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Abstract

The Impact of IFRS Adoption and Corporate Governance Principles on 

Transparency and Disclosure: The Case of Istanbul Stock Exchange
The beneficial consequences of reduction in asymmetric information through disclosure and the performance effects of International Financial Reporting Standards (IFRS) are well-established. However, whether disclosure quality indeed increases due to mandatory and voluntary regulation/best practices , such as the adoption of IFRS and Corporate Governance Principles is still an emprical question that hasn’t been directly tested.  This paper tests this in an emerging market (EM where the infrastructure, dominant family ownership, and lax rules and implementation make it less likely for the disclosure quality effects to be observed. We show that Transparency & Disclosure (T&D) scores have improved during 2003-2005 in a sample of  Istanbul Stock Exchange Index firmsand those who voluntarily adopted IFRS generally have significantly higher scores. However, the 2005 T&D scores for mandatory and voluntary adopters are not significantly different. Multivariate  analysis shows that voluntary IFRS adoption, Corporate Governance (CG) principles, and mandatory IFRS adoption all increase financial disclosure and overall T&D scores. These findings should be of interest to researchers, policy makers, and regulators, especially in EMs that have recently started to adopt these best practices
Keywords: corporate governance; transparency/disclosure index; IFRS; CG principles; voluntary adoption; mandatory adoption
JEL Classifications: G3; M4; O1
1. Introduction
As a result of the recent global financial crisis and the post-Enron heightened awareness of the economic benefits of good corporate governance (CG) and enhanced transparency and disclosure (T&D), countries/firms have been increasing mandatory/voluntry disclosure requirements through new legislation and best practices. Prior economic consequences research has mostly shown that  firms with higher CG quality make more informative disclosures (see, e.g., Beekes and Brown, 2006) 
,  have lower cost of capital (Sengupta, 1998), lower credit spreads (Yu, 2005), higher values and profitability, and lower risk (Gompers et al., 2003; Brown and Caylor, 2009 & 2006; Black et al., 2006), including litigating risk (Field et al., 2005).  
These relationships and expected benefits of T&D are more important for emerging markets, especially for a country such as Turkey that faces an important dilemma: while Turkey is in urgent need of external capital as its economy is growing faster than those of many other nations, its most important agency problem is the expropriation of minority shareholders’ wealth by highly concentrated family owners – a practice that deters the development of its capital markets and hence access to capital in both internal and external markets. Furthermore, due to its French Law origin, Turkey has been slow in the development and enforcement of its commercial law and CG and T&D best practices. However, the prospect of accession to the European Union, and the need to tap external capital sources have been changing this infrastructure. As a result, an increasing number of publicly traded companies started to voluntarily adopt International Financial Reporting Standards (IFRS) from 2002 on. The Capital Markets Board (CMB) of Turkey promulgated its voluntary Corporate Governance Principles and required a Compliance Report to appear as a separate section of the annual reports of public firms in 2004. Finally, IFRS adoption became mandatory in 2005.
 
In this study, we exploit the sequential timing of these three reforms to examine their impact on the T&D intensity of a se lected sample of  Istanbul Stock Exchange (ISE) index firms. We investigate the impact of these institutional reforms on the T&D scores and not on capital market  variables  such as the cost of capital, bid-ask spread, stock returns, or other measures of performance due to several reasons. First, the latter effects are explored heavily in prior research and are influenced by the anticipation in markets ahead of IFRS adoption and differences in implementation and enforcement (and governance) regimes (see, e.g., Daske et al., 2008). Thecapital market effects are also confounded by other factors.
 
Second, we believe that the direct relationship of IFRS adoption and CG principles compliance reporting with T&D intensity and quality is important in and of itself and to the best of our knowledge, has not been tested.  For one thing, there should first be a significant  increase in the disclosure intensity and quality provided to external uninformed users for most of the agency  and  capital markets benefits to take effect. Hence, we envision the improvement in quality and quantity of disclosure as the process or path through which IFRS and similar regulatory efforts impact the capital market variables and the  financial statement numbers. However, most studies have taken for granted that IFRS adoption would increase firm level and market level T&D in testing and inferring capital market effects. 

 Finally, the aforementioned assumption that IFRS would enhance disclosure may not necessarily hold. First, the training, implementation, higher audit fees and competitive costs of mandatory IFRS adoption may curtail some voluntary disclosures, especially in smaller firms that cannot afford both compliance and further voluntary disclosure. Second, as Barth et al (2008) note, local country standards, such as the US GAAP,  may be of  higher quality and thus lead to more informative disclosures. Third, the financial reporting system in a given country, its implementation, enforcement and the litigation environment could mitigate the expected improvement in disclosure as a result of mandatory adoption of IFRS. Especially in some emerging markets such as Turkey where enforcement and litigation are lax, some of the requirements of IFRS and CG best practices may just not be followed by some firms. This may be expected and especially detrimental in terms of T&D in countries like Turkey where ownership is concentrated in the hands of family owned, pyramidal conglomerates. These concentrated owners are likely to withhold their private information that allows them their private benefits of  control. In summary, whether voluntary best practices or mandatory and rule changes lead to enhanced transparency and disclosure is an empirical question that, to our knowledge, has not been directly tested.
We concentrate on a single country because  multi-country studies may yield mixed results because of differences in the size and liberalization of their markets, political and economic risk exposure, the average market capitalization, reporting standards and their interpretation, enforcement, and litigation (Barth et al., 2008). These differences affect both the T&D scores and the variables used as proxies for performance and agency conflicts.  For example, Doidge et al., 2007 has found  that country characteristics explain more of the variation in governance ratings compared to  observable firm characteristics (73% in the case of S&P index).
The sample and the  T&D index used in this paper are based on the second phase of the T&D project undertaken by S&P of London and the CG Forum of Turkey during 2002-2006. The formation of the index is described in detail in S&P’s online newsletter RatingsDirect dated 6/6/2005 and in Aksu and Kosedag (2006) which calculates the T&D scores for the index, lists  its 106 attributes
, and also explores the determinants of the 2003 T&D scores, the earliest year of the index. The 106 T&D attributes in three categories – ownership rights, financial disclosure, and board and management structures and processes – are reproduced in Appendix I. We first use the same sample of 51 firms for which the T&D scores are  available, the 106 attribute T&D survey, and the S&P scoring methodology to calculate the 2004 and 2005 T&D scores by hand collecting  these attributes in the 2004 and 2005 annual reports and company Websites.
. After establishing that the TD scores show significant improvement in 2004 (in all three categories of T&D) and 2005 (in overall T&D and board & management scores), we investigate if voluntary IFRS adoption has been a significant determinant of the T&D scores. We use voluntary adoption of IFRS as an indicator of commitment to better disclosure and transparency, and test if the T&D scores are higher for these early adopters.
 Our results show that firms that have voluntarily adopted IFRS prior to  2005 have significantly higher T&D scores. 
The second objective of the paper is to explore the significance of the CG principles in explaining the T&D scores. For that, we exploit the timing of the voluntary adoption of IFRS by some firms in 2003 and 2004, followed by the CG compliance reporting in 2004, to. The Turkish CG principles are promulgated on a “comply or explain” basis and hence are voluntary. Controlling for voluntary IFRS adoption, we are able to attribute much of the improvement in the T&D scores in 2004 to efforts by public firms to comply with the CG principles.Our final objective is to determine whether mandatory adoption of IFRS in 2005 improved the T& D scores of the firms that had not voluntarily adopted IFRS earlier In order to assess whether it is the incentives of  voluntary adopters or the mandatory IFRS disclosure that drives the results.  The results show that mandatory adaptors have also improved their T&D scores significantly in 2005, and that their T&D scores are no longer significantly different from (although they are slightly lower than) those of voluntary adopters. Overall  results show that both voluntary and mandatory IFRS adoption and the are significant determinants of the T&D scores.
This study makes several contributions to the CG literature. First, it attempts to link disclosure practices with  IFRS, and corporate governance principles by examining the relation between patterns of disclosure and transparency and these institutional shocks. Understanding this link is important because the adoption of IFRS constitutes a key element in the international research agenda. Second, we provide the first empirical evidence that the T&D scores of ISE firms have improved over the three years as a result of adopting IFRS and CG principles. Given the eminence of the ISE and the size of Turkey’s economy
, the results should be useful to regulatory bodies in emerging countries and exchanges in their attempts to improve transparency and disclosure practices around the world. Third, prior research has focused on a few settings and relied on the assumption that these reforms would necessarily improve T&D quality,  The institutional setting  and ownership dominance in Turkey, which are expected to impede information flow to outsiders, hold promise to add to prior research in this area. To our knowledge, this is the first study that examines the effect of voluntary and mandatory IFRS adoption as well as CG Principles simultaneously in this context and design. The evidence provided on the relationship between voluntary and mandatory governance greforms and T&D scores can serve as a guideline and monitoring device for managers, creditors, shareholders, and Turkish and international regulators. Finally, T&D studies carried out in emerging markets with different legal, political, regulatory, and cultural traditions, and different types of agency conflicts serve as out-of-sample tests for the robustness of the results obtained in developed economies. 

