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Abstract: We develop a framework for discussing regulatory activity in the area of differential
disclosure systems. In particular, we define differential disclosure systems as being com-
posed of three elements. The first element consists of the pieces of information that are un-
regulated and, therefore, subjectto a market solution. The second elementis made up of those
pieces of information that are regulated and, therefore, subject to a compulsory disclosure re-
quirement. Finally, the third element is the criteria that determine which pieces are regulated
and unregulated for which firms, respectively. To illustrate the usefulness of our framework
we examine the repercussions of the Electronic Federal Gazette that was introduced in Ger-
many in 2007. In particular, we present exploratory empirical findings from an online survey
of 126 small and medium-sized entities in Bavaria, a federal state of Germany. The survey
participants’ ultimate judgment of the Electronic Federal Gazette turns out to be negative. They
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perceive it to be affected by the chosen solution in their business environment in various di-
mensions such as, for example, competition or price negotiations. We demonstrate that it is
not size thataccounts for their negative evaluation but rather the lack of diversification among
those small and family-owned firms. Informed by these results, we discuss what might follow
for different regulatory alternatives to assist policy makers in future regulations.

Key words: family firms, financial reporting, Electronic Federal Gazette, differential disclosure
of financial statements, competitor accounting
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1. Introduction

In the 28 Member States of the European Union (EUJ, 99% of the
20.4 million business entities are small or medium-sized. These SMEs
generate 87 million jobs and account for 67% of employment (European
Commission, 20133, Table 2, p. 10).! Estimates of the share of family
firms vary dependent on the chosen definition between 70% and 80% of
the European firms (Austrian Institute for SME Research, 2008, p. 39).
The sheer numbers provide evidence of the extraordinary importance
of both SMEs and family-firms for the European economy and, thus,
why itis relevant to consider their needs in regulatory decisions.

As of 1 January 2007, according to Art. 1 No. 3 of the EU Directive
2003/0058/EC, all Member States of the European Economic Area had
to set up a central register, a commercial register, or a firms’ register until
the end of December 2006. Since 1% January 2007, all companies with
limited liability and large firms with unlimited liability are required to dis-
close their financial statements electronically at this register. The preface
of the Directive 2003/58/EC sets out that one of the main goals was to
make firm information more easily and rapidly accessible for interested
parties. The regulatory efforts in the EU behind this reform can be traced
back to a new conceptual information model. European policy makers
intended to establish this information model within the EU to level the
playing field for market participants (Cordewener, 2009). The aim was to

! The underlying definition of SMEs is employed by the EU to provide statistics about all kinds
of enterprises and to discuss necessities in their regulation. It should be noted, however, that
its size criteria (Employees: Micro < 10, Small < 50, Medium-sized < 250, turnover: Micro: <€ 2
m, Small <€ 10 m <€ 50 m, volume of assets: <€ 2 m, Small <€ 10 m <€ 43 m) is not exactly
equivalentto the size criteria that have been laid down in the laws.
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reduce information asymmetries, with the purpose of providing a theo-
retically optimal quantum of information for decision-making issues of
market participants (Grohmann, 2006}, and to establish a favorable cli-
mate for business and growth across borders (Cordewener, 2009). Even
though policy makers have succeeded in pushing the reform through, it
remains unclear, however, which specific repercussions the model has
had. One reason for the uncertainty about the effects of this regulatory
activity might be that we still lack a comprehensive framework for policy
makers, which would allow us to identify the effects of previously intro-
duced disclosure regimes and their costs and benefits in detail. Another
reason resides in a lack of detailed empirical evidence on the effects of
the new regime. In this respect, the European Commission itself noted a
need fora more detailed, particularly empirical, research to support deci-
sion makers in their regulatory process (European Commission, 2009a).
To provide such support, a careful empirical examination is necessary to
determine whether the policy makers have achieved their intended con-
sequences and whether unintended side effects have appeared.

The overall objective of this study is to provide such support. With
this in mind, we provide, first, a theoretical framework that allows us to
evaluate the effects of differential disclosure regimes. These regimes
contain not only disclosure elements which are required by the legisla-
tor but also elements that are determined by taking recourse to a market
solution. Second, we apply our framework and provide exploratory em-
pirical evidence from a sample of 126 firms with respect to the reform of
the Electronic Federal Gazette in 2007 (Elektronischer Bundesanzeiger)
and its repercussions within the institutional environment of Germany.

With respect to this sample our framework allows us to address
two research questions:

1) Which firms benefited from and which lost with the introduction

of the Electronic Federal Gazette?*

¢ Clearly, the chosen focus on firms in this paper neglects the viewpoint of other stakehol-
ders such as employees, the government, the fiscal authority, or the press to name justa few
examples. This was done because only preparers are subject to the influences of all those
parties as they remain the residual claimants (see also Grottke, 2011).
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I1) What factors affect the costs and benefits of differential disclo-

sure regimes?

There are several reasons why a location based in Germany of-
fers an ideal environment for studying these effects. First, more than
95% of all German firms are controlled and managed by family owners
(Haunschild and Wolter, 2010]. In terms of SMEs, 2.1 million German
SMEs are responsible for 16.3 million jobs (European Commission,
2013b). Second, the disclosure requirements may affect particularly
the behavior of German private entities, which have been renowned
for their long-standing interest in secrecy. Their behavior has either
been justified by cultural reasons (Gray, 1988]) or, as small and me-
dium-sized firms are at the same time the major force of the German
economy, as an important feature of a highly successful business
model (Heidhues and Patel, 2011). In the latter case, the public finan-
cial statements’ disclosure policy could be, for example, explained as
a strategy designed for preserving monopoly rents that are based on
ensuring a high degree of secrecy (Guttentag, 2004). Third, thanks to
an inefficient enforcement, the institutional environment in Germany
enabled the firms to reject a disclosure of their financial statements
before the introduction of the Electronic Federal Gazette, and, as a re-
sult, it could be classified as a differential disclosure system de jure
buta marketsolution de facto. This allows us to analyze the effects of a
move towards a differential disclosure system de facto and, therefore,
we can expect to observe an influence on of the firms in our sample
with respect to the changes in regulation. Finally, German small and
medium-sized entities typically rely on bank financing (Nobes, 1998)
for which the information needed could also be provided via private
exchange of information. Therefore, enforcement of public disclosure
for capital providers is not necessary (Leuz and Wistemann, 2004). In
this respect, Germany constitutes a role model for Continental Europe’s
private entities’ financing structures (Mazars, 2008, p. 9, for example
states that 80% of European small and medium-sized entities pointed
out that banks are the main users of their financial statements).

Our results provide exploratory detailed evidence for European
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policy makers concerning their regulatory activity and might be of par-
ticular relevance with respect to the recently increasingly employed
criterion “think small first” that aims at taking into account the view-
point of SMEs at a very early stage of the political process (Small Busi-
ness Act, 2008). They are, moreover, particularly relevant for countries
in which the significance of SMEs is extraordinarily high, such as for
example Portugal. In Portugal, according to the Fact Sheet of the Euro-
pean Commission,

“There are approximately 81 SMEs per 1000 inhabitants in
Portugal, which is more than double the EU average of almost
40. In line with this, SMEs in Portugal have an exceptionally
high importance for the domestic labour market compared to
other EU Member States. More than four out of five jobs depend
on SMEs and the contribution to the overall economy in terms
of value-creation also exceeds considerably the EU average.”
(EC, SBA Fact Sheet Portugal, without date]).

With our study we contribute to the existing literature in two ways.
First, our research results relate to the debate on the extent to which
a government should provide differential disclosure rules as far as fi-
nancial statements’ disclosure is concerned. Prior research on potential
determinants of differential disclosure rules has regularly relied on the
size criteria, on the differentiation between publicly traded and private
businesses, or on explaining the utility of full financial accounts by
management or agency factors (e.g. Meek et. al., 1995; Eierle, 2008; Ei-
erle and Haller, 2009; Collis, 2012). To our knowledge, neither the influ-
ence of different ownership structures of private businesses nor the in-
teraction between diversification and family-ownership has been putin
the center of analysis before. Our framework allows us to detect the fac-
tors that explain potential reactions to regulatory activities in this area
and our exploratory evidence hints on previously unknown influences
on firms’ evaluation of obligatory disclosure and interaction effects be-
tween size, family-ownership and the degree of firms’ diversification.

