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1.1 Introduction

During the last decades, intangibles have come to play a more important role in the corporate value-creation process. Although intangibles are present in every company’s value-creation process, they are argued to play an especially important role in the value-creation process of knowledge-intense companies (Holland, 2002; Lev, 2001; Sullivan and Sullivan, 2000; Sveiby, 1997; Wallman, 1995). It is proposed that the presence of intangibles in the corporate value-creation process has increased the information asymmetry between the insiders of a company, i.e. the management team, and the outsiders of a company, i.e. the investors (Barth, Kasznik and McNichols, 2001; Aboody and Lev, 2000). Holland (2001) emphasises that this is due to problems of how to disclose the value of these assets combined with difficulties in explaining how profits arise from intangibles. Eliasson (2000) and Haldin-Herrgard (2000) put forward the tacit nature of intangibles as the chief reason for causing the difficulties in understanding and communicating the actual role intangibles play in a company’s value-creation process.s

In order to mitigate information asymmetry and, thereby, reduce agency costs, an investor requires information about the company’s intangibles and the role they play in the value-creation process. In search for this information, investors are faced with chiefly two alternative information sources – annual reports and analyst reports. While a company’s management team provides the information in annual reports, financial analysts provide it in analyst reports. 

Acknowledging investors’ increased interest and request for information on intangibles (see, e.g. Holland, 2001; Phillips, 2001; Mavrinac and Siesfeld, 1997), a few studies have recently examined the extent of disclosure of information on intangibles in communicative reports from companies (Arvidsson, 2003a; Bukh, Nielsen, Gormsen and Mouritsen, 2003; Williams, 2001). Studies focused on examining to what extent analyst reports focus on intangibles are, however, rare. Bukh and Meineche’s (2002) study, which focused on analyst reports, published in connection with IPOs (Initial Public Offering), is a notable exception. As with the studies on communicative reports from companies, they found that the extent of disclosure on intangibles is gradually increasing. This gradual increase is, however, argued to not have kept pace with the capital market’s demand for more information (Johanson, Mårtensson and Skoog, 2001; Høegh-Krohn and Knivsflå, 2000).
In the role as information intermediaries, financial analysts acquire information from a company’s management team, which they then interpret and communicate to investors via the analyst report. The analyst report is, thus, an important document of information, which investors use as input when they make investment decisions. Healy and Palepu (2001) emphasise the important role financial analysts are playing in mitigating the problems of information asymmetry by facilitating a credible information exchange between management teams and investors. In line with the notion that the presence of intangibles in the value-creation process increases information asymmetry, Barth, Kasznik and McNichols (2001) and Amir, Lev and Sougiannis (1999) find that financial analysts play an especially important role in the information flow surrounding the valuation of knowledge-intense companies characterised by a large proportion of intangibles.
Considering the above findings of the difficulties associated with acquiring, interpreting and communicating information on intangibles, it is relevant to examine the extent of and focus on disclosure on intangibles not only in annual reports but also in analyst reports. The importance financial analysts are found to have in the information flow, merits an examination of the extent to which they de facto focus on intangibles in analyst reports. This would provide valuable insights concerning investors’ accessibility to information on intangibles. Exploring the conditions for reduced information asymmetry between a company’s management team and its investors is motivated by the notion that information asymmetry impairs the efficient allocation of capital (Eccles, Herz, Keegan and Phillips, 2001; FASB, 2001; Healy and Palepu, 2001). 

Thus, the purpose of this paper is to examine the extent of disclosure on intangibles in analyst reports and to identify factors, which explain the extent of disclosure. The focus is both on the extent of overall disclosure on intangibles and on the extent of disclosure related to five categories of intangibles, i.e. Human, Relational, Organisational, R&D and Environ/Social
. In order to find out if management teams and financial analysts focus on different types of intangibles, a secondary purpose is to compare the results from the present study with the results from disclosure studies focused on information on intangibles in annual reports.

The methodology underlying the study is a comprehensive analysis of the extent of disclosure on intangibles in analyst reports covering knowledge-intense companies from the Nordic countries. The disclosure study focuses on 105 analyst reports made by 24 international investment banks
 during 1999. The reason for focusing on knowledge-intense companies is motivated by the argument that the value-creation process in these companies is especially dependent on intangibles (see, e.g. Holland, 2002; Lev, 2001). Marston and Shrives (1991) conclude in their review of earlier disclosure studies that they rarely use the same checklist. They argue that this is a potential weakness since it makes it difficult to compare their findings. In order to overcome this weakness and to enable a comparison with the findings in annual reports, this study uses the same checklist as the one used in Arvidsson’s (2003a) study of disclosure on intangibles in annual reports.

The paper has the following disposition: The next section provides the reader with the theoretical and empirical foundations upon which the study rests. The hypotheses to be tested in the study are posed in section 1.3 along with a discussion on their theoretical and empirical basis. Thereafter, in section 1.4, follows a detailed report on the research design and empirical methodology underlying the study. The empirical results from the disclosure scoring and the regressions are presented in section 1.5. Section 1.6 forms the closure of the paper with a discussion on the results and some concluding remarks along with suggestions for future research.

1.2 Theoretical and empirical foundations
As Healy and Palepu (2001) put it, investors are usually not interested in taking an active role in the company’s management. Thus, once an investor has made a decision to invest in a company, a principal-agent relationship arises where the management team is assigned by the investor to run the company. A principal-agent relationship is based on the notion that these two parties, to some extent, are both utility maximisers and that as a consequence, the relationship is characterised by agency problems, i.e. the risk that the agent will not always act in the best interest of the principal (Jensen and Meckling, 1976). Information asymmetry existing between a company’s management team and its investors aggravates agency problems and increases agency costs. 

Since their value-creation process is so reliant on intangibles, Barth, Kasznik and McNichols (2001) and Aboody and Lev (2000) argue that information asymmetry is particularly severe between management teams and investors in knowledge-intense companies. This notion has its origin in the difficulties associated with acquiring, interpreting and communicating information related to intangibles. Several researchers, for example, García-Ayuso (2003) and Lev (2001) are concerned that this information asymmetry risks impairing the efficient allocation of capital due to increased cost of capital, increased bid-ask spreads, illiquid capital markets and bad investment decisions etc. In order to mitigate this information asymmetry and the problems associated with it, Wyatt (2002) and FASB (2001) emphasise that investors need more information on a company’s intangibles and their role in the corporate value-creation process. In line with this, Holland (2001) and Mavrinac and Siesfeld (1997) have confirmed an increasing interest and request among investors for information related to intangibles. Management teams and financial analysts can reduce this information asymmetry by including information on intangibles in annual reports and analyst reports, respectively.

Although the analyst report constitutes an important complement to the annual report as a source of information used by investors when they make investment decisions, earlier research has primarily focused on examining the extent and focus of disclosure on intangibles in annual reports. Even though the number of disclosure studies entirely focused on intangibles is still small, there are some preliminary findings. According to Bukh, Nielsen, Gormsen and Mouritsen (2003) and Williams (2001), management teams appear to have responded to the request for more information on intangibles.
 They find that the extent of disclosure on intangibles has gradually increased during the last decade both in IPO prospectuses and in annual reports. The most comprehensive disclosures on intangibles are found by Bukh, Nielsen, Gormsen and Mouritsen (2003) in prospectuses from knowledge-intense companies. In her study on annual reports, Arvidsson (2003a) finds that management teams in knowledge-intense companies primarily focus on R&D in their disclosures on intangibles, as well as on the company’s relationships with, for example, other companies, suppliers and customers.

An examination of the extent to which financial analysts also provide investors with information related to companies’ intangibles is motivated by the idea that financial analysts mitigate information asymmetry by facilitating a credible information exchange between a company’s management team and its investors (Healy and Palepu, 2001). As mentioned in the introduction, empirical studies have confirmed that financial analysts play an especially important role as information intermediaries when knowledge-intense companies are concerned. 

Amir, Lev and Sougiannis (1999) find that their contribution to valuation is the largest in knowledge-intense industries characterised by a large proportion of intangibles. They explain their findings with the fact that the informativeness of financial statements is especially low in these industries and that financial analysts, therefore, play an important role in acquiring the information needed for valuation directly from these companies’ management teams. This explanation is supported by Barth, Kasznik and McNichols (2001) who find that analyst coverage is much greater for knowledge-intense companies than for traditional companies. They argue that their findings imply that financial analysts at least partially compensate for information not provided by the financial accounting system.