The remaining part of this paper is organized as follows. Section 2 includes a discussion of the regulatory framework and the CG/T&D Culture in Turkey. A brief discussion of prior research is also presented in that section. The hypotheses are developed in Section 3. The sample, data requirements, and methods of analysis are described in Section 4. Finally, Sections 5 & 6 present the results and concluding remarks, with the latter highlighting some ideas for future research.
2. The Regulatory Framework in Turkey and Prior Research 
In this section, we discuss the specific political, economic, and regulatory impediments to T&D quality in Turkey that have motivated this research. The research investigating the relationships between IFRS/CG principles, T&D, and firm performance is then shortly reviewed. We focus on the studies that examine the association between IFRS/CG principles and T&D, which is the scope of this study, and the studies that, like the present one, use the S&P’s T&D scores to rate disclosure practices.
2.1 The Regulatory Framework and the CG/T&D Culture in Turkey

Two unique problems create an impediment to accessing internal and external capital in Turkey. First, Turkey has a highly concentrated, pyramidal, family-based ownership structure characterized by substantive inter-corporate shareholdings, and thus low float rates and dividend distributions.
 This structure has led s to asymmetric information problems and expropriation of minority shareholders’ rights by the ultimate controlling shareholders, which Villalonga and Amit (2006) call “Agency Problem II.” A report of the Institute of International Finance (2005) states: “Turkish companies are often controlled through the use of founders’ shares that carry multiple voting rights and/or board nominating rights. As a result, the protection of minority shareholder interests rests primarily on full disclosure and accurate financial reporting.” Hence the T&D component of CG is very important in mitigating this important agency problem in the ISE.Hence, on the one hand, we expect the dominant  shareholders to comply with mandatory and voluntary disclosure practices to gain access to external capital and mitigate price protection by uninformed investors. On the other hand, in spite of regulation, they may shy away from enhanced disclosure to protect their proprietory information and private benefits of control. As a result,  whether soft laws of corporate governance disclosure or mandated best practice accounting standards would enhance disclosure intensity and quality is an empirical question that needs to be tested.
Second, due to the concentration of ownership and power in influential families, its French legal origin, and deep-rooted tax-based accounting rules, Turkey has been slow in the promulgation and enforcement of a modern commercial law, which would monitor the financial reporting system and protest shareholders’ rights,  and CG and T&D principles and best practices.  Accordingly,  financial reporting was not regulated until recentlyin line with  the civil law tradition, weak enforcement of rules,   the lack of a disclosure philosophy in the Turkish business culture, poor corporate governance and T&D practicesall of which explain the historic difficulty with which Turkish firms have attracted external capital. Indeed, La Porta et al. (1997) place Turkey in the French origin legal system, which has the lowest access to external capital markets and the weakest rule of law and investor rights protection among the three other civil law and traditions. In their cross-country comparative tables, La Porta et al. report  that even though GDP growth is stronger in Turkey than that in all legal origins, access to external capital and measures of investor rights are lower than the average of the French origin countries. The solution to this dilemma by highlighting the importance ofgood CG and T&D practices has been one of the primary motivations for this study. 

Ararat and Ugur (2003) also describe Turkey’s civil law tradition, its inefficient and inconsistent regulatory framework;  lax rule of law and enforcement; concentrated and pyramidal ownership structure dominated by families; inconsistent and opaque accounting and tax regulations; and investor misinformation caused by the absence of inflation and consolidation accounting in a highly inflationary economy until recently. As a result of this infrastructure, corporate governance problems arise not only from the usual agency conflict between managers and owners, but also from their inseparability, the expropriation of minority shareholders’ rights, and the paucity of transparency and disclosure. These conditions have created an environment that has fostered corruption, share dilution, asset stripping, tunneling, insider trading, and market manipulation. Thus, it is not only the dominant ownership tradition but  also this kind of an emerging market setting that makes  the expected beneficial disclosure effects of accounting and CG reforms doubtful.  
The aforementioned bleak pictureis changing as a result of the reforms in the financial reporting and disclosure environment on the one hand and the recent developments in Turkish politics, economic reforms, new regulation, and more effective enforcement, on the other.
 One of the disclosure related reforms relevant for this paper  is the voluntarily adoption of  IFRS for financial reporting purposes, starting in 2002. Next, in 2003, the CMB promulgated its Corporate Governance Principles on a comply or explain basis, and required a Compliance Report to appear as a separate section of the annual reports, starting with the 2004 annual reports. These principles are based on the OECD’s CG Principles (1999) and cover best practices in the areas of disclosure, shareholders’  rights, board structure, and management oversight. Finally, IFRS adoption became mandatory in 2005, at the same time it did for all European countries. Consequently, it is important to   empirically test the impact of  voluntary and mandatory IFRS adoption, alongside CG compliance reports, on disclosure  quality. 
2.2 Prior Research
This paper is broadly related to a large body of accounting and finance literature on the consequences of regulated and voluntary disclosure. Motivated by the theoretical work on mandatory and discretionary disclosure (Verrecchia, 1983; Watts and Zimmerman, 1986; Darrough and Stoughton, 1990; Feltham and Xie, 1994), researchers have mainly focused on the effect of disclosure regulation and soft laws on cost of capital (e.g. Botosan and Plumlee, 2002), operating performance (e. g. Brown and Caylor, 2009), liquidity of firm’s shares (e.g. Leuz and Verrechia, 2000)  and other firm-specific performance measures, rather than the disclosure quality per se.
 

Since performance effects of disclosure regulation is not directly related to our focus in this paper, we will concentrate on only the studies  that use the disclosure attributes and the ranking methodology developed by S&Pwritten after their surveys on T&D practices in many countries. For example, Patel and Dallas (2002) document significant correlations between T&D rankings of US firms and the determinants of expected returns: market risk, size, and the price-to-book ratio. Patel, Balic and Bwakira (2002) relate the T&D scores to firm value in 19 emerging markets, including Turkey (354 firms followed by the S&P/IFCI Index). They find that on average firms with higher T&D scores have higher price-to-book ratios.
 They also document for the first time that the average T&D score of the 12 Turkish companies in their sample  is 34%, the seventh lowest in their sample, but their study suffers from small sample sizes. Their sample consists of less than 25 firms for 14 of the 19 countries they cover. Finally, Khanna et al. (2004) use the S&P scores in 24 Asia Pacific and European countries to unveil a positive relationship between the T&D scores and a variety of market interaction measures, after controlling for firm size, performance, and country legal origin. In Turkey, Aksu and Kosedag (2006) for the first time investigate the T&D quality of a sample of ISE firms for the year 2003. Using the S&P attributes and methodology, they compute the T&D scores of a sample of 52 ISE firms and examine the firm-specific determinants of the 2003 T&D scores.  They find low scores for for the shareholders’ rights and board and management processes categories of the T&D index and a high score in the financial information and disclosure category , but with little variation across firms. They conjecture that this may have been due to companies disclosing only what was required at the time by the CMB, i.e., voluntary disclosure was found to be limited. 
 However, Aksu and Kosedag (2006) was based on only the 2003 scores, the earliest year of the T&D index, and did not explore the improvement in T&D scores over the subsequent two years and whether the adoption of IFRS and the Capital Market Board’s voluntary CG Principles were associated with disclosure quality, all of which this paper attempts to do.