The remainder of the paper proceeds as follows. First, we develop
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our differential disclosure framework with a focus on enabling evalua-
tions of policy makers’ regulatory activities. Then we explain the insti-
tutional environment in Germany before and after the introduction of
the Electronic Federal Gazette. Based on literature on this subject we
develop three hypotheses with respect to alternative criteria for dif-
ferential disclosure. Next, we will describe our survey sample. In the
subsequent section, we will present empirical results. Afterwards, we
discuss the results and point to possible reform alternatives. Finally,
we conclude and point out possible limits of our study.

2. A Theoretical Framework for the Evaluation of Differential Disclo-
sure Regimes

Market participants need appropriate information on which they
can base their decisions. Differential disclosure systems are con-
cerned with the question of how to ensure the supply of such appro-
priate information. Essentially, differential disclosure systems divide
all potential pieces of information into two different categories: ei-
ther these pieces are produced in a privately negotiated information
exchange (market solution) or they are produced on the basis of a
governmental disclosure requirement (regulatory solution) (Coates,
2001; Shleifer, 2005). Both options provide a wide range of benefits
and costs. As a consequence, a differential disclosure system tar-
gets on the maximization of benefits and the minimization of costs
by combining preferential aspects of the two systems according to
both characteristics of the environment and of different firms. In other
words, one must find appropriate criteria that determine in which cas-
es a market solution and in which cases a regulatory solution should
be chosen. Subsequently, we will first outline the costs and benefits
involved in choosing a market solution or a regulatory solution for a
certain piece of information. Then, we will turn to the question how a
regulator can find out where to draw the line between market solution
and regulatory solution for different types of firms.
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2.1. Market Solution

A market solution proposes that market participants are free to ex-
change information within a given legal framework of property rights
(Furubotn and Pejovich, 1972). As they are assumed to act in their
best interest they should acquire as much information as necessary
and - due to information production costs - as little information as pos-
sible. In other words, both partners will exchange sufficient informa-
tion to close a deal (Ross, 1979). With respect to the pieces of informa-
tion for which a market solution is appropriate, the regulatory authority
can follow a laissez faire strategy.

The central advantage of a market solution consists in its flexibil-
ity. The market solution adapts to any new information of which market
participants become aware without any need to initiate lengthy regula-
tory processes. If a net benefit exists, a firm has an incentive to disclose
information on a voluntary basis (Ross, 1979). When a piece of infor-
mation leads to negative effects for a firm or generates costs without
a corresponding higher benefit for third parties, it will not be produced.

Nevertheless, there are also serious drawbacks in the market so-
lution. First, it is crucial that signals for the reliability of contracting
partners are trustworthy. When sanction mechanisms are insufficient,
the market solution can no longer guarantee that potentially welfare-
enhancing transactions are carried out because market participants
will put a price on the risk of maybe being deceived (Watts and Zim-
merman, 1986).Ina setting characterized by information asymmetry,
they might, for example, simply choose to refrain from potentially fa-
vorable transactions (e.g. because they cannot be sure to buy lemons,
Akerlof, 1970). One could argue that a firm providing misleading infor-
mation will become known as unreliable in the course of time. How-
ever, this mechanism of building up a reputation is limited in cases
in which business partners rarely meet, which implies that they are
not interested in building a stable business partnership. Second, the
market solution fails when market power allows one of the business
partners to withhold necessary information from the other business
partner. A third reason for a market solutions’ failure can be found in
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the information asymmetry between firms and users of financial infor-
mation, for example lenders, when these users have already entered
into a relationship, for example, because they provided a loan to the
firm. This induces agency conflicts between managers or owners, on
the one hand, and lenders, on the other hand (Jensen and Meckling,
1976; Ewert and Wagenhofer, 2007). Even though there is little doubt
that these conflicts are solved by the banks via contracts (banks nor-
mally hold a good negotiation position) (e.g. Smith and Warner, 1979;
Peek, Cuijpers and Buijink, 2010], they remain essential, for example,
for small suppliers that offer trade credits.

2.2. Regulatory Solution

A regulatory solution prescribes that market participants have to
disclose a certain set of information. There are several advantages of
this solution. First, it can reduce the drawbacks of the market solution.
For example, if firms are obliged to disclose information on their credit-
worthiness, contracting partners in a less favorable position are able to
collect decisive information. As a result, the chosen disclosure require-
ment levels the playing field and diminishes adverse effects of market
power (Fishman and Hagerty, 1989]). Furthermore, regulatory disclo-
sure requirements can reduce information asymmetries (Hart, 2009)
and avoid costs that arise from fraudulent statements [Mahoney,
1995). It could, for instance, centralize previously scattered knowl-
edge of informational remedies against agency conflicts and corporate
fraud. The predominant argument for regulatory disclosure, however,
is standardization. Standardized information processes oblige all pre-
parers to fulfill the same requirements (with respect to format, time,
and communication medium, for example]. Consequently, all users
know thatthere is one channel to access the information needed. Such
standardization reduces information acquisition efforts and compli-
ance costs; both lead to market-wide cost savings (Mahoney, 1995).

Nonetheless, regulatory disclosure requirements also have dis-
advantages. First, applying standardization to heterogeneous firms
and leveling only a restricted playing field could induce considerable
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adverse external effects. So itis remarkable that the USA’s FASB delim-
its its proposal on a disclosure system for private firms, arguing that
“there are exemptions and qualifications due to the large volume and
diverse needs of users and preparers of both private company and
public company financial statements” (FASB 2011, p. 2). Regulatory
disclosure requirements cannot pay due regard to individual contin-
gencies — they are designed to be applied on a large number of firms.
Moreover, taking into account that information is accessible to the
public, a number of preparers will have to worry that third parties could
use the information for detrimental purposes. The information mayj, for
example, be used by current competitors that try to get detailed in-
formation to catch up with their opponent or by potential competitors
that search for attractive markets (Dedman and Lennox, 2009). With
respect to competitiveness, another important drawback of a regula-
tory disclosure requirement comes to the fore when the scope of its
application is limited, for example, because the requirement is only
applied locally. Then it might induce competitive distortions: Interna-
tionally competing firms of other countries that do not have to disclose
these particular pieces of information might, nevertheless, make use
of information available from their competitors which are subject to
the regulatory requirement (Elliott and Jacobson, 1994). In addition,
a regulatory disclosure requirement needs a suitable infrastructure
for its implementation. Not only technical requirements have to be
fulfilled, but also professional training issues and the setup of disclo-
sure processes (Ball, 2001). Probably not every firm can fulfill these
requirements at the same level. Taken together, it might be a consid-
erably difficult task to identify “one size fits all” regulatory disclosure
requirements (Coates, 2001, p. 534).

2.3. Criteria for Differential Disclosure Systems

In essence, a disclosure regulation needs to be appropriate. This
means that it should assure the socially optimal level of discretion
(Leuz, 2010). Searching for suitable criteria which make appropriate
solutions possible, is, therefore, the mostimportant (and difficult) chal-
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lenge of differential disclosure systems. Differential disclosure sys-
tems stem from the insight that the same accounting disclosures will
be subject to different evaluations with respect to the costs and ben-
efits involved for different types of entities (Harvey and Walton, 1996).
Only insofar as general requirements to disclose elements of financial
statements for a certain range of firms translate into net benefits their
demand is reasonable. Similarly, advantages and disadvantages of
the market solution for certain elements of financial statements are
unevenly distributed among firms, therefore it may be equally sensi-
ble to opt for a market solution only for those range of firms for whom
a net benefit can be realized. However, this entails, first, the need to
clarify which differences and characteristics of the firms should be
taken into account. Literature has enumerated several different criteria
for this purpose. The FASB, for example, identified six potential factors
in which private firms differ from public firms. These are the types of
users (limited number of investors and providers of debt capital), the
access to the management (for supplementary information], the in-
vestment strategies (long term financial performance), the ownership
structures (tax effects of ownership], the accounting resources (less
educated accountants), and the education (not continuously) of the
accountants (FASB, 2011). Other (partly overlapping) criteria include
listing status, legal form, and the size of the firm (Eierle, 2005).