A study, which has actually examined to what extent analyst reports include information on intangibles was conducted by Bukh and Meineche (2002). This study covered 75 analyst reports published in connection with Danish IPOs. They find that the extent of disclosure on intangibles has gradually increased during the period 1995-2000. Reviewing the results of their total sample shows that information related to customers and strategic statements is most frequently included in the reports. In line with the notion that intangibles play an especially important role in the value-creation process of knowledge-intense companies, analyst reports covering knowledge-intense companies are found to be the ones, which include the most information on intangibles.
Instead of directing attention to examining to what extent analyst reports include information on intangibles, empirical studies have primarily been focused on determining different aspects concerning the importance financial analysts place on intangibles when they make valuations and investment recommendations. In a comprehensive study, Phillips (2001) concludes that financial analysts regard information related to intangibles to be especially important and that, in addition to financial information, they request more information on intangibles. Eccles and Mavrinac (1995) find that financial analysts covering knowledge-intense companies are the ones who request most information on intangibles. 

A study conducted by PricewaterhouseCoopers (2001) finds that financial analysts, but also CEOs and investors, covering the pharmaceutical, biotechnology and health care industries regard non-financial information related to product innovation strategy, R&D pipeline and the quality of the management team to be especially important. Cramon and Eccles (1999) conclude that among the ten “performance measures” financial analysts regard as extremely relevant when they make investment decisions, investments in R&D, product development and strategy statements are placed high up on the list.

1.3 Determinants of the extent of disclosure on intangibles

To examine what determines the extent of disclosure of information on intangibles in analyst reports, 5 hypotheses are posed. These hypotheses are based on factors, which considering the sample structure, the literature on intangibles and earlier disclosure studies are relevant for inclusion in the regressions.

Factor 1: Extent of disclosure on intangibles in annual reports

There is a prevalent notion that the information gap between a management team and the actors on the stock market is especially wide when companies with a large proportion of intangibles are concerned (Barth, Kasznik and McNichols, 2001; Aboody and Lev, 2000). Following this notion, the extent of disclosure on intangibles in an analyst report could be argued to be positively related to the extent of information on intangibles, which the company covered by the report supplies outsiders with. Thus, for an analyst report to disclose information on intangibles, the financial analyst writing the report must have access to information related to the covered company’s intangibles. Considering that studies have found the disclosure level in annual reports to be a good proxy of the extent of disclosure a company provides via other types of communication (Gelb, 2002; Lang and Lundholm, 1993), the following two hypotheses are posed: 

Hypothesis 1a: The extent of overall disclosure on intangibles in an analyst report is positively related to the extent of overall disclosure on intangibles in the annual report of the company covered by the analyst report.

Hypothesis 1b: The extent of category-specific disclosure on intangibles (i.e. Human, Relational, Organisational, R&D and Environ/Social, respectively) in an analyst report is positively related to the extent of category-specific disclosure on intangibles in the annual report of the company covered by the analyst report.

Factor 2: Market share on the Nordic stock market

Acquiring and interpreting information on intangibles is associated with substantial difficulties. Lev (2001) and Sullivan and Sullivan (2000) argue that this is partly due to the fact that intangibles to a great extent are unrecognised in financial statements. Eliasson  (2000) and Haldin-Herrgard (2000) emphasise that the ambiguous and tacit nature of intangibles also makes it difficult to understand the role intangibles play in a company’s value-creation process. As a consequence financial analysts have to spend more time and effort on gathering information necessary to unveil how intangibles de facto affect the value-creation potential in a company. Intuitively, the acquiring and interpreting difficulties would mean that an investment bank, which is a large actor on the Nordic stock market, has more resources, i.e. time, money and personnel, set aside to spend on acquiring and interpreting information on intangibles in Nordic companies, than a smaller actor. For this reason the large actor might have more extensive disclosures on intangibles in its analyst reports. The above reasoning leads to the following hypothesis:

Hypothesis 2: The extent of disclosure on intangibles in an analyst report covering a Nordic company is positively related to the report-producing investment bank’s market share on the Nordic stock market.

Factor 3: Company size

Adrem (1999) finds that larger companies tend to have more personnel working with investor-relation activities involving frequent communication with financial analysts. This implies that financial analysts have easier access to information related to a large company’s intangibles than to information about a small company’s intangibles. Together with the finding that analyst coverage is greater for larger companies than smaller ones (Barth, Kasznik and McNichols, 2001), this could be argued to suggest that analyst reports covering larger companies have more extensive disclosures on intangibles than reports covering smaller companies. Thus, the following hypothesis is relevant to pose:

Hypothesis 3: The extent of disclosure on intangibles in an analyst report is positively related to the size of the company covered by the report.

The notion that larger companies have more extensive disclosures due to their aim to minimise agency costs (Jensen and Meckling, 1976) has been confirmed in several studies focused on the extent of overall
 disclosure in annual reports (Inchausti, 1997; Hossain, Perera and Rahman, 1995; Cooke, 1989a, 1989b; Chow and Wong-Boren, 1987; Singhvi and Desai, 1971).
 The results of studies focused on the extent of disclosure on intangibles in annual reports have, however, been mixed. While Williams (2001) did not find a relationship between size and the extent of disclosure on intangibles, Arvidsson (2003a) did find a strong positive relationship. 

Factor 4: Listing status

Compared to only-domestically listed companies, internationally listed companies are argued to be exposed to more capital-market pressure (Meek, Roberts and Gray, 1995; Cooke, 1989a) and more extensive listing requirements (Cooke, 1989b; Singhvi and Desai, 1971). This is the notion underlying the well-established listing-status hypothesis (see Marston and Shrives, 1996), which suggests that an internationally listed company has more extensive disclosures than an only-domestically listed company. An only-domestically listed company, which has a large share of foreign owners could possibly be argued to be equally as exposed to capital-market pressure as an internationally listed company. However, by testing ‘listing status’ as a determinant includes the disclosure pressure stemming from listing requirements.
 In the light of the idea underlying the listing-status hypothesis, it could be expected that an internationally listed company also has more extensive disclosures on intangibles. Thus, an internationally listed company could be argued to supply the actors on the stock market with more information on its intangibles than an only-domestically listed company does. Instinctively, this would mean that an investment bank covering an internationally listed company would have easier access to information on intangibles than if it covered an only-domestically listed company. This reasoning leads to the posing of the following hypothesis: 

Hypothesis 4: The extent of disclosure on intangibles in an analyst report covering an internationally listed company is greater than in an analyst report covering an only-domestically listed company.

The notion that an internationally listed company has more extensive disclosures than an only-domestically listed company has been confirmed in several studies focused on the overall extent of disclosure in annual reports (Inchausti, 1997; Hossain, Perera and Rahman, 1995; Cooke, 1989a, 1989b). Williams (2001) found a positive, however, inconclusive relationship between listing status and the extent of disclosure on intangibles in annual reports. Arvidsson (2003a) found that internationally listed companies disclose more information related to R&D intangibles than companies only domestically listed.

1.4 Research design and empirical methodology

1.4.1 Selection criteria for analyst reports

This study focuses on analyst reports made by international investment banks covering knowledge-intense companies from the Nordic countries. In order to enable the results from the present study to be compared to the results in Arvidsson (2003a), which examined the extent of disclosure of information on intangibles in annual reports, the analyst reports had to cover one of the 36 listed companies
 included in that study. These companies belong to the pharmaceutical, biotechnology or health care equipment & supplies industries.
 Since the focus year in Arvidsson (2003a) is 1999, the analyst reports also had to be produced during 1999 to avoid a bias when the results from the two studies were compared.

The analyst reports were collected directly from investment banks. The selection process resulted in 105 analyst reports from 24 international investment banks
. Appendix 1 presents a list of the investment banks from which the analyst reports have been collected. The reports cover 30 of the 36 companies, which were included in Arvidsson (2003a) (see Appendix 2).

