed
or rejected — revision of theory, the process goes from general to specific. Saunders et
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al., (2009, pp. 125) states that deduction is characterized by a number of features. Some
of these features are mentioned above. There is a desire to explain casual relationships
between variables. The relationships are expressed in hypotheses. To ensure that
changes and differences is a function of the tested variables, controls are used. For a
study to be reliable it should be replicable, which is facilitated by using a structured
methodology. To be able to statistically generalize the casual relationships, the sample
needs to be of tolerable size.

The alternative approach is induction. Gather observations interviewing a sample of a
population to get an insight to better comprehend the issue in order to develop theories.
The interviews are the data collection, which is analyzed to develop a theory (Saunders
et al, 2009, p. 126). Bryman & Bell argue that within deduction theory leads to
observations and findings, whereas it is the opposite within induction; observations and
findings leads to theory. The deductive approach is criticized since it only focuses on
cause-effect linkage between variables without incorporating the interpretations of the
social actors involved. A further distinction between the two approaches is that
induction has a much lesser structure than deduction, which gives room for alternative
explanations. Smaller samples are often used since it is the context and not the size that
matters (Saunders et al., 2009, p. 126).

Despite the fact that there are major differences between the two approaches, both of
them contain elements of the other. Although CSR is much concerned with the
perception and attitudes of people, we have chosen the deductive approach. Many, if not
all of the characteristics of deduction mentioned above fits the purpose of our study. We
want to identify casual relationships of variables expressed in the hypotheses and
statistically test their strengths. Our hypotheses are developed from existing theory,
hence we are moving from the general to the specific. The study will follow a strict
methodology, thus the study will be replicable. Further, we have limited time at our
disposal; hence the deductive approach is the most suitable.

2.4 Method of Inquiry

De Vaus (2001, p. 1-2) claim that social researchers ask two kinds of questions; what is
going on? Why is it going on? The former concerns descriptive research and the latter
explanatory research. Descriptions can be either concrete like in our study, a description
of reporting quality or abstract, and a description of whether reporting quality has
increased or declined. We will also ask the question why firms have the reporting
quality they have by seeking to find relationships between variables like firm size,
industry and cost of equity. Therefore we consider this study as both descriptive and
explanatory.

Since the ontological and epistemological positions of this study is objectivistic and
positivistic and the research approach is deductive the research will be quantitatively
oriented. Quantitative research focuses, in broad terms, on quantification in collecting
and analyzing data as opposed to the qualitative research, which focuses on words and
meaning. Bryman & Bell (2007, p. 29) state that qualitative research is more concerned
with development of theories than testing them, which is why the quantitative
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orientation is more suitable for our study.

For this study data have been collected from three occasions, 2006, 2008 and 2010
within a period of time: 2006-2010. We interpret this to be a series of snapshots, which
will represent reporting quality over the given period. We seek to describe CSR
reporting by measuring the quality and to statistically explain casual relationships
between variables. This is achieved by assessing reporting quality based on GRI
application levels and the frequency of certain words from a content analysis of the
annual reports or separate sustainability report. This is the snapshot from each year.
Since the snapshots will cover a time period of five years where changes and
developments can be depicted, we argue that this study has both cross sectional and
longitudinal time horizon.

2.5 Research Strategy

Saunders et al., (2009, p. 141) emphasizes that no strategy is superior or inferior to any
other. What strategy to use should be determined by the research questions, the
availability of existing knowledge, the researchers’ philosophy and approach and the
time at disposal. The application of one strategy does not exclude the use of another.
Saunders et al., (2009, pp. 143-150) outline seven strategies; experiment, survey, case
study, action research, grounded theory, ethnography and archival research. The
descriptions of the strategies does not fully fit our research questions, hence we will not
explicitly apply any of these strategies. Since this study will be conducted as objectively
as possible, based on hypotheses drawn from existing theory and quantitative data, we
will apply hypotheses testing as mentioned by Ejvegard (2009, pp. 39-40). Ejvegard
states that this strategy is commonly used in clearly delimited studies, which aim at,
elucidate a phenomenon and its contributive causes.

2.6 Literature Search and Criticism

When searching for and selecting literature to use in research it is important to assess
the value and reliability of the information. Ejvegard (2009, p. 71-73) outline four
criteria that should be discussed regarding the selected literature. These are
authenticity/reliability, independence, contemporaneity and concurrency. We will
discuss these further ahead.

There are different sources of literature. Saunders et al., (2009, pp. 68-69) divide them
into three categories; primary sources, secondary sources and tertiary sources. When
information moves between the categories it becomes less reliable and detailed, but
easier to access. The majority of our literature comes from secondary sources, most are
articles and a modest portion is books.

The articles were found in both refereed academic journals and professional journals.
The majority of the articles are from the former category. Saunders et al., (2009, p. 70)
argue that articles in academic journals are most often written by experts within the
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subject, they are detailed and have extensive footnotes and bibliographies, which
enables verification of what is written and referred to. Before the articles are published
they are peer reviewed. All this together adds reliability and validity to the articles
published in academic journals.

Professional journals aim at their members and the articles are more practical in nature
than academic articles. Articles of this kind should be read and used with caution since
they could be biased towards the author and the organization publishing. This conflicts
with the independence criteria mentioned in the beginning of this section. We have had
this in mind when using information from professional journals.

To gain access to the journals, tertiary sources, databases, have been used. The ones
mostly used are EBSCO Business Source Premier and EMERALD Full text. The former
covers full text articles from more than 2000 management, business, economic and
information technology journal, out of which about 600 are referred. It also gives access
to professional journals. The latter gives access to around 160 full text journals
(Saunders et al., 2009 p. 72)

To fulfill the Ejvegards (2009) contemporaneity and concurrency criteria we have
aimed at using as recent information as possible. The articles we have referred to are
published between 1990-2012, where the vast majority is published within the 21st
century. The justification for using older information is either that it is not dependent on
time or that other articles have referred to them, which we argue give them value and
strength.

Internet is a convenient tool when searching for information, but the reliability and
validity of the information should be carefully evaluated before using it. Bryman & Bell
(2007, p. 109) have stated a few points that should be reflected upon. Who is the
author/s and what is the motive of the website? When it was last up dated, that is, is it
well maintained and accurate from a time perspective? Where is it located (URL)? The
URL .ac means an academic site, .gov is a government-based site, .org means a non-
commercial organization and .com, .se, .uk etc. represent commercial websites.
Evaluating with these and Ejvegird’s criteria should result in choosing acceptable
information.

The websites we have taken most of the information from are
www.unglobalcompact.org and www.globalreporting.org. As can be seen, they both
origin from non-profit organizations, which is why we assess the information they
provide to be of good quality regarding independence. They were both updated in 2011,
which can be viewed as fairly recently updated. However, the information we have used
Is not dependent on time, so last up date is insignificant.

Another important aspect of literature used in research is if enough literature has been
used to give a reliable and valid picture of the studied subject. Assessing sufficiency is
difficult, since covering all literature on your topic is unrealistic. Saunders et al., (2009,
p. 93) gives a hint which says that an acceptable amount of literature have been read
when further searches result in referencing to articles that have already been read/used.
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This study have reached that point, hence we assess the amount of literature to be
sufficient.
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3. THEORETICAL FRAMEWORK AND PREVIOUS
EMPIRICAL STUDIES

3.1 Stakeholder theory

The stakeholder theory is a widely known and used theory in the business academic
world (Donaldson & Preston, 1995; Santana, 2010). We will present it to engage an
understanding in what stakeholders are and what relation they can have towards an
organization and how it can be linked to sustainability reporting. We begin our approach
from an article written by Donaldson & Preston (1995) who start by arguing that the
stakeholder theory has lost its relevance due to the massive rise of new ways of using
this theory. They try to explain and summarize the stakeholder’s theory in four theses.
The first thesis is that the theory is descriptive as it describes what the organization is
doing and as it also describes the constellations of co-operative and competitive
interests. The second thesis is that the theory is also instrumental, which produces a
framework that examines the connections the organizations has with its stakeholders.
The third thesis is that the theory is normative. A stakeholder can be anyone who has an
interest in how the organization is managed irrespective if the organization sees them as
stakeholders. Furthermore the stakeholders act independently and for their own sake.
The last thesis explains that the theory is not static that gives only the connection and
the picture of an organization's stakeholders, it is more than that, it provides
management of an organization to interpret attitudes, structures and practices
(Donaldson & Preston, 1995, pp. 66-67). Furthermore stakeholders are not constant put
in one category. They evolve and change as well as their expectations and attitudes
(Friedman & Miles, 2002, p.1).

Employees Investors

Trade

Communities L
Associations

Costomers Suppliers

F;?gﬂ;zl F i r m Goverments

Figure developed from Donaldson & Preston, (1995, p.69)

Figure 2 Stakeholders Theory
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From a sustainability point of view the stakeholder theory can be useful in many ways.
It can be viewed as the sustainability question has been embraced by several of the
organization’s stakeholders. It has created the need for sustainability reporting and put
pressure on the organizations that not yet begun reporting. Both primary and secondary
stakeholders as Robbins (2006, p. 2) refers to in his article, are concerned with
sustainability. Primary stakeholders are the ones that have legal contractual
obligations/privilege towards the organization while secondary stakeholders are the
broader public and include anyone that might be affected by the organization’s actions.

Different stakeholder groups can affect each other and create new perceptions and
demands among one another. We believe that communities and government first
brought up sustainability questions, acting as the leading stakeholder group. Others
embraced this perception, which created a general acceptance of sustainability issues.
This lead to that organizations” had expectations to fulfill and started to put pressure on
e.g. suppliers or employees in working sustainable. In fulfilling the expectations and
demands from the stakeholders the organization earned legitimacy. This theory is linked
to information asymmetry (which will be discussed below), as stakeholders, e.g.
shareholders require information to make informed decisions. Increased disclosure
reduces information asymmetry, which in turn lowers the risk which could reduce cost
of capital/required return.

3.2 Legitimacy theory

The legitimacy theory is closely related to the stakeholder’s theory and both theories
consist of external pressure and stakeholders views. Bitektine (2011, p. 153) refers to
Rindova (2006) and defines legitimacy as:

“The degree to which broader public view a company’s
activities as socially acceptable and desirable because its
practices comply with industry norms and broader
societal expectations”

This definition is broad in the sentence that it does not point out what is acceptable and
desirable from a general point of view. Organizations strive to create a picture of the
organization that is in accordance with the society norms. Organizations that not
succeed in doing so become marked as irresponsible and lose legitimacy. There are no
clear definition on what the companies should do to gain legitimacy and different
stakeholders have different requirements. (Ashforth and Gibbs, 1990, p. 177) wrote that
legitimacy, just as beauty is in the eye of the beholder. Ashforth and Gibbs (1990, p.
178) presents two ways an organization can follow in seek of legitimacy. Two
dimensions called, substantive management and symbolic management.

Substantive management refers to real changes an organization goes through in order to
changes its goals, structures, processes and socially institutionalized practices.
Substantive management can be accomplished by meeting the societal actors demands,
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which it depends on. Organizations may attempt to mix their or change their type of
stakeholders and in that way become more legitimate due to different demands. Another
way is to incorporate laws, traditions and so on into their processes and way of working
(Ashforth and Gibbs, 1990, p. 178).

The symbolic management is how the organization portraits itself to seem legit and
consistent with the social norms and values. The list is long on how organizations
manage to do this. Some examples are the use of apologies in order to increase
legitimacy, denial of information that may harm the organizations legitimacy. Further,
organizations may publicize socially accepted goals while pursuing less acceptable or
defending when the organization’s legitimacy is questioned or threatened (Ashforth &
Gibbs, 1990, pp. 180-183).

The legitimacy theory is applicable in our thesis because sustainability report is a way
of legitimizes the organization. A company operating in a business that is less
legitimate, e.g. oil, gas or a mining, will try to decrease the legitimacy gap by issuing
reports.

3.3 Information asymmetry

Information asymmetry occurs when one part has more information than the other part
and in that way can make more adequate decisions. Typically insiders and outsiders of
an organization play these parts. Insiders are persons with more information and
outsiders can be all external stakeholders. (Bessler et al., 2011, p. 123) claims that
information asymmetry plays an important role in decision-making regarding a
company's capital structure. Cormier et al., (2011, p. 1276) argue that the ways a firm
deal with their responsibility influence decision making regarding financial, product and
labor market participants. It is vital that firms transmit information. Investors and
financial analysts may base their decisions regarding if a firm is ethical or
environmental friendly. In these circumstances CSR disclosure may reduce the
information asymmetry between an organization and its external stakeholders. Other
factors that can reduce information asymmetry are separate sustainability reports and
external assurance.