When differential disclosure systems’ criteria are poorly chosen,
there might also arise certain disadvantages. First, differential dis-
closure regimes then introduce two classes of disclosures which de-
mand a higher quantity/quality of information from one type of firm
and a lower quantity/quality of information from the other type (Eierle,
2005). Second, differential disclosure could distort the competitive
environmentwhen it [eads to different competitive gains for firms that
are among one class and losses for firms which belong to another
class (Grottke, 2011).

When we look atthe objective of the European Union’s informational
model which was to level the playing field for market participants, we
would expect that the most suitable way to identify the appropriateness



N.e27-2016 Markus Grottke, Johann V. Léffelmann, Felix Haendel, Thomas Spdth 137

of the differential disclosure system might be to ask for its acceptance:
All involved firms should be more or less equally satisfied with the sys-
tem when they find that their differences are reflected in the system. If
this is not the case, however, there may be additional, not yetidentified,
firm characteristics that hinder the chosen differential disclosure sys-
tem to level the playing field. These criteria might then represent more
suitable criteria for an appropriate differential disclosure regime.

It has to be noted that differential reporting can take place at sev-
eral stages, thatis, preparation of the financial statements, audit of the
financial statements, publication of the financial statements and en-
forcement of the disclosure of the financial statements (Eierle, 2005).
From the viewpoint of a policy maker it is important to concentrate on
the final impact of all stages taken together. To give an example: of
course identical disclosure requirements might turn out to be very dif-
ferent when they are differently enforced across Europe.

Moreover, the timing, that is, the velocity until information be-
comes obsolete in a certain business environment and changes in this
velocity have to be taken into account. What has been a functioning
differential disclosure system in the past might turn out to be highly
distortive in the present when the underlying economy has changed.
In other words, a continuous process of evaluation, adaptation and
reevaluation has to be carried out to verify whether a given differential
disclosure system will work as desired or may need to be adapted fur-
ther. Figure 1 summarizes the preceding elaborations on differential
disclosure and outlines the basic questions from the viewpoint of poli-
cy makers that have to be continuously answered to evaluate whether
a given differential disclosure system needs to be improved or not.
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Figure 1: The theoretical framework for the evaluation of differential disclosure regimes
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3. The Introduction of the Electronic Federal Gazette in Germany

In the following pages we apply our theoretical framework to the
case of Germany. This involves, first, to understand the character of both
the differential reporting regime prevalent in Germany before and the
differential reporting regime prevalent after the reform that introduced
the Electronic Federal Gazette. We will focus on differential disclosure
with respect to differential filing requirements. Differential filing require-
ments are especially sensitive for firms because they deal with differen-
tial reporting requirements that permit unspecified third parties insights
into the financial situation of a firm — which is different from other forms
of differential reporting in which differential reporting requirements of-
ten only have an impact on owners or providers of debt capital.



N.e27-2016 Markus Grottke, Johann V. Léffelmann, Felix Haendel, Thomas Spdth 139

While we focus in our analysis only on differential filing require-
ments?, we will nevertheless take into account whether there were
side effects that, de facto, hindered the filing requirements to play
their envisaged role in practice.

3.1.The Regulatory Changes and the German Background before and
after the Reform

De jure Germany was subject to a differential disclosure system
before and after the Reform (Eierle, 2005). In line with Art. 326 of the
German Commercial Code (Handelsgesetzbuch), small private limited
companies* have to disclose only balance sheets and an abbreviated
version of the notes. According to Art. 327 of the German Commercial
Code, medium-sized private limited companies have to disclose less
in their notes than large private limited companies but are already
obliged to disclose an abbreviated profit and loss account. The dis-
closure that is to be provided by unlimited firms in the legal form of a
sole proprietor, regular partnership, limited partnership with at least
one partner with unlimited liability and other forms of unlimited liabil-
ity (foundations, clubs, and public corporations) is regulated by the
German Public Disclosure Act (Publizitdtsgesetz). Herein, the German
legislator has linked the disclosure requirements for large unlimited
companies in Art. 9 German Public Disclosure Act (Publizitatsgesetz)
which is based on the first Directive 68/151/EEC (currently replaced
by the Directive 2009/101/EG) with the requirements for limited com-
panies in Art. 325 of the German Commercial Code.

Small unlimited firms are exempt from any filing requirement and
are notlisted in the Gazette. Large unlimited partnerships and sole pro-
prietors do not need to publish a management commentary and they

* See Eierle (2005 for further differential reporting issues.

* The most commonly used legal forms with limited liability are: Aktiengesellschaft — stock cor-
poration; Gesellschaft mit beschrankter Haftung — private limited company; & Co Gesellschaf-
ten — qualifying limited partnerships with a limited liability legal entity as a partner. The most
commonly used legal forms with unlimited liability are: Einzelkaufmann — sole proprietor; Offene
Handelsgesellschaft - regular partnership; Kommanditgesellschaft — limited partnership with at
least one partner that has unlimited liability.
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provide only reduced information with regard to the profit and loss
account. Only for large private limited companies all disclosure rules
contained in the German Commercial Code apply (Buchheim, 2010).
Since the implementation of the Directive 90/605/EEC in the KapCo-
RiLiG (Qualifying Partnerships Act) in 2000, qualifying limited partner-
ships, that is, firms with unlimited liability of at least one partner that
are owned solely by companies with limited liability have been classi-
fied on the basis of the criteria for private limited companies.

However, as a matter of fact, before the introduction of the Electronic
Federal Gazette the German legal differential filing requirements were al-
most never applied in practice. In the 1990s between 80% and 95% of all
German private limited companies did not comply with the obligatory dis-
closure of their financial statements in the local court register (von Gamm,
1998). An empirical investigation after the KapCoRIiLiG revealed even
lower disclosure rates: between 5% and 6% (Dallmann and Marx, 2004).

The reason for the low disclosure rates is to be found in the enforce-
ment of the filing requirements. Essentially, an ineffective monitoring
system allowed the firms to refrain from filing their financial statements.

Before the KapCoRiliG, requests for filing were restricted to own-
ers, creditors, and trade associations. As a result, requests from these
parties rarely happened. The registration office of Munich stated in the
nineties thatin 1988 and 1989 these parties had requested the finan-
cial statements of only 25 out of 35,000 private limited companies
(Seigel, 1992). The KapCoRiliG extended the notion of third parties to
everybody, thatis third parties could be creditors butalso competitors
(Court of Justice of the EU 23.09.2004 — Rs. C-435/02, NZG, 2005, p.
35). According to Art. 335a sentence 1 No. 1 and sentence 2 of the
German Commercial Code in the version prevalent before the reform, a
requestwas based on Art. 335 (2nd sentence) of the German Commer-
cial Code which granted a third person the right to apply to the courts to
enforce disclosure against both any German company and any quali-
fying partnership (see also Eierle, 2008).

A second reason for the ineffectiveness before the introduction of
the Electronic Federal Gazette consisted in third parties having to ask
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explicitly for official authorities pursuing nondisclosures (Schreiber,
2010) something that rarely happened (Henselmann and Kaya, 2009).

A third reason for the low disclosure rates in the nineties was the
type of sanction in place. Before the KapCoRiLiG, sanctions consisted
in a compulsory fine to be imposed should the firm not react as de-
sired. As a result, even when third parties asked for disclosure this
merely triggered official authorities to set a deadline. When the firm
filed within the deadline nothing happened. As a consequence, it was
completely riskless to wait with filing (Henselmann and Kaya, 2009)
— third parties could not ask for sanctions. This changed with the Kap-
CoRiLiG which introduced an administrative fine between 2,500 € and
25,000 €. Differently from the compulsory fine, this fine was always
imposed when the firm was found to have not disclosed (Kaya, 2010).

In summary, the German institutional setting before the introduc-
tion of the Electronic Federal Gazette allowed firms to circumvent the
public disclosure of their financial statements. As a result, the out-
come of the differential disclosure regime at that time was close to
a market solution. Then the introduction of the Electronic Federal Ga-
zette took place. In Germany, this reform fundamentally changed the
institutional environment.

For users, the introduction of the Electronic Federal Gazette simpli-
fied the access to financial statements. In the past users had to travel to
the local registration office, now they can access the data electronically
via the Electronic Federal Gazette. The financial statements are available
free of charge and without registration (Kussmaul and Ruiner, 2007).