1.4.2 Disclosure checklist

A disclosure index has been found to be a useful research instrument when the extent of voluntary disclosure is analysed (Marston and Shrives, 1991). A disclosure index is based on a disclosure checklist consisting of a number of different items. A review of earlier disclosure studies reveals that the number of items included in a checklist varies substantially from one study to another. For example, Barrett (1976) used a checklist of 17 items, while Cooke (1989c) included 224 items in his checklist.
The checklist used in the present study was developed by Arvidsson (2003a) using an explorative qualitative approach, which included a review of the literature on intangibles (see Arvidsson, 2003b), a study of annual reports and an examination of earlier disclosure checklists
. For the checklist to be valid in the analysis of the extent of disclosure of information on intangibles in analyst reports, 25 analyst reports were studied in-depth to identify if they discussed categories of intangibles, which were not included in the checklist used for the annual reports. The study did, however, not indicate that the analyst reports focused on any additional categories than those included in the checklist.  Thus, the checklist used in the present study (see Appendix 3) includes the same 81 items sorted into 5 categories of intangibles, which were used in Arvidsson (2003a).

The disclosure checklist, see Figure 1.1, has a hierarchical structure with two levels, i.e. the aggregated level represented by the total disclosure score and the level below represented by the five categories. The use of a hierarchical structure is motivated by the notion that the decision relevance of information varies by type and that this means that the variables affecting the choice of disclosure extent also may vary by information type (Meek, Roberts and Gray, 1995). Thus, the choice to sort the 81 items into five categories enables a more refined analysis of the extent of disclosure than if the checklist had only one level, i.e. the total disclosure score.

Figure 1.1 The disclosure checklist (Arvidsson, 2003a)





The five categories, which are labelled ‘Human’, ‘Relational’, ‘Organisational’, ‘R&D’
 and ‘Environ/Social’ represent the first level of the disclosure checklist. On the next page follows a presentation of the information on which the categories focus: 

· Human: Information related to board members, directors of the management team and employees.
· Relational: Information related to a company’s relationships with investors, partners, suppliers, distributors, customers and the public.
· Organisational: Information on knowledge sharing, IT, organisational routines and processes.
· R&D: Information related to R&D operations, R&D projects, product portfolio and patents.
· Environ/Social: Information related to a company’s policy and agenda for engaging in ethical, environment friendly and socially responsible actions as well as the outcome of these efforts.
The second level of the disclosure checklist is represented by the total disclosure score, which is an aggregation of all disclosure items originating from the five categories. Consequently, the total disclosure score is a measure of the extent of overall disclosure on intangibles in each of the analyst reports. 

1.4.3 Scoring procedure

The disclosure checklist was used to examine the content of the entire analyst report. The report was assigned 1 if it included information on an item, and otherwise 0. Thus, the disclosure score for each analyst report is additive and unweighted. This scoring technique assumes that each item is of equal importance. An additive and unweighted scoring technique reduces the subjectivity, which is otherwise involved in assigning weights to different items when user preferences are unknown (Adrem, 1999; Gray, Meek and Roberts, 1995). Due to the critique against using a weighted scoring technique, the additive and unweighted scoring technique is the most commonly used scoring technique in disclosure studies (see, e.g. Inchausti, 1997; Gray, Meek and Roberts, 1995; Cooke, 1989a) and is, consequently, argued to have become the norm in this type of studies (Courtis, 1996).

For each of the analyst reports, the disclosure score was calculated as the number of items included in the report divided by the total number of items in the checklist: 
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where Djh is the total disclosure score for analyst report j covering company h, dij is disclosure item i, which is 1 if the item is included and 0 otherwise and 81 is the total number of items in the checklist. 

1.4.4 Regression analysis

To examine what determines the extent of disclosure on intangibles in analyst reports, five hypotheses were posed in section 4.3. The four factors underlying the hypotheses are: Extent of disclosure on intangibles in annual reports, Market share on the Nordic stock market, Company size and Listing status. OLS regressions were used to test the five hypotheses.
 

To enable an analysis of if and how the extent of overall disclosure on intangibles in analyst reports is related to the four factors, the total disclosure score was used as the dependent variable in the multivariate regression.
 Furthermore, the hierarchical structure of the checklist was used to examine if and how the extent of disclosure related to each of the five categories (i.e. Human, Relational, Organisational, R&D and Environ/Social) is affected by the factors. Consequently, five
 additional multivariate regressions were run where each of the five categories’ disclosure scores were used as the dependent variable. The choice to conduct an analysis of the extent of category-specific disclosure is motivated by Meek, Roberts and Gray’s (1995) argument that the factors affecting the choice of disclosure extent may vary by information type. 

The common approach used in earlier disclosure studies is to use the same independent variables for all different types of information (see, e.g. Adrem, 1999; Meek, Gray and Roberts, 1995). This is partly the case in this study too. The only factor, which is different in the regressions is the one related to ‘Extent of disclosure on intangibles in annual reports’. In the regression run with the total disclosure score as the dependent variable, the total disclosure score from Arvidssson’s (2003a) study on annual reports is used as the independent variable. In the regressions where each of the five categories’ disclosure scores are used as the dependent variable, the disclosure score used as the independent variable is the annual report score related to the specific category, which is being analysed. This is motivated by the notion that an analyst report’s extent of disclosure on a specific category of intangibles is related to the extent of disclosure the company covered by the report, has on this category (see discussion related to hypotheses 1a and 1b).

1.4.5 Operationalisation of factors

The factors, which were used as independent variables in the regressions, were operationalised as follows: 

Extent of disclosure on intangibles in annual reports (EXT) was measured as the disclosure score
 for company h, which the specific analyst report covers. The investment bank’s size on the Nordic stock market was measured as the investment bank’s market share on the Nordic stock market (INVMS). The market share was calculated as each investment bank’s share of the total trading value in 1999 for the Copenhagen, Helsinki, Oslo and Stockholm Stock Exchanges.
 Company size (SIZECompany) was operationalised as the logarithm of company h’s total sales in 1999.
 Listing status (DListing) was indicated by a dummy variable, which took the value 1 if company h was internationally listed and 0 if it was only listed on its domestic stock exchange. Table 1.1 presents descriptive statistics for the independent variables.

Table 1.1 Descriptive statistics for the independent variables

	Panel A: Summary statistics for selected variables

	
	Mean
	Standard

Deviation
	Minimum

Value
	Maximum

Value

	Extent of total disclosure on intangibles in annual reports1)
	0.528
	0.127
	0.288
	0.875

	Market share on Nordic stock market (%)2)
	2.52
	0.028
	0.16
	8.49

	Total sales (in thousands $)1) 3)
	1 657 616
	4 713 078
	207
	18 942 345

	Panel B: Summary statistics for selected variables

	Total number of analyst reports 
	105
	
	
	

	· Analyst reports covering internationally listed companies

· Analyst reports covering only-domestically listed companies
	43

62
	
	
	


1) Calculated for the 30 companies, which the analyst reports cover.

2) Calculated for the 24 investment banks, which the analyst reports are collected from.

3) Total sales are expressed in thousands of dollars per 31 December 1999.
1.5 Empirical results

In this section, the empirical results from the analyses of the analyst reports are presented. First, the results from the disclosure scoring are presented along with a comparison with Arvidsson’s (2003a) findings of the extent of disclosure on intangibles in annual reports. Then, the disclosure scores are analysed with OLS regressions in order to test the five hypotheses.

1.5.1 Disclosure scores

1.5.1.1 The extent of disclosure on intangibles in analyst reports

Table 1.2 summarises the results of the disclosure scores for the analyst reports. The analysis of the 105 analyst reports reveals that financial analysts on average include 12.2 per cent of the checklist items in the reports.  

Table 1.2 Summary of disclosure scores

	
	Analyst reports (N=105)

	Category
	Highest
	Lowest
	Average
	Median

	Human
	0.250
	0.000
	0.031
	0.000

	Relational
	0.813
	0.000
	0.226
	0.188

	Organisational
	0.455
	0.000
	0.067
	0.000

	R&D
	0.733
	0.000
	0.310
	0.267

	Environ/Social
	0.000
	0.000
	0.000
	0.000

	Total
	0.309
	0.012
	0.122
	0.099


After reviewing the disclosure scores closer it appears that financial analysts primarily focus their disclosures on two of the five categories of intangibles: R&D and Relational. The category on which financial analysts include the most information is R&D. 31.0 per cent of the items in the R&D category is on average accounted for in the analyst reports. This result is in line with Bukh and Meineche’s (2002) study in which they find that analyst reports covering IPOs of companies belonging to pharmaceutical and research industries include most information on R&D. 