External assurance is having an independent external part reviewing the report and
ensuring the transparency and validity of the information disclosed in the CSR report.
External assurance is beneficial for both the firm and the stakeholders, since it reduces
information asymmetry. The fact that external assurance ensures that the information is
reliable and that the corporate governance is sound it is beneficial for the firm (1ISOS
Group, 2012). The assurance provider can also give the firms suggestions on how to
improve the CSR reporting.

If there is a lack of transparency which increases information asymmetry it can be
viewed as higher risk, which in turn can make it difficult for firms to attract investors
and funding (1ISOS Group, 2012)
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3.4 GRI

Our research aim is to assess the quality of the sustainability reports issued by the
companies. To begin our evaluation on how we intend to measure quality we will
present what the sustainability report should consist and what it actually presents
according to GRI reporting framework.

The GRI framework is built upon performance indicators, which aim to define key
terms, present methodologies, scoop and the relevance of the indicator. To encourage
companies to present more and clearer on the performance indicators the GRI
framework has created three different levels of application, A, B and C level. To gain an
A level certification the company must report on all indicators whereas to gain a C it is
sufficient to report in only 10 indicators but at least one from each category. The
application level is self-declared but it is recommended that the self-declared
application should be confirmed, either by a GRI application level check or by a third
party that has the right competence in the subject matter and in assurance services. Any
GRI-based report should incorporate a GRI content index that lists the disclosures
covered in the report. The content index is linked to the application level. If a reporting
firm does not fulfill the requirements for the declared application level, actions will be
taken towards the firm in order to correct the inefficiencies (GRI, 2011)

3.4.1 Indicators

The categories are divided into three main groups and they are Economic,
Environmental and Social. The Social category is further divided into four subgroups,
Labor, Human Rights, Society and Product Responsibility (GRI, 2011).

e The economic indicators are used to evaluate the impacts the organization have on
the economic conditions of its stakeholders and economic environment on their
operational levels. The indicators are intended to assess a picture of the
organizational flow of capital among their different stakeholders. This can be
fulfilled by reporting on e.g. the coverage of the organizations benefit plans or to
report on the financial assistance the organization received from
governments. The indicators are also used to show how the economic impacts the
organization has had on society e.g. report on the impacts development of
infrastructure creates. This information is normally reported in the financial
accounts.

e The environmental indicators concern the input and output the organizations have
regarding the environment. The input is water; energy or material and indicators
are usually an amount or percentage that indicates how much the organization has
used during the period. The same is done for the output that can be carbon
emission, effluents or waste. Other indicators concern transportations and how
the organization has invested in environmental protection. The environmental part
consists of 30 indicators, which makes it the largest of all categories indicators.

20



e Labor indicators are in accordance with internationally recognized standards,
among them UN declaration on human rights, UN Convention civil and political
rights, the Vienna declaration and program of action. Issues regarding
employment, relations, health and safety, training and education and diversity are
presented here. The indicators are normally reported using statistic measures e.g.
rates of injuries or average hour of training per employee.

e Human rights indicators are as Labor based up on internationally recognized
conventions, declaration or programs. These indicators demand organizations to
declare to what extent the human right are considered in investment and
supplier/contractor s elections. Child labor, freedom of associations, non-
discrimination, forced and compulsory labors are some examples of the issues
covered in the Human rights indicators.

e Society indicators focus on how the organization deal with the impacts they have
on a community. Question regarding bribery and corruption, influence in public
policymaking and monopoly practices are reported in this section. The indicators
requires the organization to investigate e.g. participation in public policy and
lobbying and also if actions have been taken in incidents of corruption.

e Product responsibility requires companies to report aspects regarding product and
services that affect customers. These aspects are health and safety, information
and labeling, marketing and privacy. Indicators are normally stated in amount of
complains and incidents where rules are not being followed.

3.4.2 Quality according to GRI

Assessing the quality of the content that has been reported is of great importance.
Transparency is crucial because stakeholders base their actions on information
transmitted throughout the report. The GRI framework has created six principles that
implementers should strive against when making the sustainability report. These are
Balance, Comparability, Accuracy, Timelines, Clarity and Reliability (GRI, 2011).

e Balance refers to that organization should intermediate information that is useful
to stakeholders, regarding if it is negative or positive information. There should be
a balance between the negative and the positive information and the information
should be presented so that stakeholders can see trends in performance on a year-
to-year basis.

e Comparability focus on that the data in the report should be selected and complied
consistent so that stakeholders can analyze it and compare it from a year-to year
basis and to as far as possible compare it against other organizations.
Organizations should report in given amount e.g. tons, hours, percentage because
it is easier to compare.

e The accuracy principle explains that a report should be accurate enough in
presenting information so that stakeholders can assess the organizations
performance. It also points out that organization should report in their methods
used to collect data and that it could be replicated.
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e Timelines refer to that the information should be presented on a regular basis and
also that the report should be issued in time for stakeholders to make decision.
Organizations should present time period for the information presented and if
there have been any updates.

e Clarity, focus on how the information is presented in the report. The principle
states that the report should be understandable and that stakeholders should find
information without unreasonable effort. Further the report should not contain
excessive and unnecessary details.

e The last principal, reliability, focuses on that organization’s should present
information and processes used in the creation of the report. The data included in
the report should be supported by the internal control to assess reliability to the
report in such way that the stakeholder can make decisions upon it.

When reading the quality principles it is easy to see the key factors on which they
ground themselves on. A stakeholder is the most important factor and everything in the
report aims to fulfill the stakeholder’s demands and expectation. One other factor is the
legitimacy the organization gain by reporting on sustainability. The quality principles
aim to minimize the information that is not assured and create balance in the reporting.

3.5 Content analysis

So far the quality of disclosure has been mentioned many times. What is quality and
how is it measured? Botosan (2004, pp. 290-292) argues that there is no generally
accepted concept of quality and refers to the International Accounting Standards Board
(IASB). Qualitative traits for information are listed in the conceptual framework:
comprehensibility, relevance, accountability and comparability (IFRS, 2011, pp. 86-87).
Botosan (2004) argues that these traits cannot be measured by count. Hooks & van
Staden (2011) are of another opinion. Their study compares the results of different
methods of content analysis.

Content analysis is normally extent-based or quality-based. The former means
quantifying words, sentences, pages or proportions of pages in order to measure the
extent of disclosure. Suitable words/sentences need to be selected which is argued to a
subjective procedure. Hackstone & Milne (1996, p. 144) state that counting sentences
gives a better and more accurate result than counting pages due to the use of different
margins, fonts and font sizes. The quality-based approach is aimed at assessing the
quality of disclosure using scales and quality index. This method is seen to be more
subjective than the extent-based approach (Hooks & van Staden, 2011, pp. 200-202).

Responding to the criticism towards content analysis, Hooks & van Staden refer to a
number of previous studies that have used content analysis, which gives it validity as a
research tool. In their study they use sentence count, page count, proportion of pages
devoted to CSR to assess the extent of disclosure. To assess the quality a five-point
scale (0-4) and a disclosure quality index were used. Both of the measures were
developed from previous research. To reduce subjectivity in scoring the quality the
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process were performed independently by two researchers. If their result differed a third
researcher performed it again (Hooks & van Staden, 2011, pp. 203-204). The tests
showed significant correlations between all measures. The highest correlation between
extent and quality was with number of sentences, which is in accordance with the
findings of Hackstone & Milne (1996). We have therefore chosen to use an extent based
content analysis to measure reporting quality.

A thorough description of how the content analysis is performed can be found in chapter
four; practical method. Since there is a high correlation between the two measures of
quality, it can be argued that extent (quantity) and quality (meaning) are related, since
good quality implies quantity in order the cover more issues. In this study we will refer
to both extent and quality of reporting and mean the same thing.

Since GRI reporting framework is generally accepted as a structured and comprehensive
tool for CSR reporting it would be interesting to if there is a relation between our
measure of reporting quality and the GRI application levels.

Hypothesis 1: There is no relation between reporting quality and the application levels.

Hypothesis 2: There is no relation between a separate sustainability report and
reporting quality.

Hypothesis 3: There is no relation between external assurance and reporting quality.

3.6 Drivers and Variables for reporting CSR

3.6.1 Size and Ownership Concentration

Whereas Adams (2002) focused on internal factors influencing CSR reporting,
Tagesson et al., (2009) focused on corporate characteristics, like size and industry, and
general contextual factors, such as profitability and ownership structure. It is said that
size is the mostly used factor to explain the extent of disclosure. The reason is that
bigger firms have a greater impact on society, higher numbers of stakeholders, which
put pressure on the firm and generally receive more media attention than smaller firms
(Tagesson et al., 2009, p. 354). In addition larger firm have more resources to respond
to its external shareholder by devoting more time and attention to sustainability related
issues (Gallo & Christensen, 2012, p. 322). Gallo & Christensen (2012) identified their
size variable using total revenue and argued that previous research had been successful
when using revenue. One previous research has measured organizational size using the
amount of total assets a company has and the findings where that organizational size
relates positively to corporate sustainable development (Bansal, 2005, p. 210). Embong
et al., (2012 p. 19) argue that size can be an approximation for something else, for
example analyst following. Embong et al., (2012) found a positive correlation between
log market value and analyst following, which implies that larger firms are being under
the inspection of more analyst than smaller firms. We want to test if the same
correlation can be made for sustainability reporting quality. Other research that have
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used market value as a measure of size are Dhaliwal et al., (2009) and Richardson &
Welker (2001) Therefor we suggest the following hypothesis:

Hypothesis 4: There is no relation between firm size and sustainability reporting
quality.

Regarding a firm’s ownership structure Tagesson et al., (2009, p. 355) argue that low
ownership concentration will lead to more information being disclosed due to
information asymmetry since it can be assumed that these shareholders have little
involvement in the firm. High ownership concentration will contribute to less voluntary
disclosure due to the risks of over mediating information that could be harmful for the
firm (Tagesson et al., 2009, p. 355). The research was conducted using information
disclosed in the websites of firms and found no significant relation between ownership
concentration and reporting quality (Tagesson et al., 2009, p. 358). Their research
investigated Swedish firms during the early 1990s.

Hypothesis 5: There is no relation between ownership concentration and reporting
quality.

3.6.2 Industry

Concerning industry belonging, Tagesson et al., (2009 p. 354) refer to previous
research, which states that firms which activities negatively affect its surroundings
generally disclose more information than other firms. They also state that firms in the
financial sector disclose considerably less than firms operating in the mining, chemical
or oil business (Tagesson et al., 2009, p. 354). Further, it is shows that there are
differences in what the firms are concerned about in their reporting. Heavy industry like
construction, mining, oil and gas report more on safety and health issues whereas
financial and services firms generally report more on social issues (Tagesson et al.,
2009, p. 354). Sweeney & Couglan (2008) conducted a research to evaluate to what
extent different industries report regarding their stakeholders. They found major
differences on what the different industries regard as important to disclose. They also
found that firms report less on sustainability in areas where they have a negative impact
on environment (Sweeney & Couglan, 2008, p. 120). Tagesson et al., (2009, p. 360)
found that firms working within the raw materials industry disclose information on
CSR. Reverte (2011 p. 5) argues that “sin” industries (e.g. nuclear power and tobacco)
have higher cost of capital that other industries and therefore need to legitimize their
operations by reporting more. Disclosing more where stating that “even though we are
bad, we are working on improvements to reduce the bad” (fictive), would reduce the
information asymmetry and the perceived risk which could result in lower cost of
capital. Richardson & Welker (2001 p. 605; 608) has divided industry into two
categories, sensitive and non-sensitive. Sensitive industries constitute oil, gas, chemical,
mines, metals and forestry. Richardson & Welker (2001) declare a significant relation
between reporting quality and industry belonging.

We want to analyze if there are differences in CSR reporting quality between industries,
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therefor we suggest the following hypothesis:

Hypothesis 6: There is no relation between reporting quality and industry belonging.