Since IFRS is expected to impact the information environment of firms favorably, we consider voluntary adoption of IFRS before its effective date to be a strong but costly commitment to better disclosure. Thus, we expect a positive relation between voluntary IFRS adoption and the T&D scores. Quite a few studies have investigated the impact of the voluntary or mandatory adoption of IFRS on firm/country performance but, they have provided mixed results, calling for more research in different institutional settings. For example, Leuz and Verrecchia (2000) report that German firms that switched to IFRS had lower bid-ask spreads and higher trading volume, indicating a decline in their cost of capital. Ashbaugh-Skaife and Pincus (2001) examine analysts’ earnings forecast accuracy before and after a sample of non-US firms adopt IAS and find that analysts’ forecast accuracy is improved for firms in countries where domestic accounting principles require less disclosure and allow more measurement options relative to IAS. Cuijpers and Buijink (2005) investigate the determinants and consequences of voluntary adoption of IAS or US GAAP by the European firms. They find that while adopters, especially early adopters, attract a higher number of financial analysts, their cost of capital, stock return volatility, and forecast dispersion do not improve (indeed the forecast dispersion was higher for late adopters of IAS or US GAAP). Thus, the authors conclude that the reduction in the level of information asymmetry these firms experienced appear to be small. They offer two explanations: (1) firms, investors and analysts need time to understand/apply the new set of accounting standards; and (2) firms’ incentives to report informatively are more important than the choice of accounting standards in determining the quality of financial statements and the resulting level of information asymmetry.
More recently, Daske et al. (2008) examine the impact of voluntary and mandatory IFRS adoptions in 26 countries around the world. The authors find an increase in market liquidity around the time of the introduction of IFRS, a decrease in firms' cost of capital, and an increase in equity valuations (Tobin’s Q). The latter two effects, however, are only documented when they assume that the effects occur prior to the IFRS adoption date. The authors also find that the capital market effects only occur in countries where there are incentives for transparency and where legal enforcement is strong; and are most pronounced for voluntary adopters of IFRS, both in the year n they switched and when IFRS became mandatory. The authors caution the readers not to attribute the capital-market effects for mandatory adopters to solely the IFRS mandate as many of the adopting countries have concurrently improved their enforcement mechanisms and governance regimes. Similarly, using a large sample of EU firms during the 1995-2006 period, Li (2010) finds evidence that mandatory IFRS adoption has significantly reduced the cost of equity by 47 basis points. However, the reduction is observed only in countries with strong legal enforcement and increased disclosure and information comparability are the mechanisms behind the cost of equity reduction. Also, Armstrong et al. (2010) find an incrementally negative market reaction to the 16 events associated with the adoption of IFRS in Europe for firms domiciled in code-law countries 

Collectively, prior research suggests that concerns over firms’ incentives to be transparent and about enforcement of IFRS in code-law countries like Turkey, may reduce or eliminate the information environment and capital market benefits of IFRS adoption. Since the capital market effects are confounded by other factors such as country, economic conditions, anticipation in markets ahead of IFRS adoption and changes in enforcement/governance regimes,  we investigate the impact of these institutional shocks on the T&D scores (ourproxy for information environment) themselves
3. Hypotheses
CG/T&D practices are  mechanisms of checks and balances that have evolved to mitigate the costly agency problems that arise due to the separation of ownership and management in dispersed ownership structures of developed countries, and the expropriation of  minority shareholders by concentrated shareholders in code-law countries such as Turkey. These mechanisms are shaped by both the legal traditions and regulations in the firm’s country of domicile (such as the CG Principles of the CMB) and by international laws and the global economy that not only impose new rules and best-practices on the firm (such as the IFRS) but also create opportunities in the form of positive NPV investments and low-cost access to foreign capital. Since and since capital will flow to the lowest risk and highest return investments, firms have the incentives to minimize their perceived risk and maximize the return to their capital suppliers by putting in place optimal CG mechanisms. 

The above arguments suggest that good CG/T&D practices improve disclosure quality (proxied by the T&D scores), and improved disclosure in turn should reduce information asymmetry and thus that component of the cost of capital, a frequently examined measure of a firm’s performance. However, as mentioned previously, the cost of capital and similar measures of performance are also affected by other firm-specific, industry, and economy-wide factors. This fact is acknowledged, but mostly ignored, in prior research. For example, Barth et al. (2008) note that firms applying IAS generally show an improvement in accounting quality, but they cannot be sure whether their findings are attributable to the change in the financial reporting system or to changes in firms’ incentives and the economic environment. Unlike most prior research, we try to mitigate the effect of these confounding factors by directly investigating the relation between institutional shocks and the T&D scores in a single country Where each firm serves as a control for itself.
More specifically, we examine whether an international best-practice (IFRS) and a voluntary Turkish regulation (CG Principles of the CMB), based on international OECD norms, have had a positive impact on the T&D scores of a sample of ISE firms in 2003 through 2005. We expect that on average firms have higher T&D scores in 2004 than in 2003 due to more firms voluntarily adopting IFRS and because 2004 is the first year when a report of compliance with CG Principles was required. The 2005 T&D scores are expected to be even higher because IFRS adoption became mandatory that year. Our first hypothesis is thus as follows: 
H1: The T& D scores will increase each year between 2003 and 2005.

The improvement in the T&D scores, however, are not expected to be uniform across all companies, as IFRS were adopted by some firms as early as 2002 while others waited until 2005 when IFRS adoption became mandatory. We use the voluntary adoption of IFRS by slightly more than half of the sample firms as a signal of and commitment to better T&D, and thus expect that these firms would, on average,  have higher T&D scores. This conjecture is consistent with past research findings of the such firms’ incentives for voluntary disclosure and its  benefits. For example, prior research posits that voluntary IAS adoption has improved the quality of financial reports, reducing information asymmetry and facilitating contracts with external parties (see, e.g., Francis et al. 2008a). Francis et al. (2005) suggest that voluntary disclosure is effective in gaining access to lower cost external financing around the world. 
Accordingly, we compare the T&D scores the sample firms that voluntarily adopted IFRS to those that did notand our second hypothesis is thus as follows:
 H2: Firms that voluntarily adopted IFRS prior to 2005 are expected to have higher T&D scores compared to those adopting IFRS in 2005 when it became mandatory.

By the year 2005, all firms in Turkey were mandated to use IFRS and comply with the CG principles. Therefore, the T&D scores in 2005 should be similar across all companies. On the other hand, differences may still exist between voluntary and mandatory adopters, as the former companies may disclose information beyond what is required by the CG principles and the IFRS due to their commitment to better T&D. Differences in the T&D scores may also exist between the two groups in Turkey due to its weak legal enforcement, as implied by prior research. For example, Li (2010) finds evidence that on average IFRS significantly reduced the cost of equity for mandatory adopters by 47 basis points, but only in countries with strong legal enforcement. However, given the information environment in Turkey (i.e., the reluctance of companies to disclose information if it is not required by law, and the improving enforcement regime), our third hypothesis is non-directional:
H3: Firms that adopted IFRS by mandate are expected to have comparable T&D scores in 2005 to those that had voluntarily adopted IFRS earlier. 

The aforementioned hypotheses assume, and our conjecture is, that improvements in the T&D scores are only due to the adoption of IFRS and CG principles. As Healy and Palepu (2001) indicate, financial reporting and disclosure are important means for management to communicate firm’s performance and governance to outside investors. Thus, factors such as firm’s size, growth potential, and performance, besides IFRS adoption or CG principles, could also explain the improvement in the T&D scores. We control for these factors in our estimations when testing for the incremental impacts of voluntary and mandatory IFRS adoption, as well as the CG principles, on the T&D scores.
, We expect to observe: (1) a significant and positive relationship between the T&D scores and the variables representing voluntary IFRS adoption, CG principles, and mandatory IFRS adoption; and (2) an improvement in the overall fit of the regression, as measured by the adjusted R2, as we sequentially add these variables to our base model. Formally stated, our last hypothesis is as follows:
H4: The CG principles as well as mandatory and voluntary IFRS adoption have significant and positive incremental impacts on the T&D scores.
4. Sample, Data, and Methods of Analysis
In this study, we use a database of T&D scores for the years 2003-2005  for 51 large (based on market capitalization) and liquid (based on trade volume) Turkish firms. The creation of o the T&D scores for the year 2003, which were previously calculated by S&P and the Corporate Governance Forum of Turkey,  is described in detail in S&P’s newsletter  (RatingsDirect dated June 6, 2005 and June 25, 2006) and in Aksu and Kosedag (2006). The latter study compares the year 2003 T&D scores of Turkish public firms with those of firms in other countries where the same survey had been conducted by S&P and explores the firm-specific determinants of the 2003 T&D scoreswhich we use as control variables in this study.  To be able to compare  the 2004 and 2005 T&D scores we computed with the 2003 scores,  our sample consists of the same 51 corporations because one of  our objectives is to investigate whether the average T&D scores have increased in 2004 and 2005.
Using the attributes and scoring methodology adopted from S&P, we first measure the transparency and disclosure quality of the sample firms in 2004 and 2005 by searching for the 106 information items disclosed in company annual reports and websites. We count the ‘Yes’, ‘No’, ‘N/A’
 answers (each yes = 1) and calculate a T&D score for each firm by expressing the number of items disclosed as a percentage of the maximum possible ‘yes’ answers for each firm. The overall T& D score and the score in each category of T&D for each firm are calculated as follows:
Overall T&D Score = ΣjΣkS[image: image2.png]PN
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Where:
j = the subscript for the category the information item belongs to: j = 1, 2, 3, indicating “ownership” (composed of 32 information items) , “financial disclosure” (37 items) , and board and management (37 items), 

k = the information item subscript,
Sjk = one if the information item k in category j is disclosed (answered as “yes”) and zero otherwise,
TOTSjk = the total maximum possible “yes” answers to questions in all categories,
Sk/j= one if the information item k is disclosed (answered as “yes”) in a given category j (j =1, 2, or 3) and zero otherwise, and