Relational is the category, which the analyst reports include second most information on. 22.6 per cent of the items related to a company’s relationships with, for example, other companies, suppliers and customers is on average accounted for in the reports. Information about relationships with customers also appears to be a focus area in the reports, which Bukh and Meineche (2002) study.

The analysis of the reports shows that financial analysts do not direct much attention to items related to the categories Human and Organisational. While an average of 6.7 per cent of the items in the Organisational category is accounted for in the analyst reports, this figure is only 3.1 per cent regarding the Human category. Considering the strong emphasis companies place on “the employees being the most valued asset”, it is somewhat surprising that financial analysts discuss so little of this matter in their reports. 

The results of the disclosure scores reveal that none of the 105 analyst reports include information on items related to environmental, ethical or social responsibility. Thus, financial analysts do not seem to be influenced by the lively debate about investors’ increasing interest for investing in companies, which are regarded as environmentally, ethically and socially responsible (Ross Jayne and Skerratt, 2003; Cummings, 2000; Tickell, 2000). 

Table 1.3 presents a list of the five most frequently disclosed items in each category of intangibles in the analyst reports. Thus, reviewing Table 1.3 provides a richer picture of what financial analysts de facto focus their reports on. According to a study conducted by PricewaterhouseCoopers (2001), CEOs, financial analysts and investors working in or covering the pharmaceutical, biotechnology and health care industries regard information related to product innovation strategy, R&D pipeline, effectiveness of product launches and quality of management as being especially important. Comparing these findings with the list in Table 1.3 reveals that this information is frequently included in the analyst reports. The focus in analyst reports, thus, appears, to be influenced by the importance these three parties place on different types of information. A comparison of the list in Table 4.3 with Bukh and Meineche’s (2002) study shows that four items (the ones marked in bold) also appear on their top-ten list over the items they find that financial analysts most frequently inform about in analyst reports. This indicates that the focus in analyst reports has a certain resemblance.

A closer look at Table 1.3 reveals that 23.8 per cent of the reports includes comments on the abilities of the top management team. This result supports, at least partly, the oft-stated notion that financial analysts emphasise the track record of the management teams as an important performance driver. Other Human related information that receives comments in the reports is changes in employment and the abilities of other employees.

Table 1.3 Summary of the five most frequently disclosed items in each category of intangibles in analyst reports

	
	Disclosure percentage

(%)
	Rank

	HUMAN
	
	

	1. Comments on the abilities of the top management team
	23.8
	11

	2. Mention of CEO
	11.4
	14

	3. Comments on changes in employment
	8.6
	16

	4. Mention of directors of top management team
	7.6
	17

	5. Comments on the abilities of the employees
	6.7
	18

	RELATIONAL
	
	

	1. Comments on the network of suppliers and distributors
	50.5
	4

	2. Mention of strategic alliance(s)
	43.8
	6

	3. Comments on the effects of the strategic alliance(s)
	41.0
	7

	4. Comments on collaboration partner(s)
	34.3
	9

	5. Comments on customer groups
	33.3
	10

	ORGANISATIONAL
	
	

	1. Comments on production efficiency/capacity
	22.9
	12

	2. Comments on investments in organisational routines/processes
	21.0
	13

	3. Comments on image and brands
	9.5
	15

	4. Comments on objectives and reasons for investments in IT
	4.8
	20

	4. Comments on corporate quality performance
	4.8
	20

	4. Comments on organisational flexibility/adaptability
	4.8
	20

	R&D
	
	

	1. Comments on status of product portfolio
	83.8
	1

	2. Comments on the competitive strength of R&D activities in relation to      

     competitors
	60.0
	2

	3. Comments on future prospects regarding R&D
	57.1
	3

	4. Comments on status of R&D projects by position in pre-clinical/clinical stage
	44.8
	5

	5. Comments on policy, strategy and/or objectives of R&D activities
	39.0
	8

	ENVIRON/SOCIAL
	
	

	None of the analyst reports include information on items in the Environ/Social category
	
	


With regard to the Relational category, half of the reports include a description of the company’s network of suppliers and distributors. Comments on the effects of strategic alliance(s) and descriptions of collaboration partner(s) are also frequently included in the reports. A third of the reports identify the company’s customer groups. The findings imply that financial analysts regard it to be relevant to highlight and comment on the company’s relationships not with a specific external stakeholder but with its many different external stakeholders.

‘Production efficiency/capacity’ is the most frequently item commented on (22.9 per cent) in the Organisational category. 21.0 per cent of the reports include a description of which investments the company makes in organisational routines and processes. A company’s image and brands also appear to be deemed interesting to comment on in the reports. 

The product portfolio is by far the most accounted for item in the analyst reports. This is true both for the R&D category per se and for the total checklist (i.e. the 81 items). 83.8 per cent of the reports include a description and a status analysis of the company’s product portfolio. The competitive strength of the company’s R&D activities, as well as future prospects regarding R&D are also frequently commented on in the reports.

1.5.1.2 Comparison with the extent of disclosure on intangibles in annual reports

To enable a comparison between the extent of disclosure on intangibles in analyst reports with that in annual reports, the disclosure scores from Arvidsson’s (2003a) study on annual reports are included in Table 1.4. These scores for the annual reports are calculated for the 30 companies covered by the 105 analyst reports (see Appendix 2).

Table 1.4 Summary of disclosure scores for analyst reports and annual reports

	
	Analyst reports (N=105)
	Annual reports (N=30)

	Category
	Highest
	Lowest
	Average
	Median
	Highest
	Lowest
	Average
	Median

	Human
	0.250
	0.000
	0.031 (4)
	0.000
	0.929
	0.154
	0.449 (4)
	0.473

	Relational
	0.813
	0.000
	0.226 (2)
	0.188
	0.875
	0.222
	0.614 (2)
	0.625

	Organisational
	0.455
	0.000
	0.067 (3)
	0.000
	1.000
	0.000
	0.508 (3)
	0.500

	R&D
	0.733
	0.000
	0.310 (1)
	0.267
	1.000
	0.500
	0.762 (1)
	0.760

	Environ/Social
	0.000
	0.000
	0.000 (5)
	0.000
	0.818
	0.000
	0.307 (5) 
	0.222

	Total
	0.309
	0.012
	0.122
	0.099
	0.875
	0.288
	0.528
	0.513


Source: The disclosure scores for annual reports are from Arvidsson (2003a)

Table 1.4 reveals that there is a considerable difference between the extent of disclosure on intangibles in annual reports and analyst reports. While management teams disclose an average of 52.8 per cent of the checklist items in the annual reports, financial analysts account for on average 12.2 per cent of the items in the analyst reports. Although the average disclosure percentage in analyst reports could be expected to be lower than the percentage in annual reports, potential reasons for the difference need to be discussed. The most obvious reason is that annual reports and analyst reports serve different purposes. While the annual report provides a company’s different stakeholders with a broad range of information, the prime purpose of the analyst report is to provide one category of stakeholders – the investors – with information that they can use when they make investment decisions. Furthermore, management teams have an incentive to increase the level of disclosure since a higher level of disclosure is found to reduce a company’s cost of capital (Botosan and Plumlee, 2002; Sengupta, 1998). This kind of incentive does not influence the level of information financial analysts include in their reports. They include information, which they regard as relevant to support the investment recommendations they supply the investors with.

There are three additional plausible explanations as to why the analyst reports exhibit a lower disclosure percentage: (1) the limited space of an analyst report, (2) the myopic stock market and (3) the difficult accessibility and scarce supply of information on intangibles. First, an analyst report is usually not so comprehensive as an annual report. The average number of pages in the 105 analyst reports was 9 compared to 54 pages for the annual reports.
 Thus, the relatively limited space for the report might force financial analysts to focus their disclosures on the items they regard as being the most important to highlight and comment on. The second explanation has its origin in the notion of the myopic nature of the stock market where financial analysts primarily focus on factors improving a company’s short-term earnings (see, e.g. Black and Fraser, 2002; Bushee, 1998). If the critique of financial analysts’ myopia is true, this might explain why they pay so little attention to discussing intangibles, which primarily can be seen to improve a company’s long-term earnings. A third explanation for the low disclosure percentage could be that financial analysts simply find it difficult to access information on intangibles. Although the average disclosure score in annual reports is four times the score in analyst reports, the information supply concerning intangibles in annual reports is still rather scarce. Furthermore, financial analysts might regard the information on intangibles in annual reports to be too brief to enable them to make insightful comments on the role they play in the corporate value-creation process. 