For preparers, the enforcement system changed. The filing of
financial statements is monitored ex officio now. If a firm refuses to
file its financial statements, it has to pay first a fee of 50 €. Then, if
it does not file within six weeks, a fine between 2,500 € and 25,000
€ will be imposed. The fines could be imposed repeatedly (Kussmaul
and Ruiner, 2007). Compared with the prior regulatory environment,
the Electronic Federal Gazette closed the previously existing gap in the
German enforcement system and, therefore, for the first time, put the
differential disclosure system into practice.
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3.2.German Firms’ Reaction to the Electronic Federal Gazette — Sum-
mary of Empirical Findings

In the wake of the introduction of the Electronic Federal Gazette,
several empirical studies analyzed the subsequent reaction of German
firms to the new requirements. Schlauf} demonstrated that even four
years after the introduction more than 100,000 German firms constant-
ly refused to file their financial statements on time and that more than
49,000 firms were fined in 2010 (Schlauf, 2011).The numbers account
for more than 10% and 5%, respectively, of all limited companies thatare
obliged to disclose their financial statements in the Electronic Federal
Gazette (Buchheim, 2010). Henselmann and Kaya (2009] investigated
a sample of 4,000 limited companies of three company registers (one
in the north: Kiel, one in the south: Ingoldstadt and one in the middle of
Germany: Kassel) between January 2007 and July 2008. Their investi-
gation of disclosure timing between 2007 and 2008 provided evidence
that only between 9% and 14% of the firms filed their financial state-
ments timely enough to make them available at the end of December of
the following year (Henselmann and Kaya, 2009).

By March, fifteen months later, between 53% and 56% had filed
theirfinancial statements. Furthermore, they found that medium-sized
companies filed later than small companies and that large companies
filed often more timely than small companies. Buchheim (2010) ana-
lyzed a random sample of 150 qualifying partnerships (GmbH & Co.
KG) from the Berlin registration office in 2008. While her sample is
less representative than that of Henselmann and Kaya (2009}, as it
is restricted to the location Berlin, it fills an important gap: qualifying
partnerships have often been deemed to be a legal form thatis deliber-
ately chosen to avoid disclosure. Again her results showed that almost
all qualifying partnerships tried to make use of the full time period until
the end of the deadline and beyond.

However, she reported higher filing rates: 71% of German qualify-
ing partnerships had filed their financial statements after 12 months
and 90% after 15 months. Interestingly Buchheim (2010) did not find
any unlimited partnership within her sample that deliberately or be-
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cause of the German Public Disclosure Act disclosed its financial state-
ments. Eierle, Eich and Klug (2011) apply a more comprehensive ap-
proach to identifying their sample. Instead of using single registration
offices which could be biased with respect to the region, they rely on
a random sample from the MARKUS database of all German compa-
nies that are small or medium-sized qualifying or limited companies.
They found that only 33% of their sample of small companies and only
25% of their sample composed of 221 small and 241 medium-sized
companies file financial statements within the legal time period. 20
months after the reporting date, at least 90% had filed their financial
statements. Wittmann and Bravidor (2016), based on a sample of 720
large private companies in Germany, provide evidence that between
2011 and 2013, the companies still made use of the entire time period
until publication and even accepted that they had to pay fines.

In view of the enormous number of contributions in practitioner
journal that are full of recommendations on how to avoid the filing of
the financial statements or to reduce the Electronic Federal Gazette’s
perceived negative effects (for a summary, see Kaya, 2010; for a typi-
cal example, see Plagens, Wolter and Henke, 2007], these numbers
probably mark the lower bound of firms that engage in avoiding nega-
tive effects of disclosure.

Taken together, the empirical evidence in Germany shows that
firms reacted differently to the reform insofar as a considerable quan-
tity of firms tries very hard to continue avoiding disclosure. This evi-
dence suggests that the criteria on which the differential reporting re-
gime relied might have led to unexpected outcomes. In particular, and
contrary to regulatory expectations, it might not have contributed to
the leveling of the playing field.

3.3. Alternative Criteria to those chosen for Differential Reporting in
Germany

3.3.1. Hypothesis Development
To trace whether these empirical findings can be explained with
the aid of systematic differences between firms that are still not ad-



144 Financial Statements’ Disclosure in the Electronic... RCEJ

equately captured in the differential disclosure system established by
the reform, we will compare the differences in firms’ ultimate judgment
of the Electronic Federal Gazette with respect to the criteria size, own-
ership and diversification. The size criterion ascribes the firms’ behav-
ior to the division of labor (Allee and Yohn, 2009). For larger firms it is
relatively less costly to analyze financial statements (for example, for
competitive reasons), which is why they can fully exploit the advan-
tages of the Electronic Federal Gazette. They also rely more on institu-
tionalized information because the size of the firm leaves little oppor-
tunity for informal and personal information systems. Small firms, on
the other hand, are more concerned with the administrative burden of
filing their financial statements; in addition, they will often not possess
the necessary resources for analyzing other firms’ accounts as elabo-
rately and systematically as large firms (Golde, 1964, Guilding, 1999;
Lehne, 2010). As the European disclosure regulation follows a differen-
tial disclosure regime that varies its requirements for firms primarily on
the basis of size criteria, we assume that these effects outweigh each
other. Moreover, it is important to note that potential differences in the
size criteria could also have already been addressed by reforms of the
European Union (MicroBilReG based on the micro Directive 2012/6/EU,
No. 9] after the Electronic Federal Gazette with their mantra “think small
first” that focuses specifically on reducing administrative burden for
small firms (European Commission, 2009b). To measure size, we used
the size criteria contained in the rules of the EC Directive 2003/0038/EC
that were introduced into German GAAP in 2009 for limited companies
and the size criterion in the German Public Disclosure Act for unlimited
firms. To obtain a binary variable, we composed size summarizing all
small limited and unlimited firms under the label small and all others un-
derthe label large. We assume that even before the MicroBilReG the size
criterion made it possible to address the differences between small and
large firms that can be captured by size. Thatis why we hypothesize:

*To make sure that this procedure will not lead to a bias, which is created by the binary definition,
we calculated all tests with an alternative size definition in which middle sized companies are
attributed to the small group instead of the large group and referred to differences in the findings.
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H1: Larger firms do not differ from small firms in their ultimate judg-
ment of the introduction of the Electronic Federal Gazette.

However, we suspect that there might be further important differ-
ences between firms, which should be addressed within a differential
reporting regime. In particular, we suspect that the importance of the
stewardship function dependent on accounting ownership may play
a major role. So as to operationalize ownership in our analyses we re-
ferred to a functional definition which is transparent with regard to its
referred dimensions (for requirements on family firm definitions Klein,
2000; Astrachan et. al., 2002) and which allows us to compare the
results. Hence, we based our questionnaire on the most commonly
employed definition of family firms in Germany, which is established
by the IfM Bonn. This definition specifies firms as family firms when-
ever, simultaneously, fewer than three natural persons or their rela-
tives hold at least 50% of the voting rights and when these individuals
are part of the management of the firm (Haunschild and Wolter, 2010).
In order to have an operational definition which is less lengthy but
captures the essence of this definition, we adjusted the definition of
a family firm asking whether the management is separated from the
ownership of the firm or not.

Whenever ownership is separated from management, steward-
ship issues increasingly need to be taken into account. Caused by
agency conflicts, managers of firms that are not family-owned might,
forinstance, be less interested in protecting the firms’ assets because
these assets are not their personal property (Jensen and Meckling,
1976; for empirical evidence in this respect Ang, Cole and Lin, 2000).
Hence, there is a special need to provide objective, non-discretionary
information about the firm (Allee and Yohn, 2009). A particular side
effect of addressing such needs consists, however, in managers be-
ing constrained in their actions that involve information when com-
pared with owner-managers. While family-owned firms can flexibly
determine case by case how much information to provide to different
stakeholders of the firm, firms that are not family-owned are less flex-
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ible because they, in addition, have to pay due regard to stewardship
purposes (Gjesdal, 1981). Whereas privately held firms might produce
similar financial statements for their stakeholders even in unregulated
or ineffectively regulated environments, they will tailor information
to the needs of their stakeholders (for the scenario of creditors e.g.
Peek, Cuijpers and Buijink, 2010) and more carefully weigh the costs
and benefits when they decide which information to produce and to
whom they are reporting (Allee and Yohn, 2009). Furthermore, family
firms have other means than non-family-owned firms: while manag-
ers have to reduce agency costs with transparency, family firms can
reduce agency costs alternatively by pledging personal collateral
(Steijvers and Voordeckers, 2009). Moreover, the equity position of a
family-owned firm also reflects, to a certain degree, the private wealth
(Starck, 2008] of the family owners and, hence, the owners could be
interested in more secrecy. All in all, these considerations suggest that
there might be different characteristics of family-owned firms in com-
parison with non-family-owned firms, which could allow for differential
reporting requirements that have not been addressed in the current
system so far. Therefore, we hypothesize:

H2: Firms thatare not family-owned evaluate the introduction of the
Electronic Federal Gazette more positively than family-owned firms.