TOTSj = the total maximum possible number of “yes” answers to information items  in category j.
Following the extant accounting literature on corporate disclosure quality, we use our T&D scores to represent the market participants’ assessments of the completeness, clarity, transparency, and reliability of firms' disclosure policies and employ matched pair T-Tests to measure the significance of the improvement in the scores from 2003- 2005. We also perform independent T-tests, assuming unequal variances, to explore whether firms that voluntarily adopted IFRS in 2002, 2003, and 2004, had higher T&D scores compared to those that only adopted IFRS in 2005 when it became mandatory. Next, we again perform independent T-tests, to determine whether firms who used IFRS for the first time in 2005 improved their T&D scores to a level comparable with voluntary adopters. Finally, we use multivariate regression analysis to determine the incremental impact of voluntary IFRS adoption, CG principles compliance reporting, and mandatory IFRS, on the T&D scores.
Our base regression equations include three firm-specific variables controls to control for financial performance (average excess return or return on equity as alternative measures), size (natural log of market value of equity), and growth (market to book value of equity). These variables were found by Aksu and Kosedag (2006) to explain the 2003 T&D scores in Turkey. Since our variables of interest are voluntary IFRS adoption, CG principles, and the mandatory IFRS adoption, we add the following three dummy variables to our base regressions and observe their significance and the improvement in the fit of the overall regression equation, as measured by the adjusted R2.
1. Voluntary IFRS adoption: A dummy variable that takes a value of one in each year 2003-2005 if a firm adopted IFRS voluntarily in 2002 or 2003 (26 firms adopted IFRS by 2003, all continued in 2004; one additional firm adopted IFRS in 2004; and all had to continue in 2005). Ceteris paribus, these firms should have higher T&D scores compared to others, and their scores should not increase in 2005 because of IFRS becoming mandatory as they were already applying IFRS earlier.

2. CG Principles: A dummy variable which takes a value of one in 2004, the first year compliance reporting was required) and in 2005. Ceteris paribus, all firms should have higher T&D scores in 2004 and 2005 compared to 2003. 
3. Mandatory IFRS adoption:  A dummy variable that takes a value of one only in 2005 and only for the 24 firms that adopted IFRS for the first time because they had to. Ceteris paribus, only these firms should have higher T&D scores in 2005 as compared to 2003 or 2004.
The dependent variable in our regressions is the overall T&D scores, our proxy for disclosure quality. Since IFRS mainly resulted  in an improvement in only the financial disclosure category, we also run our regressions with these scores as our dependent variable. Our full models, the results for which are reported in Tables 6 & 7, are as follows:


Overall T&D Score = α + β1 LN(MV) + β2 MTB + β3 Performance + β4 Voluntary IFRSdummy + 

β5 CGdummy + β6 Mandatory IFRSdummy + ε
(2)
Financial T&D Score = α + β1 LN(MV) + β2 MTB + β3 Fin+ β4 Voluntary IFRSdummy +



β5 CGdummy + β6 Mandatory IFRSdummy + ε
(3)
where LN(MV) = natural log of market value of equity as of each year-end, MTB = Market-to- book value of common equity as of each year-end, Performance (financial performance) is measured by ROE or lagged Excess Returns as alternatives, ROE = Net income for the year divided by owner’s equity as of each year-end, lagged Excess Returns are  calculated as market adjusted average monthly returns over the current and previous year, and the three dummy variables are defined above.
5. Results 
5.1 Descriptive Statistics and Correlations
Table 1 presents the descriptive statistics of our sample firms for the years 2003 through 2005. The descriptives reported are the mean, standard deviation, minimum, and maximum values of overall T&D scores and their components as well as the control variables likely to impact the T&D scores, (size, growth potential, and two alternative financial performance measures). Turkish companies had a slightly negative mean excess return in 2003 due to the continuation of the 2002 economic slump, but the overall excess return over the three-year period is a modest 0.92%.  Most firms had a return on equity of about 5-10% even though the mean ROE is 10.4%. About half of the sample firms have chosen to adopt IFRS voluntarily in 2003 and 2004. The lowest mean T&D score (35 %) is for “board and management” information while the highest (71%) is for “financial disclosure”. The mean “ownership information” and total T&D scores are 55% and 53%, respectively.
(Table 1 about here)

Table 2 shows the Pearson Correlation Coefficients among the variables. Size is highly correlated with all categories of the T&D scores, indicating that larger firms are more transparent. Market to book value of common equity, on the other hand, is mostly negatively correlated with the T&D scores (significantly so with the financial disclosure measure), showing that riskier growth firms (those with high market –to- book ratios) present more information asymmetry problems and are less transparent. These correlations tend to manifest themselves in our regression results due to the absence of severe multicollinearity.

(Table 2 about here)

The T&D scores in each category are highly correlated with the overall T&D scores. Among the three categories, financial disclosure has the lowest correlation with the other T&D scores, which may be due to the fact that IFRS has mainly resulted in improvements in only financial disclosure scores. The voluntary and mandatory IFRS dummies, and especially the highly significant CG principles dummy, are positively correlated with the T&D scores, implying that  the  CG principles  plays  a  bigger role in the improvement in the T&D scores. 
5.2 Improvement in the T&D Scores 
Table 3 depicts the results of matched-pair T-tests for equality of means of 2003 and 2004, as well as those of 2004 and 2005 T&D scores. The table indicates that the transparency and disclosure scores of ISE companies were not satisfactory in 2003, especially in terms of the board and management structure and processes category of T&D. Not surprisingly, the highest scores are observed in financial T&Das  this category mostly questions compliance with IFRS and local GAAP disclosures for public firms. The average scores in all three categories of T&D have increased over time, with the average overall T&D score changing from 42% in 2003 to 58% and 61% in 2004 and 2005, respectively. The matched pair T-tests reveal that the scores in all categories are significantly higher in 2004, compared to 2003, as the corresponding significance levels are all less than .01. The increases in the T&D scores from 2004 to 2005, however, are only significant in the overall and the board and management categories. These results extend the finding by De Nicolò et al. (2008) that governance quality had improved in most countries between 1994 and 2003. We explore the reasons for these differences in a later section.
(Table 3 about here)

5.3 The Relationship Between Voluntary IFRS Adoption and the T&D Scores 
Although the CMB of Turkey and the Turkish Accounting Standards Board have promulgated the use of IFRS for public companies to be effective for the first time in the financial statements prepared for the fiscal years starting on January 1, 2005, some publicly traded companies started using the IFRS voluntarily since 2002. We use the voluntary adoption of IFRS by slightly more than half of the sample firms as a signal of and commitment to better T&D, and we measure its effect on the T&D scores of our sample firms by comparing the T&D scores of two groups of firms: those that voluntarily adopted the IFRS and those that did not. 