A comparison between Arvidsson (2003a) and the present study shows that the focus in annual reports and analyst reports is on the same categories of intangibles (see Table 1.4). Both management teams and financial analysts disclose the most information related to the R&D category, followed by the categories Relational, Organisational, Human and Environ/Social. The findings of the same ranking order suggest that the extent of disclosure on intangibles in analyst reports could be positively related with the extent of disclosure on intangibles in annual reports. Thus, if a company discloses much information related to a specific category of intangibles there is more information available for analysts to centre their reports on. The relationship, i.e. hypotheses 1a and 1b, is to be tested in the OLS regressions in Section 1.5.2.

Table 1.5 presents a list of the five items in each category of intangibles, which are the ones most frequently disclosed in annual reports. The summary is based on the disclosure scores in Arvidsson (2003a) and focuses on annual reports from the 30 companies covered by the 105 analyst reports (see Appendix 2). A comparison of Table 1.3 with Table 1.5 shows that there are 11 items (indicated in bold in Table 1.5), which are among the most frequently disclosed items in both annual reports and analyst reports.
 3 out of 5 items related to the categories Relational, Organisational and R&D are among the most frequently disclosed in both types of documents. This indicates that management teams and financial analysts to a great extent focus on the same types of items in the different categories of intangibles. These findings further support the hypothesis that the extent of disclosure on intangibles in analyst reports is positively related to the extent of disclosure on intangibles in annual reports. To enable a comparison between how the items are ranked in the two types of documents, the rank position of each of the 25 items in Table 1.5 is inserted for both the annual reports and the analyst reports.

Table 1.5 Summary of the five most frequently disclosed items in each category of intangibles in annual reports 

	
	Disclosure Percentage

in Annual Reports

(%)
	Rank

Annual 

Reports

(N=26)1
	Rank

Analyst

Reports

(N=33)2

	HUMAN
	
	
	

	1. Their (i.e. Board members') work experience (professional career)
	100.0(1)
	1
	31

	2. Comments on the abilities of the employees
	93.3(2)
	2
	26

	3. His/hers (i.e. CEO's) work experience (professional career)
	73.3(6)
	8
	32

	4. Name and age of board members
	70.0(7)
	9
	31

	4. Name and age of CEO
	70.0(7)
	9
	22

	RELATIONAL
	
	
	

	1. Description of the network of suppliers and distributors
	86.7(3)
	4
	4

	2. Description of collaboration partner(s)
	83.3(4)
	5
	11

	2. Identification of customer groups 
	83.3(4)
	5
	12

	3. Objectives and reasons for collaboration agreement(s)
	80.0(5)
	6
	21

	4. Statement on collaboration agreement(s)
	66.7(8)
	10
	14

	ORGANISATIONAL
	
	
	

	1. Comments on production efficiency/capacity
	73.3(6)
	8
	16

	2. Statement of corporate quality performance
	66.7(8)
	10
	28

	2. Description of status of production technology
	66.7(8)
	10
	32

	3. Comments on organisational flexibility/adaptability
	63.3(9)
	11
	28

	4. Statement of image and brands
	53.3(10)
	14
	23

	R&D
	
	
	

	1. R&D expenses
	100.0(1)
	1
	10

	1. Statement of policy, strategy and/or objectives of R&D activities
	100.0(1)
	1
	8

	2. Comments on the competitive strength of R&D activities in 

    relation to competitors
	93.3(2)
	3
	2

	3. Description and status of product portfolio
	86.7(3)
	4
	1

	3. Future prospects regarding R&D
	86.7(3)
	4
	3

	ENVIRON/SOCIAL
	
	
	

	1. Statement of environmental policy
	66.7(8)
	10
	33

	2. Objectives and strategy for environmental program
	40.0(11)
	17
	33

	2. Statement of working environmental and safety policy
	40.0(11)
	17
	33

	3. Comments on achievements in environmental program
	33.3(12)
	19
	33

	3. Statement of policy regarding corporate social responsibility
	33.3(12)
	19
	33


Source: The summary of the most disclosed items in the annual reports is based on the disclosure scores from Arvidsson (2003a).

1 The different items take rank positions in the interval 1-26, where items with rank 26 are the ones, which 

  are the least disclosed in annual reports, i.e. these items are only disclosed in two of the 30 annual reports. 

2 The different items take rank positions in the interval 1-33, where items with rank 33 are not included in

  any of the 105 analyst reports.

1.5.2 Factors influencing the disclosure scores

The correlations between the independent variables are presented in Table 1.6. The correlation matrix does not imply that there should be any problem in isolating the influence of the different independent variables in the regression analysis. A test for multicollinearity also supported this conclusion. Table 1.7 presents the results of the OLS regressions, which were run to test the five hypotheses. A discussion of the regression results and their implications for the hypotheses follows below.

Table 1.6 Correlation between the independent variables    

	
	EXTTot
	INVMS
	SIZECompany
	DListing

	EXTTot
	1
	
	
	

	INVMS
	0.029
	1
	
	

	SIZECompany
	0.335
	-0.294
	1
	

	DListing
	0.120
	-0.228
	0.422
	1


Regression results: Total Score

Reviewing the results from the univariate regressions run with SCORETot as dependent variable (row 1, 6, 7 and 8 of Table 1.7) reveals that three coefficients, i.e. EXTTot, SIZECompany and DListing are positive and significantly different from zero. In the multivariate regression (row 9) only EXTTot and DListing are positive and significant on the 10% significance level. This lends credence to hypothesis 1a, which assumed that the extent of overall disclosure on intangibles in an analyst report is positively related to the extent of overall disclosure on intangibles in the annual report of the company covered by the analyst report. The result also supports hypothesis 4, which assumed that the disclosure on intangibles is more extensive in analyst reports covering internationally listed companies than in analyst reports covering companies, which are only domestically listed. While the result from the univariate regression supports hypothesis 3, the result from the multivariate regression rejects the notion that an analyst report covering a larger company includes more information on intangibles than an analyst report covering a smaller company.

The regression results refute hypothesis 2, which was based on the notion that an investment bank, which is a large actor on the Nordic stock market would have more resources and, therefore, better opportunities to acquire and interpret information on intangibles from Nordic companies than an investment bank, which is small on the Nordic stock market. The results, thereby, indicate that the extent of information on intangibles in analyst reports is not related to whether the report-producing investment bank is a small or a large actor on the Nordic stock market.

Table 1.7 Summary of results from univariate and multivariate analyses

The univariate regressions are run as:

SCOREjh = (j   + (jXjh + (j 

where SCOREjh is the total disclosure score and the category-specific disclosure scores, respectively (i.e. Human, Relational, Organisational, R&D and Environ/Social) for analyst report j covering company h and Xjh represents the following independent variables, respectively: EXT = company h’s disclosure score with respect to its extent of overall and category-specific disclosure on intangibles in its annual report from 1999, INVMS = market share on the Nordic stock market for the investment bank, which the specific analyst report comes from,  SIZECompany = logarithm of total sales in 1999 for company h and DListing = dummy variable, 1 if company h is internationally listed and 0 if it is only domestically listed.

The multivariate regressions are run as:

SCOREjh = ( + (1EXT + (2 INVMS  + (3SIZE +  (4D2Listing  + (j

The regressions are run with White-adjusted standard errors

	
	
	
	Independent variables
	

	Row
	Dep.

variable
	Intercept
	EXTTot
	EXTHum
	EXTRel
	EXTOrg
	EXTR&D
	INVMS
	SIZECompany
	DListing
	Adj.