3.6.3 Board diversity

We have found two previous researches that examine the relation between board
diversity and sustainability. None of them are linked to reporting quality but are
regardless of that a good background to gain an understanding of the effects of board
diversity. Bear et al., (2010, p. 207) explored how the diversity of the board affected the
CSR ratings of firms by analyzing 51 health care companies (2010, p. 212). Their result
suggested that gender differentiation have positive impact on critical board processes
and analysis and decision-making. These characteristics have a positive impact on the
firms CSR (Bear et al., 2010, p. 217). The other research was conducted by Arbogast &
Thornton (2009), and it is similar to the previous one. Their sample was the 100 most
sustainable companies listed by the organization Corporate Knights who yearly issues
the most sustainable companies. They had a number of variables and one of them was
board diversity, which they measured by counting the percentage of women in the
boards. The findings suggested a significant relationship between higher board diversity
and sustainability ranking (Arbogast & Thornton, 2009, p. 7). Miller & Triana (2009)
refers to previous research, which states that there is a positive relationship between
both gender differentiation and racial differentiation to higher firm performance. They
conducted a research that included the 500 fortune companies and created hypotheses,
which aimed to capture the effects board differentiation, have on a firm’s innovation
and reputation. They found that there was a relationship between board differentiation
and investments in R&D which lead to increased firm innovation. They also found that
board differentiation had a positive impact on a firm’s reputation. They explained the
result by stating that a company with high board differentiation mediate signals that the
board members are well equipped to understand the diverse environment in which the
firm operates (Miller & Triana, 2009, pp. 774-775). In our research we want to analyze
if there is any correlation between board differentiation and the quality level of the
sustainability report. Therefor the following hypothesis was made:

Hypothesis 7: There is no relation between board diversity and reporting quality.

3.6.4 Analyst Following

Botosan (1997, p. 326) found that social disclosure reduces cost of capital only for firms
with low analyst following. The given explanation is that stakeholders require
information, which is received from the firm’s annual reports and from analyst’s
reports. The positive effects of higher disclosure are only actualized when there is a lack
of information, which could be the case with low analyst following. Therefore Botosan
(1997) expected the relation between reporting level and cost of capital to be affected by
the level of analyst following. In line with what has been stated earlier in this study,
Richardson & Welker (2001, p. 600) argue that the role of social performance increases
with size, partly because the focus shifts from short-run to long-run economic- and
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social efficiency/legitimacy. Based on this and the findings of Botosan (1997),
Richardson & Welker (2001) developed an interacting variable between analyst
following and social disclosure, which were found insignificant.

3.7 Cost of equity capital

Cost of capital refers to the costs of a firm’s funding, which comprises both debt
financing and equity financing. Cost of capital is the same as the rate of return required
by shareholders for providing capital to the firm. The required return is compensation
for opportunity costs of rejecting other investments and for the risk associated with the
investment (Penman, 2010 p. 110). When calculating the cost of capital the market is
assumed to be efficient, that is, available information is absorbed in the price of the
securities. Botosan et al., (2011, p. 23) argue that studies researching the relation
between cost of capital and disclosure level base their research on two theoretical
notions:

e Higher disclosure improves the security market liquidity, which reduces
transaction costs and/or increases the demand for a firm’s securities.

e Higher disclosure reduces the estimated risk when valuing factors
determining the return of a share since the valuation is based on available
information. More information makes more accurate valuations, thus the
perceived risk is reduced.

Since cost of capital is concerned with both equity and debt financing, a firm’s financial
mix is of interest. Modigliani & Miller (Keown, 2008, pp. 390-391) developed a
theorem about the effects on financial structure on cost of equity capital. The theorem
ignores all other factors that affect the cost of capital and assumes a perfect and efficient
market, where there is no information asymmetry and the information is perfectly
reflected in the price of securities. Under these conditions the value of a firm is
independent of its capital structure. The overall cost of equity will not change by an
increase in financial leverage. The cost of equity on the other hand will increase with a
pace equal to the generation of additional earnings, since more debt implies more risk,
which investors want compensation for.

There are many methods for calculating cost of equity, for example Capital Asset
Pricing Model (CAPM), the dividend growth model, the residual earnings model (REM)
and abnormal earnings growth model (AEG). However, many of the studies referred to
in this study (Embong et al., 2012; Richardson & Welker, 2001; Reverte, 2011) argue
for the appropriateness of Easton’s (2004) model to estimate cost of capital.

Botosan et al., (2011 p. 1086) mentions that similar studies have displayed different
results, which can be explained by the usage of different proxies for cost of capital.
Botosan et al., (2011) test the construct validity of different proxies for firm-specific
cost of equity capital. They recommend in their conclusion that researchers requiring a
valid proxy should use the proxy derived by Easton (1994, since it was found to be one
of the most valid proxies. In their study when discussing rPEG they refer to Easton
(2004).
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Methods for calculating an approximation of cost of capital, like CAPM and average
realized returns are ex-post. That means that they are based on historical figures, which
makes them unsuitable for studies exploring the relation between CSR disclosure and
cost of capital (Embong et al., 2012 p. 11.). Reverte (2011 p. 11) are in line with
Embong et al., (2012) and states that realized returns are an unreliable measure of
expected returns since they on average are less than the risk-free rate. Both Reverte
(2011) and Embong et al., (2012) argue that proxies of cost of capital should be ex-ante,
forward looking, for studies of this kind, using forecasts instead of historical figures.
Reverte (2011, p. 6.) argue for the use of models like Easton’s rPEG, since it is related
to and concistent with realized returns and firms-specific risks.

In our calculation of a proxy for cost of capital we have chosen to follow Easton’s
model for rPEG with some modifications due to data available for Swedish firms, which
will be further explained in the chapter four; practical method. Embong et al., (2012, p.
3) state that most developed countries are information intensive, which could make the
effects from disclosure difficult to identify. Sweden is according to KPMG’s survey of
Corporate Sustainability Reporting 2011 among the top European countries regarding
sustainability reporting (KPMG, 2011, p. 4).

Dhaliwal et al., (2009) investigated 294 US firms in 23 industries during the period
1993-2007 which comprised 1190 CSR reports. They wanted to find the rationales
behind CSR disclosures, what benefits firms receive by spending scarce resources on
producing these reports. Two hypotheses were developed; H1: the likelihood that a firm
will disclose its CSR activities is positively associated with its cost of equity capital in
the previous year and H2: CSR disclosures are associated with a subsequently lower ost
of equity capital. The results show significantly positive associations between the cost
of equity capital and firms likelihood of issuing a separate CSR report. Regarding H2
the results indicate that a CSR report per se is not significantly associated with lower
future cost of equity capital. For firms with superior CSR performance compared to
competitors the association between CSR disclosure and lower future cost of equity
capital is significantly positive (Dhaliwal et al., 2009, pp. 74-79). The authors also
found correlations between CSR disclosures and increased analyst coverage. Improved
forecast accuracy and reduction in forecast dispersion in firms with superior CSR
performance (Dhaliwal et al., 2011 p. 90). These factors reduce information asymmetry
and the perceived risks of future cash flows which in turn lowers the cost of equity
capital.

Reverte (2011) is also researching the relationship between CSR disclosure and cost of
equity capital by examining 35 of the largest Spanish firms in terms of market
capitalization during the period 2003-2008. It is argued that stocks that have been
excluded by environmental screening requires higher returns and that firms that operate
in “sin” industries like tobacco and nuclear power have higher cost of capital. Reverte
concluded in his study that there is a negative relationship between CSR disclosure
quality and the cost of equity capital and that the cost of equity capital is higher for
firms in environmentally sensitive industries (Reverte 2011, p. 5)

Another justification for incorporating cost of equity capital when studying CSR
reporting is highlighted in a study by Graham et al., (2005). Cost of capital is used
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because it is equivalent to the return investors require which reflects their view on the
perceived risk of future cash flows. The survey of approximately 400 financial
executives concludes that disclosure reduces that risk since disclosure of good quality
decreases adverse selection problems since the information asymmetry is reduced
between the firm and the investor.

Hypothesis 8: There is no correlation between reporting quality and cost of capital.

Hypothesis 9: There is no relation between industry belonging and cost of capital.

3.8 Variables influencing cost of capital

Studies we have referred to concerning cost of capital: Botosan et al., (2011), Easton
(2004), Richardson & Welker (2001) and Reverte (2011) have incorporated control
variables that have been found to explain the cross-sectional variation of cost of capital
well. Embong et al., (2012) and Easton (2004) incorporate the risk factors identified by
Fama and French, which are found to be associated with cost of capital, namely beta,
book-to-market and leverage.

3.8.1 Leverage

Leverage increases the return on common equity if the spread is positive which is
highlighted by the following equation:

Required return for equity = required return for operations + (market leverage*required
spread)

The required spread is cost of capital for the firm — after-tax cost of debt.
VD
Py :PF+W(PF_PD)

The increased return on common equity is the positive aspect of leverage. The negative
aspect is that it also increases the required return on equity due to the increased risk of
receiving lower return on equity if the spread is negative. This is why leverage increases
cost of capital; more risk — more return required. The positive and negative effects of
leverage are offsetting, which is stated in the Modigliani & Miller theorem discussed
earlier. The theorem puts forward that the financing structure of a firm does not affect
the value of the firm, but the required rate of return on equity increases since investors
want compensation for the increased risk associated with higher debt to equity ratio.
Thus, the prediction is a positive relation with cost of capital. Previous studies have
found positive relation between leverage and cost of capital (Richardson & Welker,
2001).

Hypothesis 10: There is no relation between leverage and cost of capital.

3.8.2 Book-to-Market

Book-to-market is a measure of growth that is expected to be positively related to cost
of capital, since high growth implies higher risk (Embong et al., 2012 p. 13). For a
given financial leverage, growth in common equity is determined by the growth in net
operating assets, which in turn is driven by growth in sales. All risk components are
interacting and the effects are compounding. If one of the components acts in an
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unfavorable and unexpected direction, creditors may reduce credit, which leads to
increased borrowing costs, which in turn decreases the required spread (Penman, 2010
p. 670).

D
Recall the equation for required return on equity: Py = Pp + ‘;—F Pp = Pp)
Hypothesis 11: There is no relation between BTM and cost of capital.

3.8.3 Beta

Beta is a measure of risk, and measures the sensitivity of the return of securities in
relation to the market as a whole. The sensitivity refers to the volatility, systematic risk
of the security. This type of risk is affected by for example changes in interest rates, the
economic climate and trends and cannot be avoided through diversification (Penman
2010, pp. 110-110; 677). The higher the risk the firm a firm has the higher cost of
capital (Embong et al., 2012 p. 13)

Hypothesis 12: There is no relation between beta and cost of capital.

3.8.4 Return on Equity

ROE is calculated as net income/common equity. ROE is a measure of profitability.

Ali et al., (2012, pp. 30-31) state that available literature has concluded that there is a
negative relation between cost of capital and firm profitability. The explanation is that
for a firm to be as profitable as possible they need to minimize their cost of capital to be
able to invest in lucrative opportunities.

Hart & Ahuja (1996) examined if there is a relation between “being green” and firm
performance. They argue that unsustainability is an indication of inefficiency. If
resolving unsustainability issues the firm would be more productive and efficient. Less
waste means better utilization of resources, which in turn means better profitability.
Hart & Ahuja (1996) also mention that there seem to be a delay between the effects of
“the green action” and the benefits on the bottom line.

When it comes to profitability it is argued that profitable firms receive more political
pressure and public scrutiny, which is why self-regulating means such as voluntary
disclosure are used to limit regulation. Another argument put forward by Tagesson et
al., (2009) why profitable firms have more extended reporting is the fact that they have
the resources to pursue high quality reporting.

Hypothesis 13: There is no relation between ROE and cost of capital.
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3.9 The rationale behind CSR activities and reporting

When discussing the business case for CSR it is argued that communicating corporate
responsibility could add value to the firm. Stephen Lis (2008) states that nine out of ten
cost-reduction programs fails because the focus lies on short-term activities to improve
earning instead of long-term sustainable improvements (Lis, 2008 p. 35) He further
argues that this trend is successively changing and points out the resemblance between
sustainability activities and cost-minimizing activities. He exemplifies by referring to a
US initiative to make the Government “greener”. The environmental program turned out
to be an efficient cost-minimizing program.