Table 4 reports the results of independent T-tests, assuming unequal variance, measuring the difference between the mean T&D scores of the two groups of firms. Financial disclosure (T-value = -2.389), overall T&D (T-value = -2.373), and ownership structure scores (T-value = -2.164) are significantly higher at the .05 level for the voluntary adopters of IFRS. There is no significant difference in the board and management scores of the two groups, because IFRS adoption mostly affects the financial disclosure component and thus the overall T&D scores. This result is generally consistent with our hypothesis, and shows that voluntary adopters of IFRS have higher transparency and disclosure scores.
(Table 4 about here)

5.4 The Relationship Between Mandatory IFRS Adoption and the T&D Scores
Table 5 compares the 2005 T&D scores of the firms that mandagtorily switched to IFRS for the first time with those that had voluntarily adopted IFRS before. The T-values are those of independent T-Tests, assuming unequal variances, for equality of means in 2005 T&D scores of the two groups of firms. While the mean T&D scores for mandatory adopters are slightly less than those of voluntary adopters in 2005, the differences between the scores of the two groups are not statistically significant at any meaningful level. The data not presented in Table 5 show that while voluntary adopters had a 1.56 point increase in their overall T&D scores on average between 2004 and 2005, mandatory adopters had a 5.39 point increase. This result shows that mandating IFRS results in improvement in transparency and disclosure, perhaps not by as much as when IFRS adoption is motivated by other factors such as the desire for external capital.
(Table 5 about here)

5.5 Regression Results on the Relationship Between the T&D Scores and Voluntary IFRS Adoption, CG Principles, and Mandatory IFRS Adoption 
We run two sets of four regressions using 2003 through 2005 data: one set with the overall T&D scores and another set with the financial disclosure scores as the dependent variable. Regression 1 in each set is the base regression and includes only the three firm-specific variables to control for financial performance (average excess return or return on equity as alternative measures), size (natural log of market value of equity), and growth (market to book value of equity). Regression 2 adds the voluntary IFRS dummy, Regression 3 adds the CG principles dummy, and Regression 4 adds the mandatory IFRS dummy. We measure the effect of voluntary IFRS adoption, CG principles, and mandatory IFRS adoption, by observing the significance of the corresponding dummy variable and the sequential improvement in the overall fit of the regression as measured by the Adjusted R2. Overall, the results show that both voluntary and mandatory IFRS adoption explain the increase in the T&D scores, even after controlling for the effect of CG principles reporting. Hence, IFRS adoption seems to be a good proxy for overall T&D quality.
5.6 Overall T&D scores

Table 6 shows the regression results when the dependent variable is the overall T&D score. The four regressions in Panel A measure financial performance with the return on equity, and those in Panel B with the lag excess return. All three dummy variables have significant and positive coefficients (except for mandatory IFRS dummy in Panel B), indicating that voluntary IFRS adoption, CG principles, and mandatory IFRS adoption all increase the overall T&D scores. Also, each time a dummy variable is added to the model, the fit of the equation is improved, as indicated by an increase in adjusted R2. The standardized coefficients in regression 4 (not shown) indicate that the CG principles adoption is the most significant factor in explaining the overall T&D scores. This result is consistent with Tedesse (2006) who finds banking crises are less likely in countries with greater regulated T&D, and with Kelton and Yang (2008) who suggest that new regulatory guidance in corporate governance leads to improvements in T&D via Internet financial reporting for a sample of 284 non-financial companies listed on NASDAQ.
(Table 6 about here)

5.7 Financial disclosure scores
Table 7 shows the regression results when the dependent variable is the financial disclosure score. Again, the four regressions in Panel A measure financial performance with the return on equity; those in Panel B,  with lagged excess returns. All three dummy variables have significant and positive coefficients, indicating that voluntary IFRS adoption, CG principles, and mandatory IFRS adoption all increase the financial disclosure scores. Also, each time a dummy variable is added to the model, the explanatory power of the regression is enhanced, as indicated by an increase in adjusted R2. While the adjusted R2s in this set of regressions are smaller than those with the overall T&D scores as the dependent variable, the results in Table 7 are more consistent across the four regressions. Specifically, the significant variables are always the same and the intercepts are not significant, suggesting that there is no significant omitted variable. On the other hand, the relative significance of the variables, as indicated by the standardized coefficients (not reported), change. When return on equity is used to measure financial performance, voluntary IFRS adoption is more important than the mandatory IFRS or CG principles adoption. With lagged excess returns as the financial performance measure, CG principles adoption is more important than the voluntary or mandatory IFRS adoption. 
(Table 7 about here)

Overall, the main results presented in Tables 6 & 7 are the same, and show that voluntary IFRS adoption, CG principles, and mandatory IFRS adoption all increase the financial disclosure and overall T&D scores. Also, the sign of the coefficients on the firm-specific (governance control) variables in both sets of regressions are consistent with expectations. Size is always positively and significantly correlated with the overall T&D and financial disclosure scores, i.e., larger firms have higher T&D scores. On the other hand, the coefficient of market to book value of equity is always negative, when significant, indicating that firms with higher growth potential have a lower T&D (signaling greater information asymmetry for high growth firms). Finally, the financial performance measures are generally insignificant.
6. Summary and Concluding Remarks 
In this paper, we examine the relationship between patterns of disclosure and transparency and two institutional shocks: IFRS adoption and the enforcement of corporate governance principles. The implementation of IFRS constitutes a key element in the international research agenda, but the research published in international journals concentrates on a few settings. Our reliance on the institutional conditions of Turkey holds promise to add to prior research in this area, as we attempt to link disclosure practices, IFRS, and corporate governance. 
Specifically, we calculate T&D scores, in collaboration with S&P, for a sample of 51 large (based on market capitalization) and liquid (based on trade volume) ISE firms by examining their 2003 through 2005 annual reports and company Websites for the inclusion of 106 T&D attributes in three categories. The results are consistent with our hypotheses. First, the 2004 T&D scores are significantly higher than those of 2003 in all categories, and the 2005 T&D scores are higher (significantly so in the board and management and overall T&D scores) than those of 2004, indicating that T&D has improved in Turkey over time.
Second, we show that firms that have voluntarily adopted IFRS have significantly higher T&D scores (except in the board and management category) over the years than those that had to adopt IFRS in 2005. However, the 2005 T&D scores for mandatory adopters were not significantly different than those for the voluntary adopters, i.e., mandatory adopters increased their 2005 scores more than the voluntary adopters.
Results of multiple regression analysis show that voluntary IFRS adoption, CG principles, and mandatory IFRS adoption all increase the financial disclosure and overall T&D scores. We conclude that IFRS adoption seems to be a credible signal of commitment to transparency and full and reliable disclosure as it is strongly associated with the T&D scores of sample ISE firms. Furthermore, sample firms’ mandatory inclusion of a Compliance Report in their 2004 annual reports, pursuant to the CMB’s CG Principles, has significantly improved their T&D scores. As such, the results are instructive for emerging market regulators and standard setters as they provide insight as to which CG principles to require and whether they should require the adoption of IFRS. For Turkey, these results indicate an unmistakable improvement in transparency and disclosure as a result of voluntary and mandatory IFRS and CG reforms undertaken in 2003-2005. Of course, Turkey’s progress in achieving full membership of the EU will provide the strongest inertia in establishing the “rule of law,” ethical business conduct, and better disclosure and CG practices, which are expected to further decrease information asymmetries.
We realize that the above conclusions may not be generalizable for a number of reasons. First, different results may obtain for other countries or for periods longer than three years. More research in this area can provide insight as to the type of countries where mandating IFRS and good CG principles result in better transparency and disclosure. Second, the results may change depending on the sample size, proxy chosen for information environment, the attributes chosen, the weights of the attributes, and the control variables used. Future research will shed light on these issues as well.
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Table 1. Descriptive statistics for 51 ISE firms over the three years 2003 to 2005
	Variables a 
	N b 
	Minimum
	Maximum
	Mean
	Std. Deviation

	LN(MV)
	151
	17.762
	23.860
	20.857
	1.204

	MTB=MV/BV 
	151
	0.337
	16.919
	1.800
	1.818

	ROE=NI/BV
	153
	-1.800
	0.700
	0.104
	0.207

	Lag Excess Return 
	144
	-8.591
	52.103
	0.921
	5.400

	1 if IFRS is adopted voluntarily prior to 2005
	153
	0.000
	1.000
	0.523
	0.501

	1 for year 2004 and 2005 because CG principles are in effect
	153
	0.000
	1.000
	0.667
	0.473

	1 if IFRS is adopted for the first time in 2005 because it became mandatory 
	153
	0.000
	1.000
	0.157
	0.365

	Overall T&D Score 
	152
	16.190
	82.222
	53.290
	13.480

	Ownership Structure Score 
	152
	3.125
	96.552
	54.797
	20.407

	Financial Disclosure Score 
	152
	19.444
	94.595
	71.007
	12.519

	Board and Management Score 
	152
	2.703
	77.778
	34.890
	17.018


a LN(MV) = natural log of market value of equity as of each year-end. MTB = Market over book value of common equity as of each year-end. ROE = Net income for the year divided by owner’s equity as of each year-end. Lag Excess Return is calculated as market adjusted average monthly returns over the current and previous year. The T&D scores are measured based on the inclusion of 106 T&D attributes in three transparency and disclosure categories in the hardcopy annual reports and company Website of a sample of Istanbul Stock Exchange firms for the fiscal years 2003 through 2005. Specifically, we count the ‘Yes’, ‘No’, ‘N/A’ answers (each yes = 1) and calculate a T&D score for each firm by expressing the number of items disclosed as a percentage of the maximum possible ‘yes’ answers for each firm (see Equation (1) in the text).
b A few firms had some missing financial or market data, so N<153 for some variables. 