R2

	1
	SCORETot
	0.0673***

(2.580)
	0.0976**

(2.048)
	
	
	
	
	
	
	
	0.018

	2
	SCOREHum
	0.0317***

(2.415)
	
	-0.0018

(-0.070)
	
	
	
	
	
	
	0.010

	3
	SCORERel
	0.0702

(1.052)
	
	
	0.2403***

(2.456)
	
	
	
	
	
	0.020

	4
	SCOREOrg
	-0.0171

(-0.736)
	
	
	
	0.1403***

(3.152)
	
	
	
	
	0.089

	5
	SCORER&D
	-0.0641

(-0.707)
	
	
	
	
	0.4898***

(3.922)
	
	
	
	0.135

	6
	SCORETot
	0.1292***

(13.692)
	
	
	
	
	
	-0.2186

(-1.048)
	
	
	0.001

	7
	SCORETot
	0.0678***

(3.024)
	
	
	
	
	
	
	0.0036***

(2.492)
	
	0.022

	8
	SCORETot
	0.1101***

(13.347)
	
	
	
	
	
	
	
	0.0280**

(2.087)
	0.031

	9
	SCORETot
	0.0618**

(1.993)
	0.0791*

(1.545)
	
	
	
	
	-0.1210

(-0.548)
	0.0008

(0.368)
	0.0217*

(1.301)
	0.028

	10
	SCOREHum
	0.0295

(1.071)
	
	0.0069

(0.266)
	
	
	
	-0.1818

(-1.095)
	0.0006

(0.442)
	-0.0120

(-0.979)
	0.024

	11
	SCORERel
	0.0991

(1.106)
	
	
	0.3018***

(2.565)
	
	
	-0.2423

(-0.422)
	-0.0043

(-0.663)
	0.0105

(0.251)
	0.005

	12
	SCOREOrg
	-0.0600***

(-1.989)
	
	
	
	0.1150**

(1.965)
	
	0.3237

(1.086)
	0.0033

(1.104)
	-0.0059

(-0.274)
	0.073

	13
	SCORER&D
	0.0159

(0.159)
	
	
	
	
	0.3556***

(3.125)
	-0.6161

(-1.162)
	0.0000

(0.006)
	0.1056***

(2.855)
	0.233


Note: The t-values are presented in the parentheses

*** Significant at the 1% level for one-tailed tests

** Significant at the 5% level for one-tailed tests

* Significant at the 10% level for one-tailed tests

N = 105

Regression results: Human

There does not appear to be any association between the extent of disclosure on the Human category, i.e. SCOREHum and any of the four independent variables (row 2 and 10 of Table 1.7). Not even the extent of disclosure on the Human category in the annual report of the company covered by the analyst report seems to be related to SCOREHum. The regression results can probably be explained by the low average disclosure percentage of 3.1, which the analyst reports exhibit for the Human category. Thus, the average disclosure percentage is so low that it is simply not possible to detect any relations between the dependent variable and the independent variables. 

Regression results: Relational

Both the univariate regression and the multivariate regression (row 3 and 11 of Table 1.7) reveal that there is a positive and significant relationship between the extent of disclosure on the Relational category in analyst reports and the extent of disclosure on the same category in annual reports. Coefficient EXTRel is positive and significantly different from zero on the 1% significance level in both regressions. None of the other three independent variables exhibits a relationship with the dependent variable SCORERel. Thus, hypothesis 1b is the only one supported by the regression results. This lends credence to the notion that the extent of category-specific disclosure in an analyst report, at least for the Relational category, is positively related to the extent of category-specific disclosure in the annual report of the company covered by the specific analyst report.

Regression results: Organisational

The coefficient EXTOrg is positive and significantly different from zero both in the univariate and in the multivariate regression (row 4 and 12 of Table 1.7). The positive relationship between the extent of disclosure on Organisational in analyst reports and the extent of disclosure on Organisational in annual reports is stronger in the univariate regression than in the multivariate regression. The EXTOrg-coefficient is the only independent variable, which is significantly different from zero in the multivariate regression. This further strengthens the support for hypothesis 1b.

The column with the adjusted R2:s reveals that the adjusted R2 is higher for the univariate regression with SCOREOrg as the dependent variable than for the univariate regression with SCORERel as the dependent variable. A possible explanation could be that information related to the Relational category involves two or more parties, for example, collaboration partner(s), supplier(s) and customer(s), which means that information on a specific relationship can be acquired from other sources than from the company itself. Information related to the Organisational category, on the other hand, is more company specific and would, thus, best be acquired directly from company sources such as the annual report. Intuitively this reasoning would suggest that EXTOrg is a better explanatory variable of SCOREOrg than EXTRel is of SCORERel. This reasoning is supported by the results of the adjusted R2:s.  

Regression results: R&D

Both in the univariate regression and in the multivariate regression (row 5 and 13 of Table 1.7), is the extent of disclosure on R&D in an analyst report significantly and positively related to the extent of disclosure on R&D in the annual report of the company covered by the analyst report. The coefficient EXTR&D is positive and significantly different from zero on the 1% significance level. The adjusted R2 in the univariate regression shows that the explanatory power of EXTR&D is considerably higher than the R2:s of EXTHum, EXTRel and  EXTOrg. The extent of information on R&D, which a company supplies outsiders with through its annual report, thus, seems to be a good variable to explain the extent of disclosure on R&D in analyst reports covering the specific company.

The only other coefficient, which is positive and significantly different from zero in the multivariate regression is DListing. The coefficient DListing is significant on the 1% significance level. Thus, the extent of disclosure on R&D in an analyst report appears to be positively related to if the company, which the report covers, is internationally listed. Arvidsson (2003a) found that an internationally listed company discloses more information related to R&D in its annual report than a company only listed on its domestic stock exchange. She argues that the listing effect might be explained by the fact that companies, which are internationally listed are likely to issue informative disclosures on their R&D-activities since they are not so well known in the country where they are foreign-listed as they are in their home country. Intuitively, this means that an investment bank has easier access to information on an internationally listed company’s R&D activities than to information on an only-domestically listed company’s R&D activities. This might explain why the extent of disclosure on R&D is found to be positively related to the coefficient DListing.

1.6 Discussion and concluding remarks

The present analysis of the 105 analyst reports reveals that financial analysts provide investors with information on intangibles. An average of 12.2 per cent of the items in the checklist is included in the analyst reports. This indicates that the information in analyst reports contributes to reducing the information asymmetry existing between management teams and investors when intangibles are concerned. This finding is in line with Barth, Kasznik and McNichols (2001) who conclude in their study on analyst coverage that financial analysts provide information on intangibles, which at least partly compensates for information, which is not provided by the present financial accounting system. Thus, financial analysts appear to participate in mitigating this information asymmetry by acquiring information on intangibles from management teams and then interpret, discuss and comment on the information in their reports. Their role in the information flow, thereby, has the potential of enhancing the efficient allocation of capital on the stock market.

Although the analyst report appears to be a complement to the annual report when it comes to providing investors with information on intangibles, an average disclosure percentage of 12.2 might seem low, especially considering that Arvidsson (2003a), using the same checklist on annual reports, finds that management teams on average provide information on 52.8 per cent of the items. For two reasons this conclusion might, however, be invalid. First, the lack of studies to compare the present result with makes it difficult to determine whether a disclosure percentage of 12.2 is actually high or low in relation to the extent of information analyst reports usually include on intangibles. Second, the annual report serves a different purpose from that of the analyst report. While the annual report includes a broad range of information directed at a company’s many different stakeholders, the analyst report’s prime purpose is to provide one category of stakeholders – the investor – with information, which is useful as input for making investment decisions. Together with the findings that a higher level of disclosure is associated with a lower cost of capital (Botosan and Plumlee, 2002; Sengupta, 1998) this might explain why management teams include more information on intangibles.

The disclosure scores show that financial analysts primarily focus on two of the five categories of intangibles: R&D and Relational. An average of 31.0 per cent of the items related to the R&D category is accounted for in the reports, while on average 22.6 per cent of the items in the Relational category is accounted for. Considering that R&D is probably the most important business activity in these knowledge-intense companies it is not surprising that financial analysts include much information related to this category. Bukh and Meineche (2002) also find a strong focus on R&D when they study analyst reports covering IPOs of companies belonging to pharmaceutical and research industries. In a comprehensive study conducted by PricewaterhouseCoopers (2001) CEOs, financial analysts and investors working in or covering the pharmaceutical, biotechnology and health care industries were found to regard information related to product innovation strategy, R&D pipeline, effectiveness of product launches as especially important. The R&D focus in analyst reports, thus, appears to be influenced by the importance these three parties assign to this type of information.
Reviewing the items in the Relational category reveals that financial analysts highlight and discuss a company’s relationships not with a specific external stakeholder but with its many different external stakeholders. Descriptions of network of suppliers and distributors, comments on strategic alliance(s) and collaboration partner(s), as well as identifications of customer groups are all frequently included in the reports. This appears to be in line with the notion underlying relationship marketing, which accentuates the necessity for a company to focus on building good and long-term relations with all its stakeholders (see, e.g. Aijo, 1996; Grönroos, 1990). Thus, financial analysts seem to regard it relevant to provide investors with information that highlights the nature and success of a company’s many different relationships.