Carroll & Shabana (2010, p. 92) ask the question whether a firm can do well by doing
good. To answer the question they outline four notions concluded by prior studies. They
argued that the benefits of CSR could be perceived clearly and directly, while the
benefits in other cases might need mediating variables and situational conditions
noticed.

e Cost and risk reduction

Carroll and Shabana (2010) argue that environmental initiatives reduces risks and
costs, since being proactive on environmental issues reduces costs of acting in
accordance with present and future environmental rules and regulation. They further
state that environmental activities increases efficiency by reducing waste, which in
turn reduces operating costs Carroll & Shabana (2010 p. 97) Being environmentally
responsible can mitigate the effects of social concern if the firm is subject of such
concerns.

e (Gaining competitive advantage

Competitive advantage can be achieved through differentiating strategies that
incorporates CSR initiatives, since it is claimed to strengthen customer relations due
to brand loyalty (Carroll & Shabana, 2010, p. 98). CSR activities have also been
found to attract investments.

e Developing reputation and legitimacy

Carroll & Shabana (2010) puts forward that CSR initiatives and the reporting of the
initiatives provide legitimacy and improves reputation (Carroll & Shabana, 2010, p.
99). Legitimacy and reputation attract employees, consumers and investments,
which could give a competitive advantage.

¢ Win-Win outcomes through synergistic value creation

Carroll & Shabana (2010) describes this as a scenario where the firm tackles a CSR
problem by turning it into something positive, which satisfy stakeholder’s demands
and enables the firm to pursue its operations with support and approval of
stakeholders (Carroll & Shabana, 2010, p. 100).
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Orlitsky et al (2003, pp. 401-441) conduct a meta-analysis on 52 previous studies,
which covered 30 years of research. The analysis concludes that corporate
social/environmental performance is positively related to corporate financial
performance and that this relationship is two-ways and coinciding.

Adams (2002) interviewed three British and four German firms within the chemical and
pharmaceutical industry in 1998 to map internal factors influencing CSR reporting.
Interviewees’ answers interesting for this study concern perceived benefits and costs
and the reasons for reporting (Adams, 2002, pp. 234-237). Firms started to report due to
public pressure. Some of the firms reported on CSR because they shared with public’s
concern about corporate impact, while other firms wanted to enhance their corporate
image and showing leadership in reporting practices. Adams argues that the latter view
does not strive to be accountable.

The expressed benefits perceived from reporting on corporate responsibility was;
minimized risks, reduced criticism from stakeholders due to better understanding of
corporate activities, better internal control systems leading to better decision making
and cost savings, attract and retain talented people and improved credibility and
legitimacy. Adams (2002) argues that the amount of perceived benefits and the nature of
the benefits are likely to affect the extent and quality of reporting. The estimated cost of
producing a CSR report was around £175000 and DM 1million (Adams, 2002 p. 237).
The German firms did not experience any non-financial costs, whereas the British firms
felt pressure to meet targets and criticism if not meeting the targets and distrust from
stakeholders in terms of motives for reporting. The argued reason for the perceived
difference was a mutual understanding between the German firms and their stakeholders
due to better communication.

These theories can be linked to the thoughts of Hassel et al., (2008, pp. 27-28) about
firm’s attitudes to CSR reporting. They hold that there are three general approaches to
the demands the firm are facing concerning CSR issues and reporting;

Reactive (defensive) approach: CSR issues are seen as risks, which must be dealt with.
The aim is to reduce costs, which is achieved by following rules and regulations.

Receptive approach: the attitude is; ”we must do what is requested in the best possible
way”. The firm has accepted the demands and fulfills the demands in order to not lose
their position in the market.

Constructive (offensive) approach: The firm realizes that CSR activities are an
opportunity to create value and to achieve a competitive advantage.
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4. PRACTICAL METHOD

4.1 Sample

The sample consists of the companies listed in the OMX Stockholm 30 Index at three
different points in time, 2006, 2008 and 2010. OMX S30 is an index, which lists the 30
shares on the Swedish stock market that have the largest volume of trading (Nasdaq,
2012). The companies listed in the index may vary from year to year and in our time
period from 2006 to 2010 there are some changes in the index list. We believe that these
variations will not affect our result and research because we do not make any
comparisons between the companies.

It could be argued that the sample is biased since they are the largest, most profitable
and most traded companies, but that is why they were chosen. Size, as stated in the
theoretical framework chapter is said to be a factor that could positively affect the
quality and extent of sustainability reporting. Further, other studies of similar kind have
chosen the largest and most profitable firms (Line et al., 2002; Tagesson et al., 2009;
Hooks & van Staden, 2011). Embong et al., (2012 pp. 8-9) justify their choice of the
largest firms by stating that larger firms have more potential and probability of
expanding. When expanding capital is required, hence the level of cost of equity is
important. Too high cost of equity could result in lost opportunities. It can therefore be
assumed that these firms would try to capitalize whatever means that could lower the
cost of equity, e.g. increase the level of CSR-reporting to decrease information
asymmetry which in turn reduces the risk, which theoretically al else constant reduces
cost of equity.

Our original sample was thirty firms for each year, 2006, 2008 and 2010, which
amounted to a total of 90 firms. We chose to exclude one of Astra Zeneca’s two lines of
shares listed in the OMXS30 index since it was sufficient by analyzing one of them
because the annual report and the sustainability report represent both of the shares so
including the B-share would not have added anything to the research. We also exclude
Vostock Gas year 2006 and 2008, since they only had an annual report for 2006. The
total amount of annual reports declined from 90 to 85.

4.2 Data collection

Our data has been collected from two sources. Our primary source of data was the
annual reports from the company’s websites. Our second source of data was Thomson
Reuters Datastream, from which data regarding the firms was collected.

4.2.1 Content Analysis

We have identified 52 words connected to sustainability reporting used in content
analyses in other studies (Tagesson et al., 2009; Hooks & van Staden, 2011; Bouten et
al, 2009). The words chosen are linked to different areas of CSR. They can be
associated with environment, human rights, product responsibility, society, labor
practices and decent work and others. The words under the headline “others” are words
associated with CSR but not specifically with the other areas. We made double searches
with the word “labour/labor” that can be spelled differently with American or British
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English to assure that no word was missed. We also decided to remove the word
“environment” because of the many different interpretations. The word “environment”
can be interpreted in many different ways, like the use of it in “business environment”
or “financial environment” that not really captures our meaning with “environment”.
Therefor our total amount of words was 51 words.

Table 1 Checklist Content Analysis

Environment Human Rights Other
1 materials 23 human rights 44 environmental impact
2 renewable energy 24 investment policy 45 vale sharing
3 water 25 solidarity 46 global compact
4 blodiversity 26 non-discrimination 47 sustainabillity
5 emissions 27 freedom ofassociation 48 energy efliciency
6 effluents 28 child labor 49 voluntary
7 waste 29 compulsoryforced labor 50 business ethics
8 transport 30 soclal secunty 51 Soclal responsibility
9 recycling 52 CSR
10 certification Labor Practices & Decent Work
11 sustainability'environmental program 31 unions
12 environment 32 minorities

33 employment

Product responsibllity 34 labor relations
13 product labelling 35 management relations
14 service labelling 36 occupational health
37 occupational safety

Society 38 training
15 community 39 education
16 corruption 40 equality
17 public policy 41 gender
18 anti-competitive 42 absenteeism
19 stakeholders 43 injury

20 sponsoring
21 charity
22 code of conduct

Checklst developed from Tagesson et al (2009), Hooks & van Staden (2011), Bouten et al (2009)

Hooks & van Staden (2011) used different methods for their content analysis to
determine the extent of reporting; sentence and page count and proportion of
sustainability reporting. They found that the more complex quality measure was highly
correlated to the extent measures, especially the sentence count, which gives credibility
to use extent measures to make statements on reporting quality. In many situations it
can be argued that quantity and quality does not go well together, since quantity can
interfere with quality. Hooks & van Staden (2011) checked this by developing another
measure; quality score per sentence. By comparing the quality score per sentence of the
top half and bottom half companies ranked by number of sentences they found that the
companies with the highest scores had lower mean quality score per sentence, but
concluded that the differences was not statistically significant.

Instead of counting sentences we will count words, which Bardelli & Pastore (2006 p.
21) refers to as a lexiometric content analysis.

Hooks & van Staden (2011 p.203) state that the majority of previous research is limited
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to evaluating CSR reporting in annual reports, but their study cover all CSR reporting
which includes annual reports, separate sustainability reports, reporting on internet and
so forth. Our study is focused solely on annual reports. Hooks & van Staden (2011, p.
203) refer to Neimark (1992) and Grey et al (1995) who argue that the annual reports is
the predominant document for communicating with stakeholders and that it is a suitable
media to use since it is produced on a regular basis. Line (2002 p.74) states that the
annual reports to a high degree are focused on financial reporting, which is aimed at
shareholders and financial analysts. Line (2002) further states that reporting of values,
which is very much the case regarding CSR, is closely linked to financial performance.
Therefore it is argued that all aspects, not only the financial, ought to be disclosed in a
fully integrated annual report.

We downloaded the annual reports in PDF format from each firm’s website. By
searching the amount of times a specific word was written in the report we made a chart
summarizing the number of words to a total. This total is our dependent variable that
gives us the information to rate a report. We choose to conduct an extent-based content
analysis. This means that only the words are counted as opposed to count words in
sentences and determine their value. Also by doing extent-based content analysis we
both could conduct the analysis without compromising it with our subjective
standpoints in evaluating the meaning of the word. Previous research (Hooks & van
Staden, 2011; Hackstone & Milne, 1996) has shown a significant correlation between
the extent and the quality of the report. The content analysis was successfully conducted
and we managed to get results that varied in amount of words.

4.2.2 Calculation of Cost of equity

As stated in the theoretical framework chapter there is a number of methods to estimate
an approximation for cost of capital (CAPM, REM, AEG, dividend growth model etc.)
Botosan et al., (2011) test the construct validity of different proxies for firm-specific
cost of equity capital. They recommend in their conclusion that researchers requiring a
valid proxy should use an ex ante proxy for cost of capital, like rPEG, since it were
found to be one of the most valid proxy. In their study when discussing rPEG they refer
to Easton (2004). In our calculation of cost of capital we have chosen to follow Easton’s
model for rPEG with some modifications due to data available for Swedish firms.

The equation for calculating cost of capital is as follows:

r= \/(epsz —epsy)/Py

As indicated in the equation, the data we need are earnings forecasts and the price per
share. Since we want the information from the annual reports to be absorbed in the cost
of capital we collected the data on earnings per share (eps) with a six-month forward
shift for each respective year. For the CSR score obtained from the annual reports for
the fiscal year ending 31 Dec 2006, Py is from the end of June 2007 as is the earnings
forecasts.
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For an overview and interpretation of the data see the table 2 below.

Table 2 Interpretation of variables of Easton’s Model

Interpretation of variables of Easton's Model

ops 1 median analyst's forecast from June 2007
Refers to eps for FY 2007
© _ , .
() eps2 median analyst's forecast from June 2007
o Refers to FY 2008
eps3 median analyst's forecast from June 2007
Refers to FY 2009
ops 1 median analyst's forecast from June 2009
P refers to FY 2009
O ) '
(-] eps2 median analyst's forecast from June 2009
- Refers to FY 2010
eps3 median analyst's forecast from June 2009
Refers to FY 2011
eps1 median analyst's forecast from June 2011
Refers to FY 2011
(- ) .
- eps2 median analyst's forecast from June 2011
- Refers to FY 2012
eps3 median analyst's forecast from June 2011
Refers to FY 2013

Using earnings forecasts that reach further into the future, eps4 and eps5, provides an
even more valid proxy than epsl and eps2 which Easton (2004) rely on (Botosan et al.,
2011). Eps4 and eps5 are however often missing for Swedish firms, which is why we
have chosen to use eps2 and eps3, which will give a relatively longer forecast horizon
than using eps1 and eps2.

4.2.3 The independent variables

Board diversity was identified from the annual reports. The board as its whole was
counted including the deputy members and the employee representatives. It is stated
earlier that a diversified board can improve the social and innovative skills of the board
and thereby affect the company in the same way. We counted the number of women in
comparison to the number of men in the board and calculated the percentage. The data
varies a lot from year to year and from firm to firm. This gives a data collection on the
variable that is suitable for testing due to the high variance.
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Size is measured as market value. The data was collected from Thomson Reuters
Datastream. The values were in billions, which we found causing trouble when
employing the regression analysis. Therefore we divided each observation with one
billion to get more convenient numbers. Previous research (Richardson & Welker,
2001; Embong et al., 2012; Dhaliwal et al., 2009) has used market value as a proxy for
size.

Data measuring ownership concentration was collected from the annual reports. A
majority of the firms published a list of the ten to fifteen largest shareholders. There
were, however, a few firms that did not provide this information, which resulted in loss
of observations. Previous research that has analyzed the relationship between ownership
concentration and CSR reporting are among others Tagesson et al., (2009) and Gallo &
Christensen (2012). They measured the ownership concentration as the percentage of
voting rights of the five largest owners.