A third important candidate for differential reporting requirements
is diversification. To take one example, itis difficult for competitors, sup-
pliers or customers to profit from a detailed analysis of diversified firms’
financial statements. Financial statements of firms producing only a
narrow range of products, on the otherhand, are highly transparent: their
revenues and expenses directly reflect margins, cost structures, etc. As
aconsequence, such firms might have good reasons to remain silent on
their financial statements (Starck, 2008; Schén, 2009). As definitions
of diversification are manifold (e.g. segments, products, services, cus-
tomers, competitors, suppliers), we opted for an open definition: firms
could classify themselves either as more or less diversified. Therefore,
we asked firms about their diversification and hypothesize:



N.e27-2016 Markus Grottke, Johann V. Léffelmann, Felix Haendel, Thomas Spdth 147

H3: Diversified firms evaluate the introduction of the Electronic
Federal Gazette more positively than their undiversified counterparts.

3.3.2. Research Design and Data

Questionnaire

We conducted an online survey to assess the effects of the Electronic
Federal Gazette. The questionnaire was developed in three consecutive
steps. First, we exploited prior literature to design a preliminary question-
naire so as to obtain an idea of the issues that could play a crucial role
in evaluating the filing requirements. Afterwards, we conducted an inter-
view study with 15 SMEs participants (three auditors, one tax consult-
ant,and 11 executives of SMEs from different industries of the same type
that latertook partin the survey), based on the preliminary questionnaire
as a first pretest. We used the transcripts of the interviews to refine the
questionnaire to practitioners’ reality and to interpret the results. Finally,
we discussed the questionnaire design with 11 practitioners and survey
experts, who commented on the order and wording of the questions.

Sample

The sample selection is based on databases from the Chamber
of Handicrafts Niederbayern-Oberpfalz, the Chamber of Industry and
Commerce Niederbayern and Regensburg for Oberpfalz-Kehlheim and
the National Association of tax consultants and auditors of Bavaria. As
aresult, itis based on all different kinds of firms (handicrafts, commer-
cial firms and liberal professions such as tax consultancy firms]. In
the case of firms with unlimited liability, a threshold of 50 employees
helped us choose which firms to include in the sample. Concerning
firms with limited liability, all firms from the database were included.
E-Mail addresses were available for 2,934. After eliminating wrong E-
Mail addresses, the questionnaire was sent out to 2,930 firms in July
2010, with reminders in August and September. This resulted in re-
sponses from 126 firms (a response rate of 4.3%).5 Our response rate

¢ Note that we published a short report on descriptive results of a part of the questions used also
in this survey in a German practitioner journal (Grottke etal. 2012).
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was lower than those achieved in other surveys in continental Europe
and the UK. We assume that the main reason for the differences is that
prior literature relied on postal questionnaires with at least one (Eierle
and Haller, 2009) and up to three reminders with prepaid reply enve-
lopes (Collis, 2008), which resulted in response rates of 10.3% (Eierle
and Haller, 2009) and 14% (Collis, 2008), respectively. However, in
comparison to occasional surveys carried out by the Chambers for in-
ternal purposes and based on the same databases that were chosen
here and where normal response rates were between 3% and 5%, our
response rate is within the range of expectations. Generally, directors
of small businesses have little time to respond to surveys (e.g. Col-
lis, 2008) — this was also reflected in E-Mails that we received and in
which the directors pointed to the importance of our questions but, si-
multaneously, complained about the length of the questionnaire. As
many small firms participated in our survey, this could be a further
reason for the low response rate.

The responding parties of the firms were the management (75%),
the head of accounting (10%), and external providers of accounting
services, for example, tax consultants (5%) or others (10%). Table 1
summarizes the major characteristics of our sample with respect to
our three hypotheses.

Table 1: Sample characteristics

Legal form Limited companies Unlimited companies
97 (77%) 29 (23%) 126 (100%)
Diversification Diversified Not diversified
criteria 46 (38.3%) 74 (61.7%) 120 (100%)
Size criteria Limited companies Unlimited companies
Small Medium Large Small Large
59 (47%) | 11(9%) 27 (21%) 27 (21%) 2(2%) 126 (100%)
Family firm Management and ownership are fully Management and ownership
criteria separated are not fully separated
16 (13%) 110 (87%) 126 (100%)

The possible existence of a sample selection bias was one of our
major concerns. Therefore, we tested, first, whether firms that did not
respond differed substantially from those that responded to our sur-
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vey (non-response bias). To this end, we applied the Mann-Whitney-
U-test on the ultimate judgment of the Electronic Federal Gazette to
test whether there is a difference between the group of respondents
that filled out the questionnaire after the last reminder and the other
groups (Wallace and Mellor, 1988). The result indicates that the early
and late respondents were not significantly different in their ultimate
judgment of the Electronic Federal Gazette. It is important to take into
account, however, that our small sample size might also account for
this result (Wallace and Mellor, 1988, for example, mention a lower
threshold of 15%, which is still above our response rate). Therefore,
we cannot completely rule out that there may be a difference between
the first and the last group. As a possible remedy Wallace and Mellor
(1988) suggest referring to further important characteristics of the
sample obtained in comparison to the rest of the population.

In view of the firms’ reaction to the Electronic Federal Gazette one
could expect that the most critical difference in characteristics might
be found in the fact thatonly those firms responded which are interest-
ed in secrecy and which fear transparency. To obtain clarity about the
extent of this effect, we asked participants in our survey whether they
avoided the disclosure in the Electronic Federal Gazette and compared
the results with the non-compliance rate published by the German Fed-
eral Ministry of Justice, which stated for 2006 (the only officially avail-
able number) that administrative fines were imposed on 20% of the
firms for not filing their financial statements on time (Bundesministe-
rium der Justiz, 2009). In our survey, 11 of 126 respondents informed
us that they avoided a disclosure in the Electronic Federal Gazette, in
other words, 9% of the final sample. This is not only below the non-com-
pliance rate but also below the 10% mentioned by Buchheim (2010]).
One reason for this result could be that those firms that are critical to
the Electronic Federal Gazette are also critical with respect to provid-
ing their E-Mail addresses to their local Chambers (from which we ob-
tained our E-Mail databases) or with respect to participating in online
surveys atall. On the other hand, however, this is not too likely because
firms normally interact with their Chambers regularly via E-Mail. While
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we cannot fully rule out any sample selection bias, we cautiously con-
clude that there is at least no clear indication that such a bias exists.

3.4. Empirical Results

3.4.1. The Ultimate Judgment of the Electronic Federal Gazette

We asked the participants for an ultimate judgment of the Electron-
ic Federal Gazette on a Likert scale from 1 (very negative) to 5 (very
positive]. Figure 2 and Table 2 show that more than 50% see more dis-
advantages than advantages in the Electronic Federal Gazette. Only
21.3% think that the advantages outweigh the disadvantages (0.8%
consider it as very positive). These results correspond well to the em-
pirical findings with regard to the filing rates mentioned above.

Figure 2: Ultimate judgment of the Electronic Federal Gazette

“How do you assess the easier access to corporate data in the
Electronic Federal Gazette when you weigh advantages and

30% disadvantages from the viewpoint of your firm?"(n= 122)
25%
20%
15%
10%

5%

0% -

Svery posm\re 1 very negal:lve

With respect to the question of the criterion chosen for differen-
tial reporting, the distribution of the answers is even more interesting.
With an average of 2.42 and a variance of 1.23 the answers are far from
being homogeneous and suggest that firms substantially differ in their
ultimate judgment. This is where further exploratory scrutiny is neces-
sary to evaluate the current differential disclosure system and this is
the context in which our three hypotheses have to be placed.