Table 2. Pearson Correlation Coefficients
 *. Correlation is significant at the 0.05 level (2-tailed); **. Correlation is significant at the 0.01 level (2-tailed).
	Variablesa 
	LN(MV)
	MTB 
	ROE
	Lag Excess Return
	Voluntary IFRS
	CG principles 
	Mandatory IFRS
	Overall 
	OwnStr
	Finance
	BrdMgt

	LN(MV)
	1.000
	.085
	.084
	-.066
	.060
	.176* 
	.106
	.403** 
	.306** 
	.381** 
	.317** 

	MTB=MV/BV 
	
	1.000
	-.126
	.572** 
	-.053
	.128
	.156
	-.030
	.122
	-.189* 
	-.030

	ROE=NI/BV
	
	
	1.000
	.021
	.081
	-.111
	-.176* 
	.018
	-.010
	.055
	.023

	Lag Excess Return 
	
	
	
	1.000
	-.100
	-.151
	.116
	-.203* 
	-.098
	-.203* 
	-.195* 

	1 if IFRS is adopted voluntarily prior to 2005
	
	
	
	
	1.000
	.019
	-.452** 
	.192* 
	.174* 
	.195* 
	.114

	1 for year 2004 and 2005 because CG principles are in effect
	
	
	
	
	
	1.000
	.305**
	.644** 
	.555** 
	.359** 
	.601** 

	1 if IFRS is adopted for the first time in 2005 because it became mandatory 
	
	
	
	
	
	
	1.000
	.220** 
	.153
	.138
	.246** 

	Overall T&D Score 
	
	
	
	
	
	
	
	1.000
	.854** 
	.698** 
	.869** 

	Ownership Structure Score 
	
	
	
	
	
	
	
	
	1.000
	.397** 
	.638** 

	Financial Disclosure Score 
	
	
	
	
	
	
	
	
	
	1.000
	.420** 

	Board and Management Score 
	
	
	
	
	
	
	
	
	
	
	1.000


a LN(MV) = natural log of market value of equity as of each year-end. MTB = Market over book value of common equity as of each year-end. ROE = Net income for the year divided by owner’s equity as of each year-end. Lag Excess Return is calculated as market adjusted average monthly returns over the current and previous year. The T&D scores are measured based on the inclusion of 106 T&D attributes in three transparency and disclosure categories in the hardcopy annual reports and company Website of a sample of Istanbul Stock Exchange firms for the fiscal years 2003 through 2005. Specifically, we count the ‘Yes’, ‘No’, ‘N/A’ answers (each yes = 1) and calculate a T&D score for each firm by expressing the number of items disclosed as a percentage of the maximum possible ‘yes’ answers for each firm (see Equation (1) in the text).
Table 3. Means, and changes thereto in, T&D scoresa of 51 ISE firms over 2003 to 2005
	
	Mean
	Std. Deviation
	Std. Error Mean
	Matched-pair T-valueb
	Sig. (two-tailed)c

	2003 Overall T&D Score 
	41.620
	10.445
	1.477
	-9.318
	.000

	2004 Overall T&D Score
	57.744
	10.820
	1.530
	
	

	2003 Ownership Structure Score 
	39.615
	17.738
	2.509
	-7.372
	.000

	2004 Ownership Structure Score 
	61.420
	17.323
	2.450
	
	

	2003 Financial Disclosure Score 
	65.218
	13.570
	1.919
	-3.626
	.001

	2004 Financial Disclosure Score 
	73.004
	11.598
	1.640
	
	

	2003 Board and Management Score 
	20.859
	12.193
	1.724
	-8.217
	.000

	2004 Board and Management Score 
	38.952
	14.982
	2.119
	
	

	2004 Overall T&D Score 
	57.744
	10.820
	1.530
	-2.903
	.006

	2005 Overall T&D Score
	61.091
	9.117
	1.289
	
	

	2004 Ownership Structure Score 
	61.420
	17.323
	2.450
	-1.414
	.164

	2005Ownership Structure Score 
	64.194
	15.562
	2.201
	
	

	2004 Financial Disclosure Score 
	73.004
	11.598
	1.640
	-1.468
	.149

	2005 Financial Disclosure Score 
	75.432
	9.221
	1.304
	
	

	2004 Board and Management Score 
	38.952
	14.982
	2.119
	-3.521
	.001

	2005 Board and Management Score
	45.175
	13.119
	1.855
	
	


a The T&D scores are measured based on the inclusion of 106 T&D attributes in three transparency and disclosure categories in the hardcopy annual reports and company Website of a sample of Istanbul Stock Exchange firms for the fiscal years 2003 through 2005. Specifically, we count the ‘Yes’, ‘No’, ‘N/A’ answers (each yes = 1) and calculate a T&D score for each firm by expressing the number of items disclosed as a percentage of the maximum possible ‘yes’ answers for each firm (see Equation (1) in the text).
b The T-values are those of matched-pair T-tests for equality of means of 2003 and 2004, or 2004 and 2005, T&D scores.
c The significant T-values at 1% show that the average improvements in all categories from 2003 to 2004 are due to changes in T&D practices over time and not to chance; the changes in T&D practices were significant in the board & management and the overall category from 2004 to 2005. 

Table 4. Descriptive statistics on, and differences in mean, 2003 to 2005 T&D scoresa for firms that voluntarily adopted IFRS and those that did not
	 
	1 if IFRS is adopted Voluntarily 
	N
	Mean
	Std. Deviation
	Std. Error Mean
	T-value assuming unequal variancesb 
	Sig. (two-tailed) c

	Overall T&D Score 
	0
	72
	50.576
	14.267
	1.681
	-2.373
	0.019

	
	1
	80
	55.733
	12.313
	1.377
	
	

	Ownership Structure Score
	0
	72
	51.061
	20.422
	2.407
	-2.164
	0.032

	
	1
	80
	58.159
	19.925
	2.228
	
	

	Financial Disclosure Score 
	0
	72
	68.447
	14.285
	1.684
	-2.389
	0.018

	
	1
	80
	73.310
	10.238
	1.145
	
	

	Board and Management Score 
	0
	72
	32.861
	17.976
	2.118
	-1.391
	0.166

	
	1
	80
	36.717
	16.001
	1.789
	
	


a The T&D scores are measured based on the inclusion of 106 T&D attributes in three transparency and disclosure categories in the hardcopy annual reports and company Website of a sample of Istanbul Stock Exchange firms for the fiscal years 2003 through 2005. Specifically, we count the ‘Yes’, ‘No’, ‘N/A’ answers (each yes = 1) and calculate a T&D score for each firm by expressing the number of items disclosed as a percentage of the maximum possible ‘yes’ answers for each firm (see Equation (1) in the text).
b The T-values are those of independent T-Tests for equality of means in 2003 to 2005 T&D scores of firms that voluntarily adopted IFRS and those that did not. 
c The significant T-values for the financial disclosure, ownership structure, and overall T&D scores, show that the higher T&D scores for IFRS adopters are due to compliance with the IFRS and not to chance.
Table 5. Descriptive statistics on, and differences in mean, 2005 T&D scoresa for firms that used IFRS for the first time because it became mandatory with those that had voluntarily adopted IFRS earlier
	 
	1 if IFRS is adopted by mandate 
	N
	Mean
	Std. Deviation
	Std. Error Mean
	T-values assuming unequal variancesb 
	Sig. (two-tailed)c

	Overall T&D Score 
	0
	27
	61.969 
	8.383 
	1.613 
	.726
	.472

	
	1
	24
	60.106 
	9.784 
	1.997 
	
	

	Ownership Structure Score
	0
	27
	66.192 
	14.834 
	2.855 
	.974
	.335

	
	1
	24
	61.961 
	16.040 
	3.274 
	
	