With the GRI-application level we search through the sustainability reports to assess at
what GRI level the firms where reporting at. Usually this information was published in
the beginning section of the reports or in the end of the report together with the GRI-
appendix. We also used GRI’s own database where they have listed what companies,
years and GRI-application level the firms have reported on. Unfortunately this database
was not entirely complete; therefore we complemented it with information from the
sustainability reports.

From Thomson Reuters Datastream we collected information about the companies’
market value, long-term debt, return on equity, total assets, Number of analytics making
earnings per share forecast, share prices to calculate their beta, industry sector, whether
or not the firm has external assurance on their sustainability report and also information
about if they issue a separate sustainability report.

As other previous research (Reverte, 2011; Embong et al., 2012; Richardson & Welker,
2001) we chose to include variables that have shown to be significant in explaining the
cost of equity capital, so called control variables. By doing this we are measuring how
the variables interact and how much of the cost of equity capital can be explained by our
content analysis results.

We calculated the historical beta, which is estimated from stock returns. Historical
betas are calculated based on historical prices and they measure the sensitivity of returns
to the markets in the past (Penman, 2010, p. 677). Betas changes over time because
companies change. Companies can change their business strategy, their leverage or
asset turnover (Penman, 2010, p. 677). Beta is also one of the variables used in the
Capital asset pricing model (CAPM) to measure the relationship between an
investments return and the market’s return (Keown et al 2008, p. 184).

How the beta was calculated is explained in the following steps. We began by finding
an index we thought would work as a good benchmark index. Affarsvérldens general
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index (AFGX) is an index that incorporates every share on the Swedish stock market
measures the average daily return. Since we are analyzing OMXS30 we found it to be
convenient to compare it to this index since the majority of the sample firms are
operating in Sweden and also because it is widely used by fund managers
(Affarsvérlden, 2012). We downloaded historical daily share prices for all companies
listed in the OMXS30 and also for the index. A three years period were used as our
starting point, thus the three time periods were 2003-12-31 to 2006-12-31, 2005-12-31
to 2008-12-31 and 2007-12-31 to 2010-12-31.

We calculated the daily returns for the stocks and the benchmark index using this
formula:

(plt] —plt — 1))

rid = plt —1]

Having our daily return we used Microsoft Excels own functions to calculate variance
and covariance, which resulted in beta:

cov(r,rAFGX)

Beta =~ ArGH)

For the industry classification we have used the Industry Classification Benchmark
(ICB). The ICB classifies over 70.000 companies worldwide and Nasdag OMX
Stockholm adopted this classification from the 1st of February 2012 (Nasdaq, 2012).
ICB have classified companies in four levels. Industry-, super sector-, sector- and
subsector level. We have only classified them after the industry level due to our
relatively small sample to avoid an industry level not having any observations. The
industry level consist of ten branches, which are Oil & Gas, Basic Materials, Industrials,
Consumer Goods, Health Care, Consumer Services, Telecommunications, Utilities,
Financials and Technology. For a more detailed explanation of the industries, see
appendix 4.

4.3 Data Error

The variables ROE, leverage, ownership structure and external assurance have gaps in
the data either because the data was not available on Thomson Reuters Datastream or
because we chose not to include extreme observations, since this could give fallacious
results. In some cases extremely high figures arose from the calculations. More
specifically, companies with high long-term debt caused too high leverage, which
unbalanced the leverage data and affected the distribution. The same dilemma was
encountered with the return on equity variable, which resulted in to be too high in some
cases and also affected the distribution. Not all firms presented how great voting share
their five largest owners have, this resulted in data gaps of the variable ownership
concentration. For our calculations on the cost of equity capital we used forecast on the
sample firms’ earnings per share two and three years ahead. Unfortunately the data was
not always consistent for all firms and for all years, this created data gaps in the variable
cost of equity. In the presentation of our regression analysis result we have a column
that lists the number of observations for each variable.
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4.4 Statistical Method

4.4.1 Formulation of Hypotheses

The null hypothesis assumes no association with the dependent variable.
The alternative hypothesis assumes there is an association with the dependent.
If p > 0,1 the null hypothesis cannot be rejected.

Hypothesis 1A: Hy,: Bapplication level = 0
H,: Bapplication level # 0

Hypothesis 1B: Hy:  application level B = 0
Hy: B application level # 0

Hypothesis 1C: Hy: B application level C =0
Hy: B application level # 0

Hypothesis 2: H,: Bseparate sustainability report = 0
H,: Bseparate sustainability report # 0

Hypothesis 3: Hy: Bexternal assurance = 0

H,: fexternal assurance # 0

Hypothesis 4: Hy: fsize =0
Hy: fsize # 0
Hypothesis 5: H,: Bownership concentration = 0

H,: fownership concentration # 0

Hypothesis 6: Hy: Bindustry =0
Hy: Bindustry #0

Hypothesis 7: H,: fboard diversity = 0
H,: Bboard diversity # 0

Hypothesis 8: H,: Breporting quality = 0
H,: Preporting quality # 0
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Hypothesis 9: Hy: findustries =0
H,: pindustries # 0

Hypothesis 10: Hy: B leverage =0
Hy: B leverage # 0

Hypothesis 11: Hy: B BTM =0
Hy: BBTM #0

Hypothesis 12: Hy: B beta =0
Hy: B beta # 0

Hypothesis 13: Hy: BROE =0
H,: BROE # 0

4.4.2 Statistical Tests

Multiple regression analyses will be used to test all hypotheses. Since we have several
variables to explain the changes in the dependent variable we will employ a multiple
regression instead of a single regression. The regressions have been processed in SPSS
v.20.

The statistical model for multiple regressions defines as;

Y =PBo+ f1X1 + BoXot... . BnXy + €
Where:
Y= the dependent variable
X, ~independent variables
Bn= coefficients
€ = error variable

The dependent y is a linear function of the independent variables. An assumption is that
the deviations are independent and normally distributed with zero mean and standard
deviation, o.

To evaluate the regression models there are some indicators. The coefficient of
determination, R?, describes how well the sample regression line fits the data, since it
measures how much of the variation in Y is explained by the variations in X. R? can
take a value between 0 and 1, the higher the better explanatory power (Keller 2005, p.
598). Adjusted R? is superior to R? since the former is likely to increase when more
variables are inserted in the regression, even if the marginal contribution is not
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statistically significant. Therefore will adjusted R? be used for evaluating the regression
analysis.

The significance of the regression model is determined by the F-value. To evaluate the
F-value, the critical value of F is required, Degrees of freedom for the numerator is the
same as number of independent variables in the regression, which in this case is 16 for
regression 1 and 15 for regression 2. Degrees of freedom for the denominator are equal
to number of observations in the regression, which are 71 for regression 1 and 70 for
regression 2. From the table of critical values for F with 90% significance we find that
for the regression to be significant F should be above 2,06 (Statsoft Inc 2012).

To further evaluate the regressions possible multicollinearity should be detected and
removed. Multicollinearity occurs when two or more variables are correlation in such
way that they explain the same thing. This can give misleading results e.g. statistic and
parameters can have opposite signs. Another consequence is small t-statistics, which
imply that there is no linear relationship. (Keller, 2005, p. 646). A measure of
multicollinearity is the variance inflation factor (VIF). A rule of thumb is that a VIF
below ten is acceptable, but above ten indicates severe multicollinearity, which makes
the interpretation of the results problematic (Statistics Solutions, 2011). No variables
used in this study have VIF exceeding 10, which can be seen in the regression models in
chapter 5.

We have included a column in our multiple regressions tables, which we call Pred.Sign.
This is an abbreviation of predicted sign and it gives information about how the
independent variables are likely to affect the dependent variable. The prediction sign
can be positive, negative or if we are unsure, a questions mark. We have based our
predictions from previous research results and past literature.

4.4.3 Data Setup and Coding in SPSS

We will perform two multiple regressions using different dependent variable. The first
regression has reporting quality as dependent variable. The independent variables are;
board diversity, ownership concentration, separate sustainability report, external
assurance, size, application levels and industry where the last two are transformed to
dummy variables.

The second regression has cost of capital as dependent variable. The independent
variables are content score, ROE, leverage, book-to-market, analyst following, beta size,
and industries, where industry is transformed into dummy variables.

The dummy variables were created like this:

For Application level A:A=1,B=0,C=0

For application level B: A=0,B=1,C=0....and so on.

The dummy variables for industry were created in the same way.
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4.4.4 Correlation test

The correlation test is made to have an apprehension of how two specific variables
interact. It can also be useful to see if there is severe multi-collinearity between the
variables. If that is the case then the variables must be excluded before the regression
analysis is made. The correlation test will not be used as a ground to determine multi-
collinearity, this we have included a VIF measure to be more exact. We have done two
correlation tests, one with the variables that we will include in the regression analysis
where the dependent variable is cost of equity and one with the variables where content
score is our dependent.

4.5 Credibility of Research

In order assess the credibility of a study three areas, must be discussed; reliability,
validity and generalizability.

4.5.1 Reliability

In order assess the credibility of a study three areas, must be discussed; reliability,
validity and generalizability.

Reliability is concerned with the consistency of measures used in a study, which is
important since it determines if the study is replicable. Replication will be discussed in
the following section.

Reliability can be assessed using the following perspectives:

e Stability
e Internal reliability
e Inter-observer consistency

Stability

The stability of a measure is determined by if it generates the same result over time or if
it fluctuates (Bryman & Bell, 2005 p.162). We argue that our study is stable since we
use “hard facts” with as little involvement of subjectivity and judgement as possible.
Replicating our study would give the same results as long as the same sample, time
period and methods were used. Bryman & Bell (2005) mentions that replication could
result in different findings since the respondents can be affected by the first test or due
to events between the tests. This does not affect our study since our data consists of
“hard facts”. However, if the study was replicated using the same sample and methods,
but in another time period, the findings would probably differ from ours.
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Internal reliability

Internal reliability is concerned with whether the indicators in a multiple indicator
measure are related to the research object or not (Bryman & Bell, 2005, p.163). We
have several variables to explain CSR reporting. Since this study is objective and
positivistic with a deductive approach it is based on the findings of prior studies. The
variables we have used have been used in several studies which we assess reliable since
they are published in refereed academic and professional journals. We therefore argue
that the variables measure reporting quality.

Inter-observer consistency

This perspective to assess reliability is important when there is more than one researcher
and where high degrees of subjectivity and judgement are involved, since it can lead to
inconsistency. Bryman & Bell (2005, p.163) state that inter-observer inconsistency
could arise when designing and performing a content analysis. We were aware of this
when we designed and performed the content analysis. To reduce subjectivity and
judgement and to avoid inconsistencies we chose the simplest form of content analysis ,
namely the lexiometric extent based content analysis, where the words are counted
electronically using the search function without scoring or evaluating the meaning of
the words.

4.5.2 Replication

Replication is linked to reliability. A study is replicable when prerequisites and research
procedure is outlined in great detail (Bryman & Bell, 2005 p.41). Saunders et al., (2009,
p. 156) present three questions that should be answered when assessing the reliability
and the replicability of a study.

1. Will the measures yield the same results on other occasions?
2. Will similar observations be researched by other observers?
3. s there transparency in how sense was made from the raw data?

We have aimed to be as clear as possible when describing how the research is
conducted concerning sample and time period, data collection and processing, limitation
and missing data and how we have interpreted the statistical results made our
conclusions.

4.5.3 Validity

Validity is closely linked to reliability and concerns the findings of a study. Are the
findings what they appear to be? Is there really a relationship or is the relationship
caused by something else? Bryman & Bell (2005, pp. 42-43) outline three types of
validity which will be discussed below.
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A measure is valid if it measures what it is supposed to measure. As stated above, our
study is based on previous research from which theories and variables have been
deducted. Most of our findings are in accordance with the studies we have referred to,
which supports the validity of this study.

Internal validity refers to casualty and whether a causal relationship is genuine or
caused by something else and how confident we are about the relationship. We have
concluded a number of relationships, but, as will be seen in the conclusion, we have
stated that there is no straight forward answer to which variables are related to reporting
quality. For example, we found a relationship between reporting quality (GRI A) and
cost of capital and also between cost of capital and risk (BTM). Both these relationships
explain each other, since the variables are correlated. To increase the validity of our
study we incorporated a number of variables which have previously been proven to
explain CSR reporting and the rationale behind CSR reporting.