To exclude a possible a-error-inflation we applied a conservative Bon-
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ferroni correction to the main test results with respect to the three hypoth-
eses (Abdi, 2007): each significance level was divided by the number of
the hypotheses tested, that is, by three, to ensure the internal validity of
our test results. Therefore, with respect to our three hypotheses we will
speak, differently from standard conventions, of significance when p<
.033, of high significance when p< .0167, and of highest significance
when p< .0033. If not stated otherwise, the tests are one-sided, as we
theoretically expect a certain direction of the differences between the dis-
tribution of answers of the different groups. Detailed results forthe sample
characteristics with respectto the hypotheses can be found in Table 2.

Table 2: Ultimate judgment of the Electronic Federal Gazette ordered by size, ownership, and
diversification

sample Size Family firm Diversified
Overall judgment in total small large yes no yes no
1 - very negative 32 26.2% 25  29.4% 7 18.9% 30 28.3% 2 125% 5 111% 24 33.3%
2 33 270% 21 24.7% 12 324% 28  26.4% 5 313% 10 22.2% 22 306%
3 31 254% 25  29.4% 6 16.2% 26 24.5% 5 313% 12 26.7% 18 25.0%
4 25 20.5% 13 15.3% 12 324% 21 19.8% 4 25.0% 18 40.0% ? 9.7%
5 - very positive 1 0.8% 1 1.2% 0  00% 1 09% 0  00% 0  0.0% 1 1.4%
122 100.0% 85 100.0% 37 100.0% 106 100.0% 16 100.0% 45 100.0% 72 100.0%
p-value 0.1 0.06 0.00

In order to test our hypotheses, we apply a Mann-Whitney-U-test
on the ultimate judgment using a binary variable for each hypothesis.
Furthermore, we provide the mean values to give an indication of the
direction of differences. For H1, that is, for size, the results show lower
ultimate judgments of small firms in comparison to large firms (2.34
versus 2.62), these being, however, not significant. Therefore, in line
with H1 there is no evidence to reject the null-hypothesis (p>.033). The
evidence suggests that - taken on the whole - the differences accord-
ing to size have been captured appropriately by the current differential
reporting regime. With respect to family-ownership, we cannot reject the
null-hypothesis for H2 (p>.033]. That implies that, contrary to H2, the
ultimate judgments of family-owned firms are not significantly lower
than the ultimate judgment of firms that are not family-owned (even
though they exhibit again differences in means as expected (2.39 ver-
sus 2.69]). Finally, we can reject the null-hypothesis in the case of H3:
in accordance with H3, diversified firms exhibit a more positive ultimate
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judgment of the Electronic Federal Gazette than undiversified firms
(2.96 versus 2.15, p< .0033]. This evidence suggests that the current
differential reporting system does not sufficiently reflect existing differ-
ences between the diversified and the undiversified firms of our sample.

In the next step we tested for interactions between the three crite-
ria. Results are reported in Table 3:

Table 3: Interactions between the three criteria size, ownership, and diversification

Size small large
Diversified yes no yes no
n 27 55 18 17
mean 3.04 2.07 2.83 2.41
p-value 0.00 0.25

Size small large
Family firm yes no yes no
n 79 6 27 10
mean 2.29 3 2.67 2.5
p-value 0.1 0.81

Family firm yes no
Diversified yes no yes no
n 42 61 3 11
mean 2.92 2.08 3.33 2.55
p-value 0.00 0.15

Family firm yes no

Size small large small large
n 79 27 6 10
mean 2.29 2.67 3 2.5
p-value 0.07 0.87
Diversified yes no

Family firm yes no yes no
n 42 3 61 1
mean 2.92 3.33 2.08 2.55
p-value 0.25 0.08
Diversified yes no

Size small large small large
n 2? 18 55 1?7
mean 3.04 2.83 2.07 2.41
p-value 0.67 0.13
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Testing for differences in subsamples showed that diversification
only plays a role for small firms, that is, small diversified companies
evaluate the Electronic Federal Gazette much more positively than
small firms which are undiversified (3.04 versus 2.07, p< .001), where-
as diversified and undiversified large firms do not significantly differ
(p=.1). This result is also robust when we change our definition of size
and include medium-sized firms in the small instead of the large group.
The result suggests that there might be advantages and disadvantages
for small firms that could be handled by additionally taking diversifica-
tion into account while itis not necessary to take care of diversification
when size increases. Moreover, we find that small family firms possess
a more negative ultimate judgment of the Electronic Federal Gazette
than small firms that are not family-owned (2.29 versus 2.83, p<.05).
This suggests that within the realm of small firms also the ownership
criterion deserves attention as it seems to capture differences in ad-
vantages and disadvantages of the Electronic Federal Gazette for the
firms. Analyzing the interaction between family-ownership and diver-
sification, we find a significant interaction between family-ownership
and diversification in two directions. First, as one would expect, family
firms which are undiversified possess a more negative ultimate judg-
ment than diversified family firms (2.08 versus 2.92, p<.01). Moreo-
ver, we find among undiversified firms that family firms possess a more
negative judgment than not family-owned firms (2.08 versus 2.55, p<
.1). These results suggest that it is in particular the combination of the
two characteristics of being a family firm and being undiversified that
drives the results. The results obtained suggest that complicated inter-
actions between the different criteria take place. Those would need a
differential disclosure system that takes additional advantages and
disadvantages linked to the characteristics of small, family-owned and
undiversified firms into account.’” To obtain further insights into the ad-

? Itis important to note that a lack of significance might in some cases be attributed to the very
small sample size. In particular, this might be the case when a subsample consists of firms that
are not family-owned.
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vantages and disadvantages, the following section will take both the
preparer’s and the user’s view of firms on those issues into account,
where these three criteria could influence the ultimate judgment.

3.4.2.Views of Preparers and Users

Subsequently we analyze whether we can relate the results ob-
tained above with the entities’ daily work with financial statements (as
preparers and as users). The legal requirements not only force prepar-
ers to disclose their financial statements, they also provide them with
the option to analyze disclosed financial statements of other firms. This
means that firms always adopt not only a preparer and but also a user
position. With a range of different questions we tried to gain insights
into the respective costs (negative consequences) and benefits (posi-
tive consequences) which potentially could explain our test results.
Note that we report for subsamples only the significant results here.?

The Preparer’s View

For the preparer’s view, questions only related to those preparers
who had to file their annual reports, that is, small unlimited firms were
not asked the questions which are subsequently outlined.

Preparers are confronted with advantages and disadvantages of
disclosures. On the one hand, in line with the advantages of regulatory
elements, preparers could use the disclosure of financial statements
for reputational purposes and to standardize communication with their
various stakeholders. However, these advantages might be merely rel-
evant to large or capital market-oriented firms (Dedman and Lennox,
2009). On the other hand, firms are confronted with the costs of the
disclosure; direct and indirect costs. Direct costs are negligible. Costs
forthe annual preparation of financial statements have to be paid inde-
pendently from disclosure and the fee for filing is of minor importance
(e.g. 55 € for medium-sized firms, see AGB Bundesanzeiger, 2013).

8 Given the number of questions, another approach to reporting would go beyond any reasona-
ble size limits for this paper. However, all other results and exact (in-)significance levels can be
obtained from the authors on demand.
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Indirect costs, however, are more critical. They can arise from a variety
of sources. Most intuitive are indirect costs that emerge from current com-
petitors exploiting the financial statements to obtain advantages in the cal-
culation of margins or when increased profits attract new competitors. As
indirect costs are difficult to measure we asked the firms how they perceive
these costs to obtain at least qualitative insights into their importance.

Forthe preparerthere are two different perspectives on those indirect
costs. The preparer has to take into account who reads his financial state-
ments (personal perspective). In addition, the preparer has to consider
the specific contents of his financial statements (content perspective).
The content perspective is concerned with different areas of interest.

The following Table 4 exhibits descriptive evidence for the person-
al relationships which could play a role for preparers.