The analyst reports do not include much information on items related to the two categories Organisational and Human. Considering the strong emphasis management teams place on the “employees being the most valued asset”, it is somewhat surprising that financial analysts direct so little attention to comment on information related to the employees.

There is, however, an area of information on which financial analysts focus even less. The disclosure scores, namely, show that none of the 105 reports include information on items related to environmental, ethical or social responsibility. Considering the lively debate about the importance of investing in companies, which are regarded as environmentally, ethically and socially responsible (Ross Jayne and Skerratt, 2003; Cummings, 2000) and the growing interest for socially responsible investments (SRI) (see Eccles, Herz, Keegan and Phillips, 2001), it could be expected that financial analysts would at least touch upon these issues in their reports. An explanation for the non-existent disclosure of information on these issues can be that financial analysts do not regard this information as important to a company’s financial performance and, therefore, do not include it in the analyst reports. Support for this explanation can be seen in Cramon and Eccles (1999) who find that financial analysts regard company information related to environmental issues as less relevant when they make investment recommendations.

An important motive underlying the present study was to explore if there is an information gap concerning which categories of intangibles management teams and financial analysts highlight and comment on in annual reports and analyst reports.  This was conducted by comparing the results from the present study with Arvidsson’s (2003a) findings of the extent of disclosure on intangibles in annual reports. The comparison shows that management teams and financial analysts focus on the same categories of intangibles. Both types of reports include most information on items related to the R&D category, followed by items related to the categories Relational, Organisational, Human and Environ/Social. 

Comparing which items in the five categories financial analysts and management teams most frequently include in analyst reports and annual reports, respectively, reveals that they focus to a great extent not only on the same categories of intangibles but also on the same types of items within these categories. Besides suggesting that no information gap exists, the findings lend credence to the hypotheses, which assumed that the extent of disclosure on intangibles in analyst reports is positively related to the extent of disclosure on intangibles in annual reports.

The regression results also strongly support these hypotheses. The results show that both the total and the category-specific disclosure scores in analyst reports are positively related to the total and category-specific extent of disclosure on intangibles in annual reports. These findings support the notion that a company’s information supply concerning intangibles might influence the focus and content in analyst reports. Thus, if a company supplies the actors on the stock market with much information on intangibles via its annual report or other means of communication there is more information for financial analysts to comment on in their reports. This indicates that a company’s management team has, at least some, power in influencing the extent and type of information concerning intangibles that financial analysts communicate to investors via analyst reports. If management teams increase their focus on intangibles or shift the focus to other categories of intangibles this would probably affect the information flow between management teams, financial analysts and investors.
Although an investment bank, which is a large actor on the Nordic stock market intuitively has more resources set aside to acquire and interpret information on a Nordic company’s intangibles, this does not seem to be influential on the actual extent of disclosure on intangibles in analyst reports. The hypothesis, which tested this relation is, thus, refuted. Another proxy for the investment banks’ size of their Nordic operations would perhaps have captured a relationship. If not, the extent of information included on intangibles in analyst reports might be more related to the actual emphasis financial analysts at an investment bank place on the importance intangibles play in the corporate value-creation process. 

The present study also rejects the hypothesis, which assumed that an analyst report covering a larger company includes more information on intangibles than a report covering a smaller company. Only in the univariate regression with the total disclosure score as the dependent variable could a positive relationship be confirmed. Arvidsson (2003a) found that larger companies have more extensive disclosures on intangibles than smaller companies, which implies that financial analysts have easier access to information related to a large company’s intangibles than they have to a small company’s intangibles. The notion that this would result in analyst reports covering larger companies having more extensive disclosures on intangibles than reports covering smaller companies is, however, refuted. 

The results from the regression analyses lend support for the hypothesis, which assumed that analyst reports covering internationally listed companies include more information on intangibles than those covering only-domestically listed companies. Both the total disclosure on intangibles and disclosure related to the R&D category are positively related to if the company covered by an analyst report is internationally listed. Arvidsson (2003a) found that internationally listed companies disclose more on R&D than only-domestically listed companies, which could explain part of the findings. Thus, internationally listed companies appear to supply more information on R&D, which means that financial analysts have more to comment on in their reports. Arvidsson (2003a) and Williams (2001) did, however, not find that internationally listed companies have more extensive overall disclosures on intangibles than only-domestically companies have.

After conducting the present study, some suggestions concerning the design of future studies have arisen. First, in order to determine the role financial analysts and their analyst reports play in the information flow concerning intangibles, there is a need for more studies focused on this research area. These studies could be elaborated by including interviews, which, for example, could explore financial analysts’ views concerning the alleged acquiring difficulties and problems with understanding and communicating the role intangibles play in a company’s value-creation process. Future studies should also focus on identifying other factors, which might explain the extent of information on intangibles in analyst reports. Second, to determine if the extent of and focus on information on intangibles in analyst reports are industry-specific, the present checklist could be used on analyst reports covering companies belonging to other industries than knowledge-intense. Third, considering the findings that both management teams and financial analysts focus their disclosures on intangibles upon R&D and different company relations, it would be relevant to examine how information related to these two areas de facto is valued by investors on the stock market.
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Appendix 1 Investment banks from which analyst reports have been collected

	Investment bank

	Alfred Berg

	Alm. Brand Bank

	Aragon

	Aros Securities

	BG Bank

	Carnegie 

	Credit Suisse First Boston

	Danske Securities

	Den Norske Bank

	Enskilda Securities

	Erik Penser

	Fisher Partners

	Goldman Sachs

	H&Q 

	HSBC Securities

	Handelsbanken Markets

	Jyske Bank

	Matteus FK

	MeritaNordbanken

	Merrill Lynch 

	Midtbank

	Nordiska FK

	Société Générale

	Sydbank A/S


Appendix 2 Companies covered by the analyst reports

	COMPANIES
	INDUSTRY

	Swedish Companies
	

	Active Biotech
	Biotechnology

	Artema
	Health Care Equipment

	Artimplant
	Biotechnology

	AstraZeneca
	Pharmaceuticals

	Biacore
	Health Care Equipment

	Biophausia
	Biotechnology

	Biora
	Biotechnology

	Elekta 
	Health Care Equipment

	Gambro
	Health Care Distribution & Service

	Getinge
	Health Care Equipment

	Karo Bio
	Biotechnology

	Medi Team
	Biotechnology

	Medivir
	Biotechnology

	Nobel Biocare
	Health Care Supplies

	Perbio Science
	Biotechnology

	Pharmacia & Upjohn
	Pharmaceuticals

	Q-Med
	Biotechnology

	Danish Companies
	

	Bavarian Nordic
	Biotechnology

	Chr. Hansen Holding
	Pharmaceuticals

	Coloplast
	Health Care Supplies

	H. Lundbeck
	Pharmaceuticals

	NeuroSearch
	Biotechnology

	Novo Nordisk
	Pharmaceuticals

	Radiometer
	Health Care Equipment

	Torsana
	Health Care Equipment

	William Demant Holding
	Health Care Equipment

	Norwegian Companies
	

	Axis Shield
	Health Care Equipment

	Nycomed Amersham
	Health Care Equipment

	Finnish Companies
	

	Instrumentarium
	Health Care Equipment

	Orion
	Pharmaceuticals


Appendix 3 Disclosure checklist

	
	Human (N=28)

	1
	Mention of board members

	2
	Comments on their educational background (academic career)

	3
	Comments on their work experience (professional career)

	4
	Comments on the abilities of the Board

	5
	Mention of CEO

	6
	Comments on his/hers educational background (academic career)

	7
	Comments on his/hers work experience (professional career)

	8
	Comments on the abilities of the CEO

	9
	Mention of directors of top management team

	10
	Comments on their educational background (academic career)

	11
	Comments on their work experience (professional career)

	12
	Comments on the abilities of the top management team

	13
	Comments on the age structure of the employees

	14
	Comments on the employees’ level of education

	15
	Comments on the structure of employees by functionality 

	16
	Comments on the female/male structure of the employees

	17
	Comments on rate of employee turnover

	18
	Comments on changes in employment

	19
	Comments on the abilities of the employees

	20
	Comments on recruitment policy

	21
	Comments on policy on competence development

	22
	Comments on competence development program and activities 

	23
	Comments on policy on employee participation/involvement

	24
	Comments on dependence of key employees

	25
	Comments on incentive program – top management team

	26
	Comments on incentive program – other employees

	27
	Comments on employee safety and health

	28
	Comments on employee satisfaction measures

	
	Relational (N=16)