External validity refers to generalizability, which will be covered in the following
section.

4.5.4 Generalizability

Generalizability is also called external validity since it is concerned with the validity of
the results outside its original setting. If the results of a study are generalizable they can
be applied to other samples or populations in other settings than the framework used. It
is difficult to argue that the results we have encountered can be generalized to other
populations. As stated in paragraph 4.1, the sample was chosen carefully; therefore it is
not randomly selected (Saunders et al., 2009 p. 233). We employed a judgmental
sampling technique, where firms with certain characteristics (size and availability of
CSR reporting) were chosen, since this would enable us to answer the research
questions. Because of the non-random sample selection the ability to generalize the
findings of this study is limited (Saunders et al., 2009 p. 237).
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5. EMPIRICAL RESULTS

This section will being with an overview of the variables, followed by a declaration
of the findings.

5.1 Descriptive Statistics

Table 3 Desciptive Statistics

Descriptive Statistics

N Minimum Maximum  Mean Std. Dewviation
85 Content Score 22 652 185,13 131,28
7 Cost of Capital 0,04 0,4 0,10 0,05
83 ROE -0,27 2,16 0,24 0,26
85 Book-to-Market -0,01 3,31 0,59 0,54
85 Analyst following 1 45 20,75 8,91
85 Board diversity 0 0,58 0,25 0,13
80 Ownership concentration 0 1 0,43 0,17
85 Beta 0,45 1,87 1,12 0,31
85 GRI A 0 1 0,08 0,28
85 GRIB 0 1 0,20 0,40
85 GRIC 0 1 0,18 0,38
85 Industrials 0 1 0,34 0,48
85 Health Care 0 1 0,05 0,21
85 Consumer Goods 0 1 0,12 0,32
85 Basic Materials 0 1 0,08 0,28
85 Technology 0 1 0,07 0,26
85 Financials 0 1 0,18 0,38
85 Oil & Gas 0 1 0,02 0,15
85 Telecommunications 0 1 0,07 0,26
77 External Assurance 0 1 0,35 0,48
85 Separate Sustainability Report 0 1 0,62 0,49
80 Lewverage 0 1,752 0,22 0,27
85 Size 0,00173 0,56 0,13 0,12

We begin with CSR score, which resulted in a mean of 185 words encountered. The
minimum was 22 words and the maximum resulted in 652 words. This gives us a range
of 630 words. The spread is large and the amount of words varies between firms and
years. We have no previous research that we can compare these figures with, since we
are the first to conduct the content analysis with this specific checklist. A second reason
that makes it difficult to compare with previous research is that their disclosure ranking
are divided in social or financial areas. We believe that the results of the content
analysis represent different dimension of how the firms report CSR.
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Cost of capital has a mean of 10,38% and the range is from 3,7% to 40,0%. This can be
compared to Reverte (2011), which used the same method to calculate the cost of
capital on his sample of the largest Spanish listed firms. He presented a mean of cost of
capital to 8,9%, which is noticeable lower. Richardson & Welker (2001), analyzed
Canadian firms in the early 90s and had a mean of 9,0% on their cost of capital. We are
confident on our calculations of cost of capital and believe they capture future
expectations.

The mean of return on equity is 23,7%. Book to market range between -1% to 331%,
and the mean is 59,2%. The number of analysts following the firms ranges between 1
and 45. The mean is 20 analysts, which reveals that the companies in our sample are
frequently traded and popular firms.

Board diversity has a mean of 25,2%, which means that on average the firms of our
sample have around % of women on the board. The minimum is 0 and the maximum is
58%. Ownership concentration ranges between 0% and 90% and the mean is 43%.

We have calculated a beta, which ranges between 0,45 to 1,87. The mean beta is 1,12,
this can be compared to Embong et al., (2012), which presents a beta with a mean of
1,035 on their research with Malaysian firms.

Leverage has a mean of 21%. The variable size is in billions of SEK. The mean is 0,12
billion and the range is 0,56 billion. The firms in our sample are big firms with high
market values, and since the sample consists of 30 firms per year the spread in size is
not that large.

5.2 Correlation Test

The correlation shows that there is no significant relation between content score, and
cost of capital. Return on equity, leverage, analyst following and size have no
correlation with cost of capital. Book-to-market has a significant positive correlation
with cost of capital. Beta is also positively correlated with cost of capital at a
significance level of 0,009. Of the different industries the only one that is correlated
with cost of capital is the financial group, with a significance level of 0,038. Book-to
market is in correlation with return on equity and beta is negatively correlated with both
return on equity and leverage.

In the correlation test with the variables that we believe affect the content score there
are three variables that are correlated with content score, these are external assurance,
GRI A and industrials. All three variables have a significance level under 0,05. The
highest correlation is between content score and industrials at a level of 53,7%. Board
diversity, ownership concentration and separate report are not correlated with content
score as we predict based on precious research. Although these variables do not
correlate with content score they seem to correlate with other variables. Board diversity
is significantly correlated with industrials, basic materials and financials. Separate
report is in correlation with GRI C, which may indicate that issuers of separate
sustainability reports are often in the category level of GRI C. There is a correlation
between GRI A and external assurance at a significance level of <0,00 with a
correlation degree at 43 %. These results suggest that there is a relation between firms
with external assurance on their sustainability report and belonging in GRI A. The
variable of size is positively correlated with external assurance, which may indicate that
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larger firms put more resources in having their sustainability report assured by an

external organization.

The correlation matrix is included in appendix.1 and appendix.2.

5.3 Findings of Regression Analyses

The findings will only be declared. The discussion and conclusion will come in the

final chapter.

5.3.1 Reporting Quality

We begin to analyze how the explanatory variables are associated with the content
scores. This is illustrated in the table 4 below.

Table 4 Multiple Regression: Reporting Quality

Pred.

sign
Dependent variable: Content Score
(Constant)
Board Diversity (+)
Ownership concentration )
Separate Sustainability Report ©)
External Assurance (+)
GRIA *+)
GRIB *)
GRIC ™)
Industrials (+)
Health Care ?
Consumer Goods ?
Basic Materials ?
Technology ?
Financials ?
Oil & Gas ™)
Telecommunications O]
Size (+)

Unstandardized

Coefficients

B Std. Error
69,957 68,977
312,156 108,966
-122,43 72,033
-22,355 25,863
56,647 29,392
129,217 45,148
57,393 31,279
25,766 31,628
187,889 45,126
102,628 68,911
87,014 51,723
96,381 54,423
-40,153 60,835
-35,873 44,345
0,906 101,741
-30,997 59,533
-92,246 120,621

Standardized
Coefficients

Beta

0,27
-0,15
-0,078
0,196
0,282
0,162
0,075
0,644
0,173
0,201
0,21
-0,082
-0,104
0,001
-0,046
-0,085

t

1,014

2,865
-1,7

-0,864

1,927
2,862
1,835
0,815
4,164
1,489
1,682
1,771
-0,66

-0,809

0,009

-0,521
-0,765

Sig.
0,315
0,006
0,095
0,391
0,059
0,006
0,072
0,419

0,00
0,142
0,098
0,082
0,512
0,422
0,993
0,605
0,448

Collinearity
Statistics

VIF

1,687
1,473
1,553
1,967
1,833
1,483
1,605
4,536
2,553
2,707
2,664
2,897
3,156
1,453

1,45
2,329

significant at 0,1
Adjusted R Square 0,625
F 8,403
P-value 0,000

By looking at the adjusted R Square we can conclude that the data fits the model well.
The independent variables explains 62,5% of the variation in the dependent variable,
content score. The F distribution, the significance of the model should be above 2,06,
which it is in this regression. The p-value of the model is 0,000 < 0,1 which indicates
that it is significant at a 90 % confidence interval.
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Application Level

The prediction is that all application levels will positively relate to reporting quality.
The regression displayed the same result as predicted, but only level A and B were
significant. This gives rejection of the null hypothesis for level A and B, but not for
level C, where the null hypothesis is accepted since the relation was insignificant.

Size

Our predictions and result are contradicting. The regression shows an insignificant
negative relationship between reporting quality and size, hence the null hypothesis is
accepted and the alternative hypothesis is rejected.

Ownership Concentration

Ownership concentration, measured as the percentage of voting rights of the five largest
owners is significantly negatively associated with content score. This means that if the
ownership concentration of the five largest owners increases the quality of disclosure
decreases.

Industry Belonging

We have predicted positive relation between reporting quality and industrials, health
care and oil and gas and negative relations between reporting quality and
telecommunications. No predictions were made for the remaining industries. The
regression resulted in four significantly positive relationships; industrials, consumer
goods, basic materials and oil and gas, hence we can reject the null hypothesis and
accept the alternative hypothesis for these industries. For the other industries we must
accept the null hypothesis and reject the alternative hypothesis since the relationships
were insignificant.

Board Diversity

If looking at board diversity in the regression we can see that there is a significant
positive relation between board diversity and content score as we predicted. Therefore,
with support from the regression we can reject the null hypothesis and accept hypothesis
5.
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Separate Sustainability Report

Separate sustainability reports show a negative insignificant relation with reporting
quality. Therefore we have to accept the null hypothesis and reject the alternative
hypothesis.

External Assurance

The regression model resulted in a significant positive relation between external
assurance and reporting quality as expected. This means that we can reject the null
hypothesis and accept hypothesis 7.

5.3.2. Cost of Capital

Now we turn to cost of capital and the variables explaining cost of capital. The results
are shown in the table below.

Table 5 Multiple Regression: Cost of Capital

Dependent variable: cost of capital F;Z?] Unstandardized Coefficients Séig?ﬁiri(:rz]éd CSotI!g:zztSy

N B Std. Error Beta t Sig. VIF

77 (Constant) -0,035 0,031 -1,139 0,26

85 Content Score () -3,75E-05 0 -0,102 -0,774 0,442 2,402
83 Return on equity +) 0,042 0,018 0,232 2,292 0,026 1,41
80 Lewerage +) -0,008 0,022 -0,032 -0,347 0,73 1,182
85 Book To Market +) 0,1 0,014 0,936 7,345 0 2,241
85 Total Number of Estimate, N.analytics ? 0,002 0,001 0,339 2,428 0,018 2,689
85 Beta +) 0,029 0,022 0,163 1,322 0,192 2,092
85 Size Q] -0,005 0,049 -0,011 -0,094 0,925 1,841
85 Industrials ? 0,019 0,02 0,185 0,96 0,341 5,117
85 Health Care ? 0,079 0,034 0,262 2,338 0,023 1,733
85 Consumer Goods ? 0,003 0,022 0,018 0,127 0,9 2,649
85 Basic Materials ? -0,013 0,028 -0,051 -0,45 0,655 1,774
85 Technology ? -0,021 0,029 -0,108 -0,738 0,464 2,952
85 Financials ? -0,018 0,021 -0,141 -0,837 0,406 3,937
85 Oil & Gas ? 0,027 0,034 0,09 0,809 0,422 1,709
85 Telecommunications ? -0,017 0,023 -0,095 -0,743 0,461 2,245

Significant at 0,1
Adjusted R Square 0,493
F 5,541
P-value 0,000

The predictive power of this model is less than the former, but still acceptable since it
explains 49, 3% of the variation in the dependent variable; cost of capital. Reverte
(2011) presented an adjusted R? of 15, 9, Richardson & Welker (2001, p. 607) had an
adjusted R? of 32, 7 and Embong et al., (2012, p. 27) presented an adjusted R? at 17,1.
The F distribution is well above the critical value of 2.06. The p-value is 0,000 < 0,1,
which is significant at 90% confidence interval.
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Reporting Quality

The regression reveals an insignificant negative relationship between cost of capital and
reporting quality. Since the relation is insignificant we accept the null hypothesis and
reject the alternative hypothesis.

Beta

Beta is, as mentioned earlier a measure of risk, which is why we predict beta to be
positively related to cost of capital. The regression is in favor of our prediction, since
the coefficient of determination is positive, but the relationship is not significant.
Therefore we must accept the null hypothesis and reject the alternative hypothesis.

ROE

Our prediction is supported by the regression. Since the regression resulted in a
significant positive relationship between ROE and cost of capital, the null hypothesis
will be rejected and the alternative hypothesis accepted.

Leverage

Leverage is a measure of risk. We predicted a positive relation based on previous
studies, but the regression resulted in an insignificant negative relation. Since the
relation is insignificant the null hypothesis will be accepted and the alternative
hypothesis rejected.