Table 4: Preparers’ perceived risks of disclosure - personal perspective

Statement: | perceive a risk, that my firm could suffer disadvantages because of the disclosure to the following group of people.

group of people/answer entirely incorrect (1) more incorrect (2) partly correct(3) more correct (4) entirely correct (5) mean  var
competitors (n=94) 1.06 6.38 8.51 26.60 5745 428 110
customers (n=95) 3.16 737 22.11 32.63 34.74 3.87 115
suppliers (n=95) 9.47 16.84 15.79 24.21 33.68 3.54 184
banks (n=94) 24.47 18.09 15.96 15.96 25.53 3.00 237
employees/trade unions/staff associations 20.21 22.34 15.96 15.96 25.53 299 229
(n=94)

financial investors (n=93) 3871 22.58 11.83 9.68 17.20 244 227
press/media (n=94) 14.89 25.53 17.02 24.47 18.09 3.00 1.89
professional database providers (n=92) 761 13.04 13.04 28.26 38.04 363 206
political actors/regulatory bodies (n=93) 22.58 31.18 17.20 11.83 17.20 269 195
fiscal authorities (n=93) 25.81 26.88 12.90 13.98 20.43 276 2.23

In line with Porter (1998) the firms in our sample obviously worry
most that their statements are analyzed by competitors, customers,
suppliers, and professional databases. This is an important impact of
the regulatory change that has taken place with the introduction of
the Electronic Federal Gazette, as, traditionally, accounting choices
of German private firms used to focus mainly on tax authorities and
banks (Plagens, Wolter and Henke, 2007]. The results obtained could
also partly explain why we found a significant result for the criterion
of diversification: in our interview study undiversified firms felt more
vulnerable to such analyses than diversified ones. This is also sup-
ported by one-sided Mann-Whithey-U-tests of the answers provided
by undiversified and diversified firms: undiversified firms perceive
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themselves to be significantly more vulnerable than diversified firms
with respect to competitors and suppliers (4.45 versus 4.23, p<.1 and
3.70 versus 3.36, p< .1 respectively). However, it is important to take
into account that with respect to customers in particular family firms
perceive themselves to be more vulnerable (4.11 versus 3.36, p<.05)
and, contrary to expectations, large firms perceive themselves to be
more vulnerable than small firms (4.19 versus 3.77, p< 1). Probably,
it is rather relevant that family firms relied more on personal relation-
ships with their customers before the reform and are confronted in-
creasingly with financial statement data from their customers after
the reform, while large firms are more active in very competitive mass
markets and are, therefore, accustomed to competitor analyses.

A second group of users that can preoccupate preparers of finan-
cial statements is formed by employees/trade unions, press/media, fi-
nancial investors, and political actors (Leuz, 2010). Following literature
on the subject, we expect issues in this area to be related to size: large
firms are more vulnerable and, in consequence, more anxious about
reputational effects than small ones, because they are of more interest
to the referred parties (for further empirical evidence Link, 2009). This,
however, is not confirmed by the respective Mann-Whitney-U-tests
which do not yield significant results. Interestingly, with respect to po-
litical actors we find that differences between family firms and not fam-
ily-owned firms are of highest significance (2.75 versus 1.43, p<.01).

The last group is composed of tax authorities and banks. Accord-
ing to our interview study, family firms often used their financial state-
ments mainly to prepare their tax account, to provide information to
the bank and for self-information with respect to strategic decision-
making. In the wake of the Electronic Federal Gazette, however, they
cannot solely concentrate on optimizing their accounts for credit and
tax purposes anymore, but have to react to other informational effects
as well. This is the case at least when they still continue with their
strategy to save costs via minimizing differences between financial
accounts and tax accounts (some empirical evidence in this respect
is provided by Haller, Ferstl and Laffelmann, 2011). Therefore, having
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to file their financial statements after the introduction of the Electron-
ic Federal Gazette makes them more vulnerable to the bank and tax
authority reactions to their financial statements than they had been
before. However, again our sample does not support these considera-
tions (p=>.1 in both cases). Instead, it turns out that in particular small
firms are more concerned with fiscal authorities and banks than large
firms (3.03 versus 2.33, p<.05; 3.31 versus 2.51, p< .01, respective-
ly). One possible reason might be that small firms are more reliant on
cost savings via providing identical financial statements to all parties
than large firms which could simply produce two sets of accounts.

With regard to the content perspective we asked for the issues out-
lined in Table 5 (which also contains the descriptive statistics).

Table 5: Preparers’ perceived risks of disclosure - content perspective

Question: Did you perceive increased risks to suffer one of the following disadvantages because of the Electronic Federal Gazette?

content element/answers risk does not  risk remained risk has partly risk has more risk has clearly mean  var
exist (1) constant (2) increased (3) increased (4) increased (5)

target for takeover (n=94) 39.36 19.15 12.77 13.83 14.89 246 223
firm strategy becomes generally known (n=95) 10.53 2211 18.94 36.53 17.89 323 163
inferences on personal wealth (n=95) 3.16 6.32 11.58 28.42 50.52 417 114
attracting new competitors because lucrative markets become 9.58 21.28 11.70 28.72 28.72 346 184
generally known (n=94)

risks and losses become generally known (n=95) 8.42 11.58 13.68 33.68 32.64 371 161
negative reputational effects on business partners (n=95) 11.58 1474 17.89 39.53 25.26 343 176
deteriorating loan terms (n=95) 16.84 34.74 15.79 18.95 13.68 278 173
deterioration of negotiation position with employees (n=95) 2842 18.95 12.63 24.21 15.79 280 218
deterioration of negitiation position with business partners (n=95) 10.53 11.58 16.84 32.63 28.42 3.57 169

Classifying the firms responding to the survey into those that per-
ceive a risk and those that do not, we find, first, that less risk is per-
ceived that the respective firm might become a target for takeovers or
that the negotiation position with trade unions and employees might
deteriorate. Our interview study revealed that these perils may be
especially relevant for large firms. Large firms stated that staff asso-
ciations, trade unions and employees did also receive the information
before. However, the Electronic Federal Gazette makes a difference in
that those parties were usually obliged to remain silent with regard to
the critical contents of the financial statements; in particular they were
obliged not to use the information obtained beyond the ascertained ne-
gotiation. For example, an interview participant told us that his firm was
in a very difficult financial condition and in this situation he provided
trade unions with information about the financial difficulty of the firm to
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explain why he was forced to transfer a work shift to cheaper countries
in order to ensure the jobs of the remaining workforce in Germany. Of
course he was not interested in making his situation public since this
would have involved multiplying negotiations with different stakehold-
ers. Now those parties can use the disclosed financial statements pub-
licly to improve their negotiation position, simultaneously, directing the
attention of other parties, creditors or investors for example, to the firm.
In line with the interviews, within the sample of our survey, large firms
can be demonstrated to be more concerned about becoming a takeover
target or losing ground in negotiations with employees and/or trade un-
ions (2.76 versus 2.26, p<.1;3.32 versus 2.47, p< .01, respectivelg].
A second category can be grouped around the competitive situa-
tion, thatis, around the questions whether there is a risk that the firm’s
strategy or lucrative markets become known (Porter, 1998], whether
there are negative reputational effects on business partners or wheth-
er the negotiation position with business partners deteriorates. Our
interview study revealed that these effects matter more to undiversi-
fied firms because they become more transparent to their business
partners and competitors. The results of the interview study are partly
in line with the data of the online survey. Diversified firms assessed
the consequences of negative reputational effects as less risky (3.13
versus 3.64, p<.05) and the risk of lucrative markets becoming known
as less likely (3.19 versus 3.69, p< .05). We obtained no significant
results concerning the negotiation position with business partners
and the firm’s strategy (3.53 versus 3.67, p>.1 and 3.17 versus 3.27,
p=>.1, respectively). However, in these dimensions family firms turned
out to be more sensitive than firms which are not family-owned (3.33
versus 2.64, p< .05 and 3.67 versus 3.00, p< .1, respectively]. More-
over, in this case our robustness check in the size variable addition-
ally reveals that medium-sized companies are a decisive factor. When
they are included in the group of small firms then most of the variables
become significant, if small and large are compared (strategy: 3.08
versus 3.61, p< .05; negotiation with business partners: 3.43 versus
3.92, p< .1; lucrative markets: 3.24 versus 4.04, p< .01). When they
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are attributed to the group of large firms, however, results remain insig-
nificant. These results suggest that medium-sized firms are less con-
cerned with these effects than small firms and corroborates the efforts
of the MicroBilReG (based on the micro Directive 2012/6/EU, No. 9] to
improve the competitive situation for small firms at least as far these
firms are compared to large firms.