	29
	Mention of strategic alliance(s)

	30
	Comments on objectives and reasons for strategic alliance(s)

	31
	Comments on alliance partner(s)

	32
	Comments on the effects of the strategic alliance(s)

	33
	Mention of collaboration agreement(s)

	34
	Comments on objectives and reasons for collaboration agreement(s)

	35
	Comments on collaboration partner(s)

	36
	Comments on the effects of the collaboration agreement(s)

	37
	Comments on the network of suppliers and distributors

	38
	Comments on customer groups

	39
	Comments on customer relations

	40
	Comments on policy on customer involvement

	41
	Comments on dependence of key customers

	42
	Comments on customer satisfaction measures

	43
	Comments on investor relations

	44
	Comments on policy on external communication activities

	
	Organisational (N=11)

	45
	Comments on internal communication policy

	46
	Comments on internal sharing of knowledge and information

	47
	Comments on IT systems

	48
	Comments on objectives and reasons for investments in IT

	49
	Comments on organisational culture

	50
	Comments on image and brands

	51
	Comments on corporate quality performance

	52
	Comments on investments in organisational routines/processes

	53
	Comments on organisational flexibility/adaptability

	54
	Comments on status of production technology

	55
	Comments on production efficiency/capacity

	
	R&D (N=15)

	56
	Comments on R&D expenses 

	57
	Comments on number of employees in R&D

	58
	Comments on policy, strategy and/or objectives of R&D activities

	59
	Comments on the competitive strength of R&D activities in relation to competitors

	60
	Comments on R&D invested in basic research

	61
	Comments on R&D invested in product development

	62
	Comments on status of R&D projects by position in pre-clinical/clinical stage

	63
	Comments on status of product portfolio

	64
	Comments on status of license agreements

	65
	Comments on status of application process registration/sales/FDA

	66
	Comments on company patents

	67
	Comments on patents pending

	68
	Comments on generic competition

	69
	Comments on policy regarding patent protection

	70
	Comments on future prospects regarding R&D

	
	Environ/Social (N=11)

	71
	Comments on environmental policy

	72
	Comments on objectives and strategy for environmental program

	73
	Comments on achievements in environmental program

	74
	Comments on environmental approvals

	75
	Comments on utilisation of energy, raw materials and other input goods

	76
	Comments on future prospects regarding environmental program

	77
	Comments on working environmental and safety policy

	78
	Comments on policy regarding corporate social responsibility

	79
	Comments of ethical business policy

	80
	Comments on community involvement

	81
	Comments on charity policy












































































































































































































































Human


(28 items)








Relational


(16 items)





Organisational


(11 items)





R&D


(15 items)





Environ/Social


(11 items)





Total Disclosure Score


(81 items)














� The focus in this category is on items related to a company’s ethical, environment friendly and socially responsible actions.


� Although a few are more national than international, they all function as investment banks with financial analysts publishing analyst reports and issuing investment recommendations.


� While Bukh, Nielsen, Gormsen and Mouritsen (2003) examine 68 Danish IPO prospectuses from the period 1990-2001, Williams (2001) examines annual reports from 31 U.K. companies listed on FTSE 100 during the period 1996-2000.


� Due to problems with finding information on all the investment banks’ size of their Nordic operations, their market share on the Nordic stock market was the best size proxy. The investment bank’s total asset or total sales could have been used as a size proxy. These proxies would, however, not capture the investment bank’s actual size on the Nordic stock market. 


� The term ‘overall disclosure’ is used to define disclosure, which is not exclusively focused on intangibles.


� See Ahmed and Courtis (1999) and Marston and Shrives (1996) for comprehensive reviews of the results of studies, which have tested company size as a determinant of the extent of disclosure.


� Reviewing my sample shows that companies, which are internationally listed have a larger share of foreign owners than those that are only-domestically listed. Thus, since the two determinants seem to be positively correlated, testing ‘share of foreign owners’ as a determinant of the extent of disclosure on intangibles would probably yield similar results as testing ‘listing status’. 


� No Icelandic companies fulfilled the selection criteria in Arvidsson (2003a), and the present study, thus, focuses only on reports covering companies in Sweden, Denmark, Norway and Finland.


� The companies’ industry codes have been collected either from the Stock Exchanges’ GICS codes or the Stock Exchanges’ own coding systems. The Copenhagen, Oslo and Stockholm Stock Exchanges all use GICS (i.e. Global Industry Classification Standard) codes to classify stocks into different industries. The GICS coding system is developed by Morgan Stanley Capital International Inc. and Standard & Poor’s. The Helsinki Stock Exchange uses their own coding systems.


� A test was also run to see if analyst reports produced during the latter part of 1999 included more information than those produced early in the year. The result did, however, not exhibit any such bias.


�The investment banks are American, British, Danish, French, German, Norwegian and Swedish, respectively.


�The following studies were reviewed in the process of designing the checklist: Bukh, Nielsen, Gormsen and Mouritsen, 2003; Adrem, 1999; Inchausti, 1997; Gray, Meek and Roberts, 1995; Hossain, Perera and Rahman, 1995; Meek, Roberts and Gray, 1995; Cooke, 1989a, 1989c; Chow and Wong-Boren, 1987; Barrett, 1976; Choi, 1973; Singhvi and Desai, 1971. The checklists, which were the most influential on the design of the present checklist were the ones used in Bukh, Nielsen, Gormsen and Mouritsen (2003), Adrem (1999) and Gray, Meek and Roberts (1995).


� The only difference between the checklists is that the wording of some of the items in the one used for the analyst reports is modified to better comply with the way information is disclosed in analyst reports. While annual reports include statements and objectives proposed by management teams, analyst reports include comments on these issues. Thus, the present study focuses on comments made on these issues by financial analysts in the analyst reports. 


� The label ‘R&D’ is used as a generic concept and although it is closely related to a company’s different strategic R&D activities it should not be confused with the R&D function per se. The choice to include a category, which incorporates items similar to the ones incorporated in this checklist, and label it ‘R&D’ has been a common procedure in earlier disclosure studies (see Bukh, Nielsen, Gormsen and Mouritsen, 2003; Meek, Roberts and Gray, 1995).


� To ensure the reliability of the study, i.e. that it is apt for replication the disclosure checklist underlying the analysis is presented in its full version in Appendix 3. Although the 81 items are carefully specified, practical problems do arise in the scoring procedure. These problems were mitigated through detailed scoring instructions and comments on the actual score related to each item. These scoring instructions and comments can be requested from the author.


� In the regression analysis the regressions are run under the assumption of a super population of analyst reports covering Nordic knowledge-intense companies over time.


� The disclosure scores are assumed to disclose interval scale properties. 


� The results from the disclosure scoring revealed that non of the 105 analyst reports disclosed information on the category Environ/Social. This meant that only four of the five additional multivariate regressions could be run. 


� The disclosure scores were calculated in Arvidsson’s (2003a) study, which focused on the extent of disclosure on intangibles in annual reports from 1999. The total disclosure score was used as independent variable in the first regression and the category-specific score related to each of the five categories were used in the following regressions.


� The data underlying the calculations of each investment bank’s share on the Nordic stock market was collected from Copenhagen, Helsinki, Oslo and Stockholm Stock Exchanges, respectively. 


� There was no significant difference in the results of the regressions when the logarithm of total sales was replaced with the logarithm of total assets. The trading volume and the turnover for the companies’ stocks were also tested as size variables. These tests did not exhibit any significant differences in the results of the regressions either.


� The average number of pages for the annual reports was calculated for the 30 companies (see Appendix 2) covered by the included analyst reports. If pages with pictures, accounting numbers and notes were excluded, the average number of text pages in the annual reports is 30. 


� The wording of some of the items in Table 1.5 is a bit different from the wording in Table 1.3. As stated in section 1.4.2, this is due to the checklist used on analyst reports having been modified to better comply with the way information is disclosed in analyst reports.


� To control for the presence of heteroskedasticity, the White-adjusted standard errors were calculated (White, 1980). The White-adjusted standard errors did not affect the significance of the results.
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