Book-to-Market

Book-to-market is a measure of growth which is expected to be positively related to cost
of capital, since high growth implies higher risk. The regression agreed with our
prediction. Therefore we reject the null hypothesis and accept the alternative hypothesis
since there is a significant positive relationship between book-to-market and cost of
capital.

Industry

In this regression all industries, apart from basic material, are positively related to cost
of capital. Since the only significant relation is between health care and cost of capital
but the direction is not according to previous studies, we accept the null hypothesis and
reject the alternative hypothesis.
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Analyst Following

We have not predicted if the relationship would be positive or negative. The regression
resulted in a positive relationship, with significance well below 0,1 (0,018). Therefore
we reject the null hypothesis and accept the alternative hypothesis.

5.4 CSR Reporting over time

The evolvement of CSR reporting is interesting for two reasons. First, the trend we
conclude gives an indication of how the CSR reporting will be in the future. Secondly,
are our findings regarding evolvement of CSR reporting consistent with the findings
regarding what affects CSR reporting? This will be covered in the discussion and
conclusion.

/ N
Average Content Score
L Average
[ | Average  Content Scare;
Content Score; 2010; 217
2008; 197
u Average
Content Score;
2006; 144 m 2006
H 2008
m 2010
- J

Figure 3 CSR over time

The average number of words per report is 144 in year 2006, 197 for year 2008 and 217
for year 2010. The trend in our sample is that CSR reporting has steadily increased.
From 2006 to 2008 there was a 36,8 % increase of words and 10,1 % from 2008 to
2010. Our data also revealed that the number of firms reporting according to the GRI
framework has increased. In 2006 3 out of 28 firms followed GRI reporting framework.
The number increased in 2008 to 15 out of 28 and in 2010 there was 21 out of 29 firms.
These two indicators; average content score and the frequency of using GRI framework
are in line with the findings of prior studies (KPMG, 2011; Dhaliwal et al., 2009;
Dahlsrud, 2006).
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6. CONCLUSION

6.1 Analytical Discussion

As expected and as stated in prior research there is no straight forward answer to what
affects the quality of sustainability reporting.

Botosan (1997, p. 346) states that higher disclosure reduces cost of capital, but that the
benefits of increased reporting are only actualized when there is a lack of information.
Embong et al., (2012, p. 21) strengthens this argument by arguing that the effects of
increased disclosure could be difficult to detect in information intense countries.
Sweden is according to KPMG’s survey of Corporate Sustainability Reporting 2011
among the top European countries regarding sustainability reporting.

We received a negative, but insignificant relation between cost of capital and reporting
quality, which could be explained by arguing that the Swedish market is saturated
concerning disclosure. Another explanation could be that our estimates of reporting
quality and cost of capital are not representative. Botosan et al., (2011 p. 1086)
mentions that similar studies have displayed different results, which can be explained by
the usage of different proxies for cost of capital. This could be applicable for our
estimate of reporting quality. We make this connection since the dummy variables GRI
A and GRI B showed positive significant relation with reporting quality, which could be
used as a measure of reporting quality.

Another aspect of the relationship between reporting quality and GRI application levels
is that if a firm adopts the GRI-framework and achieve application level A or B the
quality of the CSR disclosure will be higher as indicated by our findings. Since only
application levels A and B are significant, we believe firms reporting according to GRI
will strive to achieve level A and B. As displayed in figure 4 ‘CSR over time’, firms
reporting according to GRI have steadily increased. When something, in this case GRI
reporting framework, is applied more often, it becomes more and more accepted which
gives it credibility.

Firms strive for legitimacy and credibility. The GRI application level could be
accompanied by a + which indicates that the sustainability report has undergone
external assurance. Our findings show that external insurance increases reporting
quality. We have mentioned earlier that external assurance reduces information
asymmetry between the firm and its stakeholders. Many of the firms investigated issue
separate sustainability reports. We found that the existence of a separate sustainability
report was insignificant which is interpreted like it either adds to or decreases the
reporting quality. As mentioned earlier, all that is of interest to the stakeholders when
making decisions regarding the firm should be found in the annual report to make it as
convenient as possible for the stakeholders. Regarding industry belonging only health
care was significant in explaining changes in cost of capital. For reporting quality, the
industries that can be viewed as sensitive according to Richardson & Welker (2001, p.
604) were found to positively affect disclosure quality; industrials, consumer goods,
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basic material and oil and gas. Oil and gas was insignificant which we argue is due to
few firms in our sample within that category.

Also adding to reporting quality is the composition of the board; the higher percentage
women, the higher reporting quality. Miller & Triana (2009, p. 760) found that higher
board diversity lead to more diversified ideas, which lead to more innovation. A board
that is diversified with members of different backgrounds has different preconceptions
of what is important for the business. If the innovation increases as Miller & Triana
(2009) show, a more diversified board would accept changes in the business
environment better and adapt more quickly to issues such as sustainability reporting.
Our results suggest that firms with a more heterogeneous board group report better.

Concerning shareholders and ownership it was revealed that high ownership
concentration; few owing a large part of the votes, decreases reporting quality. This is in
accordance with the hypotheses of Tagesson et al ., (2009, p. 335), but in their research
the variables showed no significant relationship. What differentiates our study from
Tagesson et al., (2009) is that we performed the content analysis on annual reports,
whereas Tagesson et al., (2009) performed the content analysis on websites. This could
be an explanation to the differing findings.

We assess our finding to be realistic due to the good quality of the regression model and
because our findings can be linked to and supported by some of the theories mentioned
in chapter two; information asymmetry and stakeholder theory. When few shareholders
own a large portion of the votes it can be assumed that they are familiar and somewhat
active with the company. This implies that information asymmetry is limited; hence less
information needs to be disclosed to satisfy the shareholders.

Also applicable is the stakeholder theory. Robbins (2010) divides stakeholders into
primary and secondary. Primary stakeholders have contractual obligations/claims
towards the firm, whereas secondary stakeholders consist of the broader public, anyone
who is interested in or affected by the firm. If the assumption stated above is true, that
fewer owners accounting for a larger portion of the votes are more familiar with the
firm than the broader public, the pressure on firms to disclose information decrease.

It is argued that higher disclosure reduces the risk perceived by stakeholders since
information asymmetry is reduced. Disclosure is significantly correlated with beta
which measures risk. It can therefore be argued that higher risk results in more
disclosure.

Larger firms are argued to disclose more, since they among other things have greater
impact on society than smaller firms and therefore receive more media attention and our
argument for choosing larger firms, they are more likely to expand. In this study size
was found insignificant for explaining both variances in reporting quality and in cost of
capital. Embong et al., (2012) argue that size can be an approximation for something
else, for example analyst following or risk. It is stated in the theoretical framework that
disclosure only reduces cost of capital when analyst following is low, since it is
assumed that analysts also provide information, which makes the information in the
annual reports less valuable. Analyst following is significantly positively related to cost
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of capital which is logical from a risk perspective, since information from analysts could
be harmful for the legitimacy of the firm. This links size to the risk variables: leverage,
book-to-market and beta.

In our study only book-to-market was significant. It could be argued that all the risk
variables are linked. Leverage, the ratio of debt and equity, shows a firm’s financial
structure. The more debt the more risk (beta). Book-to-market is, as, stated earlier a
measure of growth in common equity. The growth is dependent on growth in operating
assets. The growth of book-to-market can be more or less risky depending on how much
of the operating assets is financed through debt. More debt — higher beta — higher book-
to-market, which we found significantly positively related to cost of capital. Since beta
Is positively correlated to reporting quality and book-to-market, another measure of risk,
is positively related to cost of capital, it can be argued that higher risk leads to more
CSR reporting, which reduces information asymmetry which in turn lowers cost of
capital.

If changing our measure of reporting quality for the dummy variable GRI A in the
regression there is a significant negative relationship between reporting quality and cost
of capital (appendix 5). Adjusted R? is improved from 49,3% to 51,5%. This strengthens
the notion that our measure of reporting quality is not representative in this study.

Ali et al., (2012) stated that available literature have established that there is a negative
relation between profitability and cost of capital. This contradicts our findings as we
found a positive relation between ROE and cost of capital. An explanation could be that
profitable firms are subjected to more political pressure and public scrutiny than less
profitable firm, which leads to more risk.

6.2 Conclusion
The purpose of this study is to answer the following questions:

e Which and how are the discussed variables affecting quality of CSR reporting?
e |s there a relationship between cost of capital and CSR reporting?

To answer the first question we summarize our findings and analytical discussion. Our
measure of reporting quality (content score) proved to be insignificant in explaining
changes in reporting quality and cost of capital. The GRI application level A on the
other hand affected disclosure positively and cost of capital negatively, which is in line
with the findings of Embong et al., (2012), Reverte (2011) Tagesson et al., (2009)
among others.

Closely connected to the stakeholder theory and the theory of information asymmetry
are low ownership concentration and external assurance, which both positively affect
reporting quality. Separate sustainability reports showed an insignificant negative
relation to reporting quality.
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Board diversity, in terms of more women, is argued by Miller & Triana (2009) to lead to
more innovation, which implies quicker adoption to changes, e.g. sustainability issues.
Board diversity positively affects reporting quality.

Higher risk, in terms of beta, is positively correlated with reporting quality and higher
risk is related to higher cost of capital. GRI application level A is negatively related to
cost of capital, meaning that increased reporting lowers cost of capital.

Belonging to the industry sectors that is categorized as sensitive (industrials, consumer
goods and basic materials) is related to higher risk, which calls for legitimacy and
reduced information asymmetry, thereof the positive relation with reporting quality.

These findings are in accordance with the rationales stated in the theoretical framework.

e Reducing costs and risks

Being proactive, working in sustainable manners and report on the performance,
reduces costs and risks which is supported by the relation between reporting and
cost of capital.

e Gaining competitive advantage

This can be achieved by differentiation through CSR initiatives, since CSR is stated
to strengthen customer relations due to brand loyalty. The firm answers to the
demands of the stakeholders, which leads to support and loyalty and also as stated
above, reduced risks and costs.

e Developing reputation and legitimacy

By reporting both positive and negative aspects of its operations a firm creates
awareness and understanding among its shareholders. Even though the firm is active
within a sensitive industry it can reduce the negativity surrounding the business by
reporting on the efforts made to reduce the negative impacts.

e Win-win outcomes through synergistic value creation

This last point is strongly connected to the previous points and how the perception
of CSR has changed. This is exemplified in the example stated in the theoretical
framework 3.9 of the environmental program in the US Government that turned into
an efficient cost-minimizing program. Our findings display that this could be the
case, but we argue that CSR activities must be an integral part of the business for
this to be achieved and not just a separate part to satisfy the demands of the
stakeholders.

To round of the conclusion we return to the evolution of CSR reporting. We saw that
CSR reporting has steadily increased between 2006 and 2010, as has number of firms
reporting according to the GRI reporting framework. These observations are in line with
our findings; hence we conclude that a firm can do well by doing good.
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6.3 Contribution and Recommendations

With this study we have concluded that a firm can do well by doing good, that is that
CSR reporting when based on GRI application levels A or B, does affect cost of capital.
GRI application level A and B means thoroughness and higher coverage which indicates
that it is more beneficial to report more than less. Therefore we recommend CSR
reporters to make CSR activities an integral part of the firm instead of doing it for a
single reason, for example to satisfy stakeholders need for corporate sustainability. If
doing so we believe the firm can enjoy the four benefits/rationales of CSR reporting
mentioned on the previous page;

e Reducing costs and risks

e (Gaining competitive advantage

e Developing reputation and legitimacy

e Win-win outcomes through synergistic value creation

We also concluded that the benefits of CSR are situational. The fact that has emerged
from other studies (Botosan, 1997, p. 346., Embong et al., 2012, p.21) that CSR
reporting is more beneficial where there is a lack of information. This is useful
information both for firms reporting or thinking of starting to report. Therefore we
recommend both existing and potential reporters to analyze their surroundings in terms
of information asymmetry to design their sustainability reporting

Further practical contributions are that high risk and information asymmetry increase
quantity of reporting and also lowers cost of capital. Another insight from this research
is that separate sustainability reports were insignificant; hence all that is of interest for
the stakeholders should be incorporated in the annual report.

By filling the research gap discussed in section 1.4 we contribute by extending the
knowledge in CSR reporting, especially in Sweden. This can be inspiring and useful for
other students and researchers within the subject matter.