	Financial Disclosure Score 
	0
	27
	75.683 
	7.430 
	1.430 
	.264
	.793

	
	1
	24
	74.984 
	10.916 
	2.228 
	
	

	Board and Management Score 
	0
	27
	45.896 
	12.213 
	2.350 
	.374
	.710

	
	1
	24
	44.508 
	14.054 
	2.869 
	
	


a The T&D scores are measured based on the inclusion of 106 T&D attributes in three transparency and disclosure categories in the hardcopy annual reports and company Website of a sample of Istanbul Stock Exchange firms for the fiscal years 2003 through 2005. Specifically, we count the ‘Yes’, ‘No’, ‘N/A’ answers (each yes = 1) and calculate a T&D score for each firm by expressing the number of items disclosed as a percentage of the maximum possible ‘yes’ answers for each firm (see Equation (1) in the text).

b The T-values are those of independent T-Tests for equality of means in 2005 T&D scores of firms that used IFRS for the first time because it became mandatory with those that had voluntarily adopted IFRS earlier.

c The insignificant T-values show that the T&D scores for voluntary and mandatory adopters are not significantly different in 2005, i.e., although the mean scores are still lower for mandatory adopters in all categories, the gap between the two groups is reduced.
Table 6. The determinants of, and the incremental effect of mandatory and voluntary IFRS adoption and CG principles on, the overall T&D scores
The relationship between the T&D scores and their determinants is estimated by four progressive linear regression models. The full model (Regression 4) is expressed as:
Overall T&D Score = α + β1 LN(MV) + β2 MTB + β3 Fin. Perf. + β4 Voluntary IFRSdummy +
β5 CGdummy + β6 Mandatory IFRSdummy + ε

Panel A: Financial performance (Fin. Perf.) is measured by return on equity
	Variablesa 
	Coefficients (T-values in parentheses)

	
	Regression 1 
	Regression 2 
	Regression 3 
	Regression 4 

	Intercept 
	-38.890 (-2.228) 
	-39.242 (-2.281) 
	-25.285 (-1.915) 
	-23.477 (-1.798) 

	LN(MV)
	4.475 (5.326) 
	4.374 (5.275) 
	3.190 (4.957) 
	3.056 (4.788) 

	MTB=MV/BV 
	-.480 (-.860) 
	-.416 (-.756) 
	-.867 (-2.050) 
	-.948 (-2.263) 

	ROE=NI/BV
	.048 (.010) 
	-.730 (-.151) 
	3.089 (.834) 
	4.112 (1.115) 

	1 if IFRS is adopted voluntarily prior to 2005
	
	4.598 (2.313) 
	4.169 (2.746) 
	5.999 (3.494) 

	1 for year 2004 and 2005 because CG principles are in effect
	
	
	16.928 (10.236) 
	15.738 (9.145) 

	1 if IFRS is adopted for the first time in 2005 because it became mandatory 
	
	
	
	5.436 (2.185) 

	Adj. R2 
	.148 
	.172 
	.518 
	.530 


a LN(MV) = natural log of market value of equity as of each year-end. MTB = Market over book value of common equity as of each year-end. ROE = Net income for the year divided by owner’s equity as of each year-end. Lag Excess Return is calculated as market adjusted average monthly returns over the current and previous year. The last two variables are alternative measures of financial performance (Fin. Perf.). Variables significant at 5% are in bold. 

Table 6 (Continued). The determinants of, and the incremental effect of mandatory and voluntary IFRS adoption and CG principles on, the overall T&D scores
 Panel B: Financial performance is measured by average excess return
	Variables
	Coefficients (T-values in parentheses)

	
	Regression 1 
	Regression 2 
	Regression 3 
	Regression 4 

	Intercept 
	-37.006 (-2.107) 
	-36.856 (-2.119) 
	-27.609 (-2.057) 
	-26.182 (-1.966) 

	LN(MV) 
	4.327 (5.125) 
	4.221 (5.036) 
	3.313 (5.083) 
	3.209 (4.951) 

	MTB=MV/BV 
	.441 (.655) 
	.464 (.696) 
	-.756 (-1.430) 
	-.781 (-1.492) 

	Lag Excess Return 
	-.523 (-2.263)
	-.491 (-2.138) 
	-.047 (-.255)
	-.080 (-.438) 

	1 if IFRS is adopted voluntarily prior to 2005
	
	3.849 (1.968) 
	4.061 (2.616)
	5.695 (3.230) 

	1 for year 2004 and 2005 because CG principles are in effect
	
	
	16.955 (9.796)
	15.759 (8.624) 

	1 if IFRS is adopted for the first time in 2005 because it became mandatory
	
	
	
	4.743 (1.895) 

	Adj. R2 
	.187 
	.202 
	.528 
	.536 


Table 7. The determinants of, and the incremental effect of mandatory and voluntary IFRS adoption and CG principles on, the financial disclosure scores
The relationship between the T&D scores and their determinants is estimated by four progressive linear regression models. The full model (Regression 4) is expressed as:
Financial T&D Score = α + β1 LN(MV) + β2 MTB + β3 Fin. Perf. + β4 Voluntary IFRSdummy +
β5 CGdummy + β6 Mandatory IFRSdummy + ε

Panel A: Financial performance (Fin. Perf.) is measured by return on equity
	Variablesa 
	Coefficients (T-values in parentheses)

	
	Regression 1 
	Regression 2 
	Regression 3 
	Regression 4 

	Intercept 
	-7.355 (-.483) 
	-7.708 (-.516) 
	-1.348 (-.095) 
	.826 (.059) 

	LN(MV) 
	3.890 (5.301) 
	3.789 (5.263) 
	3.250 (4.706) 
	3.088 (4.529) 

	MTB=MV/BV 
	-1.415 (-2.902) 
	-1.351 (-2.824) 
	-1.556 (-3.430) 
	-1.654 (-3.694) 

	ROE=NI/BV 
	1.748 (.409)
	.969 (.231) 
	2.709 (.681)
	3.938 (1.000) 

	1 if IFRS is adopted voluntarily prior to 2005
	
	4.604 (2.667) 
	4.408 (2.706)
	6.608 (3.602) 

	1 for year 2004 and 2005 because CG principles are in effect
	
	
	7.714 (4.348)
	6.283 (3.418) 

	1 if IFRS is adopted for the first time in 2005 because it became mandatory 
	
	
	
	6.533 (2.458) 

	Adj. R2 
	.179 
	.212 
	.298 
	.322 


a LN(MV) = natural log of market value of equity as of each year-end. MTB = Market over book value of common equity as of each year-end. ROE = Net income for the year divided by owner’s equity as of each year-end. Lag Excess Return is calculated as market adjusted average monthly returns over the current and previous year. The last two variables are alternative measures of financial performance (Fin. Perf.). Variables significant at 5% are in bold.

Table 7 (Continued). The determinants of, and the incremental effect of mandatory and voluntary IFRS adoption and CG principles on, the financial disclosure scores
 Panel B: Financial performance is measured by average excess return
	Variables
	Coefficients (T-values in parentheses)

	
	Regression 1 
	Regression 2 
	Regression 3 
	Regression 4 

	Intercept 
	-7.611 (-.495) 
	-7.468 (-.492) 
	-3.147 (-.219) 
	-1.522 (-.107) 

	LN(MV) 
	3.904 (5.285) 
	3.803 (5.198) 
	3.379 (4.850) 
	3.259 (4.714) 

	MTB=MV/BV 
	-1.287 (-2.185) 
	-1.265 (-2.173) 
	-1.835 (-3.250) 
	-1.864 (-3.337) 

	Lag Excess Return 
	-.124 (-.614)
	-.904 (-.467) 
	.114 (.585)
	.076 (.395) 

	1 if IFRS is adopted voluntarily prior to 2005
	
	3.661 (2.080) 
	3.760 (2.267)
	5.620 (2.988) 

	1 for year 2004 and 2005 because CG principles are in effect
	
	
	7.924 (4.284)
	6.562 (3.367) 

	1 if IFRS is adopted for the first time in 2005 because it became mandatory 
	
	
	
	5.399 (2.022) 

	Adj. R2 
	.194 
	.212 
	.300 
	.316 

	

	


	Appendix I
List of attributes used in the T&D survey (based on 106 S&P attributes)


	Ownership



	1) # of issued and outstanding common shares?

	2) # of issued and outstanding other shares (preferred, non-voting, founders, recap)?