Regarding the development of CSR reporting of the firms we have analyzed and the
increased awareness and demand for sustainability in the society it is not unreasonable
to believe that more pressure will be put on , if not making it mandatory for actors in the
society to be more sustainable. Although we have analyzed a limited sample and we
have claimed that we cannot make generalization to other samples and populations, we
believe our results and conclusions can be a source of inspiration both for firms and
governmental decision makers.
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6.4 Suggestions for Future Research

This study comprises the 30 largest firms on Nasdag OMX Stockholm. It would be
interesting to perform a longitudinal study with a larger sample that incorporates firms
of all sizes. It would also be interesting to make the same study in for example Norway,
Denmark and Finland to get a comparison.

We encourage further investigations of separate sustainability reports since we found
that variable to be insignificant despite a fairly large number of firms issuing them. Our
study is quantitative, hence a qualitative study identifying ‘soft facts’ like the view
points from firms and stakeholders regarding sustainability reporting; if it should be
incorporated in the annual reports or in separate reports.

Deeper investigation of the relationship between leverage and cost of capital, since
previous literature state a positive relationship and this study and Embong et al., (2012)
got the opposite.
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APPENDIX 1 Correlation Matrix Reporting Quality

Correlations
Dependent variable: content score

Content Board Ownership
Score Diversity Concentration
Corr 1 ,039
Content Score )
Sig. 7126
Board Corr ,039 1
Diversity Sig. 726
Ownership Corr -,098 064 1
Concentration Sig. ,387 574
Separate Corr ,010 -126 ,020
Report Sig. 927 ,252 ,858
External Corr 351" -,159 -192
Assurance Sig. ,002 167 ,105
Corr 482" ,100 ,007
GRIA .
Sig. ,000 364 ,952
Corr ,152 -,046 ,218
GRIB .
Sig. 164 673 ,052
Corr -,100 -,021 -101
GRIC .
Sig. ,362 ,851 371
Corr 537" 259" ,054
Industrials :
Sig. ,000 ,017 ,633
Corr ,037 -,023 -,108
Health Care .
Sig. 738 834 341
Consumer Corr A17 ,007 -074
Goods Sig. ,286 ,946 ,514
Basic Corr -,032 220" 017
Materials Sig. 773 ,043 ,880
Corr -,156 032 -350"
Technology .
Sig. 153 771 ,001
Corr -330" 297 -029
Financials X
Sig. ,002 ,006 795
. Corr -,098 .217" -,033
Oil & Gas .
Sig. 374 ,046 770
Telecommuni Corr -268" 122 264
cations Sig. ,013 ,266 ,018
. Corr =115 123 -122
Size )
Sig. 293 ,261 ,282

Separate

External

Report  Assurance

,045

,056

-,150

-,200
067
119
277
144
188

093
420
-087
454

-,135

,156
A75
-,194
092
325"
,004

GRIA GRIB GRIC Industrials
1

-,150 1
171
-,139 231 1
206 033
,145 ,136 -138 1
,184 213 ,208
-067 S111 -103 -,160
545 311 349 144
,156 ,000 -073 -,263
153 1,000 ,505 ,015
-,090 064 ,198 .216
414 559 ,069 048
,085 -,023 -128 -,198
442 835 245 ,069
-139 -231 271 333"
206 033 012 ,002
-,047 -078 -072 112
673 480 513 ,309
-,083 ,092 -,007 -,198
453 403 949 ,069
-,033 152 -,149 121
765 164 173 271

Health
Care

-103
349
-034
754
-061
578
447"
,000

Consumer
Goods

-,109
319
-101
359
-,169
122
-,057
,606
-101
359
-236
029

Basic
Materials

-083
453
-139
206
-,047
673
-,083
/453
-213
,050

Technology Financials Oil & Gas

1
-128 1
,245
-,043 -072 1
,697 513
-,076 -,128 -,043
490 ,245 ,697
3347 ,021 -,133
,002 ,851 224

Telecomm
unications

,019
,860

Size

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

*. Correlation is significant at the 0.05 level (2-tailed).



APPENDIX 2 Correlation Matrix Cost of Capital

Correlations
Dependent variable: cost of capital

Cost of Capital Content Score ROE Leverage Book-to-Market Fgﬁs‘lﬁ:g Beta Size Industrials Hg:rl;h C(gos:drzer M;;tz?il;s Technology Financials Oil & Gas commziﬁ:-ations
Cost of Capital Corr 1
Sig.
Content Score Corr 0,007 1
Sig. 0,952
ROE Corr -0,088 0,132 1
Sig. 0,45 0,234
Leverage Corr 0,014 0,127 0,129 1
Sig. 0,904 0,261 0,256
Book-to-Market Corr ,642** -,227* -,382** -0,028 1
Sig. 0 0,037 0 0,804
Analyst Following Corr 0,004 0,076 0,066 0,004 -0,174 1
Sig. 0,972 0,491 0,555 0,97 0,11
Beta Corr ,296** ,218* -,221* -,289** ,305** 0,043 1
Sig. 0,009 0,045 0,045 0,009 0,005 0,698
Size Corr -0,129 -0,115 0,056 0,111 -,263* 0,167 -0,176 1
Sig. 0,263 0,293 0,618 0,326 0,015 0,127 0,108
Industrials Corr -0,068 ,537** 0,052 -0,017 -,327* 0,017 ,234* -0,121 1
Sig. 0,556 0 0,638 0,88 0,002 0,875 0,031 0,271
Health Care Corr 0,041 0,037 0,079 ,322* -0,119 -,345** -,329** A4T** -0,16 1
Sig. 0,72 0,738 0,477 0,004 0,279 0,001 0,002 0 0,144
Consumer Goods Corr -0,059 0,117 ,232* 0,031 -0,049 -0,105 -,324** -,236* -,263* -0,081 1
Sig. 0,607 0,286 0,035 0,782 0,659 0,338 0,003 0,029 0,015 0,46
Basic Materials Corr 0,026 -0,032 -0,081 -0,045 ,306%* -0,108 ,273* -,213* -,216* -0,067 -0,109 1
Sig. 0,819 0,773 0,465 0,692 0,004 0,327 0,011 0,05 0,048 0,545 0,319
Technology Corr -0,04 -0,156 -0,046 0,042 -0,077 ,604%* -0,022 ,334%* -0,198 -0,061 -0,101 -0,083 1
Sig. 0,728 0,153 0,677 0,711 0,483 0 0,84 0,002 0,069 0,578 0,359 0,453
Financials Corr ,237* -,330** -0,198 -0,113 ,415%* -0,137 0,207 0,021 -,333** -0,103 -0,169 -0,139 -0,128 1
Sig. 0,038 0,002 0,072 0,316 0 0,211 0,057 0,851 0,002 0,349 0,122 0,206 0,245
Oil & Gas Corr 0,052 -0,098 0,027 -0,021 -0,008 -0,162 0,151 -0,133 -0,112 -0,034 -0,057 -0,047 -0,043 -0,072 1
Sig. 0,654 0,374 0,807 0,854 0,94 0,138 0,168 0,224 0,309 0,754 0,606 0,673 0,697 0,513
Telecommunications Corr -0,083 -,268* -0,134 -0,074 0,019 0,137 -0,199 0,019 -0,198 -0,061 -0,101 -0,083 -0,076 -0,128 -0,043 1
Sig. 0,47 0,013 0,227 0,516 0,859 0,21 0,068 0,86 0,069 0,578 0,359 0,453 0,49 0,245 0,697

** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).



APPENDIX 3 Results Content Analysis

Score Content Analysis
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APPENDIX 4 ICB Industry Classification

Industry Super-sector Sector Subsector
. Exploration & Production
Oil & Gas Producers Integrated Oil & Gas
Oil &Gas Oil & Gas oil Eqmp_me_nt, $erV|ces & O_|I E_qmpment & Services
Distribution Pipelines
. Renewable Energy Equipment
Alternative Energy Alternative Fuels
Chemicals Chemicals C°”‘T“°d“y Che_mlcals
Specialty Chemicals
Forestry
Forestry & Paper Paper
Aluminum
. . Industrial Metals & Mining Nonferrous Metals
Basic Materials
. Iron & Steel
Basic Resources
Coal

Mining

Diamonds & Gemstones

General Mining

Gold Mining

Platinum & Precious Metals

Industrials

Construction & Materials

Construction & Materials

Building Materials & Fixtures

Heavy Construction

Industrial Goods & Services

Aerospace & Defense

Aerospace

Defense

General Industrials

Containers & Packaging

Diversified Industrials

Electronic & Electrical Equipment

Electrical Components & Equipment

Electronic Equipment

Industrial Engineering

Commercial Vehicles & Trucks

Industrial Machinery

Industrial Transportation

Delivery Services

Marine Transportation

Railroads

Transportation Services

Trucking

Support Services

Business Support Services

Business Training & Employment
Agencies

Financial Administration

Industrial Suppliers

Waste & Disposal Services

Consumer Goods

Automobiles

Automobiles & Parts Automobiles & Parts Auto Parts
Tires
Brewers
Beverages Distillers & Vintners
Food & Beverage Soft Drinks

Food Producers

Farming & Fishing

Food Products

Personal & Household Goods

Household Goods & Home
Construction

Durable Household Products

Nondurable Household Products

Furnishings

Home Construction

Leisure Goods

Consumer Electronics

Recreational Products

Toys

Personal Goods

Clothing & Accessories

Footwear

Personal Products

Tobacco

Tobacco




Health Care

Health Care

Health Care Equipment & Services

Health Care Providers

Medical Equipment

Medical Supplies

Pharmaceuticals & Biotechnology

Biotechnology

Pharmaceuticals

Consumer Services

Retail

Food & Drug Retailers

Drug Retailers

Food Retailers & Wholesalers

General Retailers

Apparel Retailers

Broadline Retailers

Home Improvement Retailers

Specialized Consumer Services

Specialty Retailers

Media

Media

Broadcasting & Entertainment

Media Agencies

Publishing

Travel & Leisure

Travel & Leisure

Airlines

Gambling

Hotels

Recreational Services

Restaurants & Bars

Travel & Tourism

Telecommunications

Telecommunications

Fixed Line Telecommunications

Fixed Line Telecommunications

Mobile Telecommunications

Mobile Telecommunications

Utilities

Utilities

Electricity

Conventional Electricity

Alternative Electricity

Gas, Water & Multiutilities

Gas Distribution

Multiutilities

Water

Financials

Banks

Banks

Banks

Insurance

Nonlife Insurance

Full Line Insurance

Insurance Brokers

Property & Casualty Insurance

Reinsurance

Life Insurance

Life Insurance

Real Estate

Real Estate Investment & Services

Real Estate Holding & Development

Real Estate Services

Real Estate Investment Trusts

Industrial & Office REITs

Retail REITs

Residential REITs

Diversified REITs

Specialty REITs

Mortgage REITs

Hotel & Lodging REITS

Financial Services

Financial Services

Asset Managers

Consumer Finance

Specialty Finance

Investment Services

Mortgage Finance

Equity Investment Instruments

Equity Investment Instruments

Nonequity Investment Instruments

Nonequity Investment Instruments

Technology

Technology

Software & Computer Services

Computer Services

Internet

Software

Technology Hardware & Equipment

Computer Hardware

Electronic Office Equipment

Semiconductors

Telecommunications Equipment

Table constructed from Industry Classification Benchmark (ICB).




APPENDIX 5 Multiple Regression

Multiple Regression with GRI A as measure of reporting quality

Unstandardized Standardized

Coefficients Coefficients t >le.

B Std. Error Beta
(Constant) 0-034 702 e -1.179 0,244
GRI A -0,026 0,015 -0,157  -1,749  0,086>
ROE S-04% 6;648 6;22% 2,26/ 0,027
Leverage -0,01 0,021 -0,042 -0,464 0,644
Book To Market 0,103 0,013 0,963 7,652 0
Analyst following 0,002 0,001 0,332 2,566 0,013
Beta 0,024 0,021 0,135 1,191 0,239
Size 5,14E-05 0,047 0 0,001 0,999
Industrials 0,018 0,019 0,178 0,984 0,329
Health Care 0,075 0,032 0,247 2,341 0,023
Consumer Goods 0,005 0,021 0,032 0,237 0,813
Basic Materials -0,015 0,028 -0,06 -0,539 0,592
Technology -0,016 0,028 -0,081 -0,575 0,568
Financials -0,018 0,021 -0,141 -0,86 0,394
Oil & Gas 0,03 0,033 0,098 0,901 0,372
Telecommunications -0,016 0,022 -0,089 -0,722 0,473

Dependent Variable: Cost of Capital %
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