	3) Par/stated value of each ordinary share?

	4) Par/stated value of each other share (preferred, non-voting, recapitalized)?

	5) # of auth but unissued ordinary shares?

	6) # of auth but unissued other shares?

	7) Top 1 shareholder?

	8) Top 3 shareholders?

	9) Top 5 shareholders?

	10) Top 10 shareholders?

	11) # and identity of shareholders holding more than 3%?

	12) # and identity of shareholders holding more than 5%?

	13) # and identity of shareholders holding more than 10%?

	14) Identity of shareholders holding at least 50%?

	15) Float %

	16) Descriptions of share classes?

	17) Review of shareholders by type? 

	18) Percentage of cross-ownership?

	19) Existence of Corp Gov Charter or Code of Best Practice?

	20) Reproduction of its Corp Gov Charter/Code of Best practice?

	21) Mention of Articles of Association (i.e., Charter, Articles of Incorporation)?

	22) Details about Articles of Association?

	23) Voting rights for each voting share?

	24) How or who nominates Directors to Board?

	25) How shareholders convene an EGM?

	26) Procedure for putting Inquiry Rights to the Board?

	27) Procedure for proposals at shareholders meetings?

	28) Review of last shareholders meeting? (e.g., minutes)

	29) Calendar of important shareholder dates?

	30) Any (in) formal voting agreements or blocks (relevant to family ownership)?

	31) Shareholding by senior managers?

	32) Ultimate beneficiaries in case of institutional, co. or cross shareholdings?

	

	Financial Disclosure

	

	1) Its accounting policies?

	2) Accounting standards it uses for its accounts?

	3) Accounts according to the local accounting standards?

	4) Accounts according to internationally recognized acct standard (IAS/GAAP)?

	5) B/S according to int'l accounting standard (IAS/GAAP)?

	6) I/S according to int'l accounting standard (IAS/GAAP)?

	7) C/F according to int'l accounting standard (IAS/GAAP)?

	8) Accounts adjusted for inflation?

	9) Basic earnings forecast of any kind?

	10) Detailed earnings forecast?

	11) Financial information on a quarterly basis?

	12) Segment analysis (broken down by business line)?

	13) Name of its auditing firm?

	14) Reproduction of the auditors' report?

	15) How much it pays in audit fees to the auditor?

	16) Any non-audit fees paid to auditor?

	17) Consolidated financial statements (or only the parent/holding co)?

	18) Methods of asset valuation?

	19) Information on method of fixed assets depreciation?

	20) List of affiliates in which it holds a minority stake?

	21) Reconciliation of its domestic accounting standards to IAS/US GAAP?

	22) Ownership structure of affiliates?

	23) Details of the kind of business it is in?

	24) Details of the products or services produced/provided?

	25) Output in physical terms disclosed (# of users, etc.)? 

	26) Characteristics of assets employed? 

	27) Efficiency indicators (ROA, ROE, etc.)?

	28) Any industry-specific ratios?

	29) Discussion of corporate strategy?

	30) Any plans for investment in the coming year(s)?

	31) Detailed information about investment plans in the coming year(s)?

	32) Output forecast of any kind?

	33) Overview of trends in its industry? 

	34) Its market share for any or all of its businesses? 

	35) List/register of related party transactions?

	36) List/register of group transactions?

	37) English annual reports on the Website?



	Board and Management


	1) List of Board members (names)?

	2) Details about Directors (other than name/title)?

	3) Details about current employment/position of Directors provided?

	4) Details about previous employment/positions provided?

	5) When each of the Directors joined the Board?

	6) Classification of Directors as an executive or an outside Director?

	7) Named chairman listed?

	8) Details about the chairman (other than name/title)?

	9) Details about role of the Board of Directors at the company?

	10) List of matters reserved for the Board?

	11) List of Board committees?

	12) Existence of an audit committee?

	13) Names of audit committee members?

	14) Existence of a remuneration/compensation committee?

	15) Names of remuneration/compensation committee members?

	16) Existence of a nomination committee?

	17) Names of nomination committee members?

	18) Existence of other internal audit functions besides Audit committee?

	19) Existence of a strategy/investment/finance committee?

	20) # of shares in the company held by Directors?

	21) Review of last Board meeting? (e.g., minutes)

	22) Whether they provide Director training?

	23) Decision-making process of Directors' pay?

	24) Specifics of Directors' salaries (e.g., numbers)?

	25) Form of Directors' salaries (e.g., cash, shares, etc.)?

	26) Specifics on performance-related pay for Directors?

	27) Decision-making of managers' (not Board) pay?

	28) Specifics of managers' (not on Board) salaries (e.g., numbers)?

	29) Form of managers’ (not on Board) salaries?

	30) Specifics on performance-related pay for managers?

	31) List of senior managers (not on the Board of Directors)?

	32) Backgrounds of senior managers?

	33) Details of the CEO's contract?

	34) # of shares held by managers in other affiliated companies?

	35) Whether Board members are employees of parent co. (in case co. is a consolidated affiliate/subsidiary)? 

	36) Whether any group policies exist regarding nature of relationship between parent and affiliates (w/respect to CG of affiliates/subsidiaries)?

	37) Whether any members of senior mgmt are related (family, joint business, etc.) to any major shareholder? 
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3 In its official report titled “Corporate Governance: the Turkish Transparency and Disclosure Survey,” Standard & Poor's states that it views corporate transparency as an important factor affecting a company's attractiveness to investors, and as a vital element of corporate governance. T&D are also vital components of the CG framework (OECD, 1999).


� Most important is the recent resolve to rewrite the Turkish Commercial Code that has been in effect since 1957. This new progressive law is still being revised under lobbying pressures. 





� For example, Francis et al. (2008b) show that voluntary disclosure decreases the cost of capital, but not when conditioned on earnings quality. Lambert et al. (2007) demonstrate that the quality of accounting information and financial disclosures can affect the cost of capital, both directly and indirectly, and that this effect can go in either direction. Bagnoli and Watts (2007) show that the content and likelihood of voluntary disclosure depend on whether the mandatory disclosure contain good or bad news, thus affecting the probability of and market reaction to voluntary disclosures. The cost of capital and similar measures of performance are also affected by other firm-specific, industry, and economy-wide factors. 


� The 106 T&D attributes are in three categories – ownership rights, financial disclosure, and board and management structures and processes –.


� In a broader context, IFRS adoption could also be a proxy for commitment to accession to the European Union and for the demand for external capital. Notwithstanding the motivation, however, the T&D scores should increase.


� According to the World Federation of Exchanges (WFE), ISE is one of the 21 full members of the Federation of European Securities Exchanges, the founder of the Federation of Euro-Asian Stock Exchanges, and a member of the WFE. ISE was also the fifth top-performing broad market index among all exchanges (the first among European/African/Middle-Eastern Exchanges) in terms of local currency; the sixth largest exchange in terms of the total value of bonds traded in U.S. Dollars; and the ninth largest in terms of the value of shares traded in U.S. Dollars in 2009 amongst 25 European/African/Middle-Eastern Exchanges (first in terms of percent change). Turkey had the 17th largest GDP in the world in 2010, as indicated by the World Bank and the International Monetary Fund.


� An in-depth description of ownership structure of Istanbul Stock Exchange firms and its unfavorable consequences  in terms of firm value and earnings management are provided  in Yurtoglu, (2000) and Aksu, Muradoglu and Cetin (2012), respectively.


� Some of these developments have been accelerated privatization, implementation of pension reforms and creation of private pension funds, monitoring of banks by the Banking Regulation and Supervision Agency (BRSA), the CMB’s commitment and resolve to improve the regulatory framework, and the incentives for better governed companies such as the new high T&Ds score index  followed by the ISE.


� For a detailed review of the empirical research on disclosure regulation, information intermediaries, and the determinants and economic consequences of corporate disclosure, the reader is referred to Healy and Palepu (2001) , Core (2001) and Leuz and Wysocki (2008) for more recent studies.


� The relation between the T&D scores and market value, however, is negative in Brazil, Poland, and South Africa.


� A report of the Institute of International Finance (2005) commented on the recent CG improvements in Turkey and mentioned the adoption of IFRS, inflation accounting and consolidated reporting as some of the main  reasons for the improvement  in CG.


� If the information item is not relevant for the firm, its value is considered as not applicabele (N/A). The # of N/A values are deducted in determining the maximum possible “Yes” values in the denominator of equation (1).