A third category is concerned with personal wealth. Our interview
participants suggested that family-owned firms whose owners are of-
ten well known in the region would appreciate avoiding that their per-
sonal income and wealth (which is essentially identical with their firms’
income and wealth) could be publicly obtained (also Weimar and Reeh,
1988). Again a Mann-Whitney-U-test of the distributions of family firms
and firms that are not family-owned in our survey confirms these re-
sults (4.28 versus 3.5, p< .05]. However, such a publication of income
and wealth seems also to be critical to undiversified firms: with respect
to both the public availability of their risks and losses and the publica-
tion of their wealth, they are much more concerned than firms which
are diversified (3.91 versus 3.44, p<.05, and 4.45 versus 3.81, p<.05).

There is also an explanation why respondents answer that the risk
of deterioration of loan conditions had been prevalent before: accord-
ing to the interview study, banks usually received the financial state-
ments before the introduction of the Electronic Federal Gazette. In this
respect small firms turn out to be less concerned with the Electronic
Federal Gazette than large firms (2.46 versus 3.32, p<.01).

The Users View

To obtaina comprehensive picture about the impact of the Electron-
ic Federal Gazette, however, one has to take into account that the firms
also benefit from the Electronic Federal Gazette, as they themselves
can start exploiting information contained in the financial statements
of other firms. The level of analysis depends on the firms’ resources to
perform certain analyses. One interview participant, for example, said
that after the introduction of the Electronic Federal Gazette he decided
to establish a job position which is solely dedicated to the analysis of
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customers and competitors. However, for smaller firms such effort is
probably financially out of reach. According to Effing (2002) the use
of financial statements involves that the outcome varies with the pur-
poses of the analysis.

First, we asked about the extent of the analysis. While 72.4% of the
firms seek to gain a rough overview, 26.4% make a detailed analysis
and 1.6% do notanalyze at all (Carsberg et. al. obtained similar results,
1985]). Our interview study revealed that large firms analyze financial
statements more often in detail than small ones, mirroring the impact
of labor division (also Golde, 1964; Guilding, 1999). It also suggested
that family firms act more often based on personal relationships than
firms that are not family-owned. We asked respondents whether they
analyzed the financial statements of existing customers and suppli-
ers, potential customers and suppliers and/or competitors. The results
and descriptive statistics are provided in Table 6.

Table 6: Users’ use of the disclosure in the Electronic Federal Gazette - personal perspective

Statement: When | use information published in the Electronic Federal Gazette | am interested mainly in the following group of people.

group of people/answer entirely incorrect (1) more incorrect (2) partly correct(3) more correct (4) entirely correct (5) mean  var
existing business partners (customers/ 4.13 14.88 23.14 30.58 2727 3.62 134
suppliers) (n=121)
potential business partners (customers/ 413 8.26 13.22 42.98 31.40 389 115
suppliers) (n=121)
competitors (n= 122) 2.46 6.56 16.39 30.33 44.26 407 1.09

The majority of our survey participants actively analyze financial
statements of its business partners (e.g. customers or suppliers) and
competitors. Within the analysis their focus is first on competitors and
then on potential business partners. Financial statements seem to be
mainly used to offset a lack of basic information and lose importance
once the business relationship is established. As already mentioned,
large firms in our interviews were more interested in such information,
while small firms acted more on the basis of personal relationships. The
statistics for the respective subsamples of our survey confirm these re-
sults for large versus small firms (existing business partners: 3.92 ver-
sus 3.48, p<.05; potential business partners: 4.11 versus 3.80, p<.05;
competitors: 4.53 versus 3.87, p<.01). Moreover, we find that undiver-
sified firms are significantly more interested in informing themselves
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about their competitors than diversified firms (4.45 versus 4.23, p<0.1).

Continuing to parallel the questions to the preparer side, we also
asked respondents which range of contents they find interesting dur-
ing their financial statements analysis and to what degree. Their re-
sponses and the respective descriptive statistics are shown in Table 7.

Table 7: Users’ use of the disclosure in the Electronic Federal Gazette - content perspective

Question: For which purposes do you use information from the annual report of business partners or competitors?
entirely incorrect (1) more incorrect (2) partly correct (3) more correct (4) entirely correct (5) mean

content element/answer

var

to estimate the creditworthiness (n=122)

18.03

3.83

115

to find arguments for price negotiations (n=120) 20.00 22.50 22.50 18.33 16.67 2.89 188
to gain new customers (n=120) 21.67 25.83 24.17 17.50 10.83 2.70 166
to benchmark with competitors (n=123) 5.69 8.94 26.02 30.89 28.46 368 132
to identify takeover targets (n=122) 48.35 31.15 12.30 4.10 4.10 184 112
to identify competitive edges, lucrative markets (n=123) 26.02 21.14 29.27 14.63 8.94 2.59 160
toi igate the strategy of competitors (n=122) 20.49 2131 31.15 15.57 11.48 276 160
to collect information for my own R & D (n=122) 472.54 24.59 16.39 6.56 4.92 197 135
toir igate margins and ion details (n=122) 28.69 22.13 15.58 18.85 14.75 269 207

The means reported in Table 7 provide evidence that financial
statements are mainly used to obtain an impression of other firms’
creditworthiness and to analyze the competitive strength of rivals.
However, there is also a direct influence on price negotiations. In the
users’ views, size is again an important explanation for some of these
differences. Interviewed small firms often told us that they know their
business partners (for example customers or suppliers) and com-
petitors personally or that they were not overly interested in knowing
much about them, while large firms relied heavily on institutionalized
analysis. Moreover, only large firms thought about searching for take-
over targets and new customers, while small firms stick to their core
competences. Again these patterns are supported by the statistics of
our survey (takeover target: 2.18 versus 1.69, p<.01; benchmarking
with competitors: 4.18 versus 3.45, p<.01; strategy of competitors:
2.97 versus 2.67, p<.1; margin calculations: 3.05 versus 2.53, p<.05;
price negotiations: 3.16 versus 2.77, p<.1; lucrative markets: 2.96 ver-
sus 2.46, p<.05). However, there is a further remarkable result. Family
firms turn out to be less interested in financial statements for the pur-
pose of assessing the creditworthiness (3.78 versus 4.13, p<0.05]).
One explanation for this result could be that they rely more on per-
sonal relationships and more on timely soft information when carrying
out these analysis (similar evidence is provided by Peek, Cuijpers and
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Buijink, 2010). Similarly, large firms are more interested in analyzing
financial statements for the purpose of creditworthiness than small
firms (4.18 versus 3.66, p<.01). Possibly this result is explained by
the availability of a more formal and institutionalized screening pro-
cessin large firms.

Assuming that diversified firms choose their strategy of diversifica-
tion consciously, one could expect that they gain a competitive edge
through diversification. In this case one would expect differences in the
aspects of identifying calculation details and margins, in identifying the
competitive strength and finally in gaining arguments for price negotia-
tions. Interestingly, none of these arguments is supported by the data.

Instead, we find that in particular firms which are not family-owned
use the financial statements to benchmark with competitors (4 versus
3.63, p<.1), to identify takeover targets ((2.25 versus 1.78, p<.1). The
disadvantage of undiversified companies is to be found elsewhere: diver-
sified firms exploit R&D information in financial statements significantly
more than their undiversified counterparts (2.27 versus 1.82, p<.05).

3.4.3. Analysis of the Electronic Federal Gazettes’ Consequences

Most consequences of the Electronic Federal Gazette are straightfor-
ward. Given thata number of consequences used to be only presumedin
literature (for the assumed consequences e.g. Schulze-Osterloh, 1992],
resulting in a lack of clarity on whether these consequences really exist,
we asked the participants with respect to those consequences whether
they really exist. For all consequences we analyzed how they are related
to our three differential disclosure criteria. The question order chosen in
the questionnaire assured that the judgment already summarizes both
preparers’and user’s view. Table 8 shows the results and descriptive sta-
tistics of those consequences that undoubtedly exist:
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Table 8: Consequences of the Electronic Federal Gazette

Question: What do you think about the following consequences of the Electronic Federal Gazette?
consequence/answer very negative (1) more negative (2) neutral (3) more positive (4) very positive (5) mean

var

The enforcement and sanction system becomes easier, 26.23 31.97 27.87 12.30 1.64 2.31
faster and more effective. (n=122)

The information collection is easy and fast. (n=122) 21.31 21.31 27.87 25.41 4.10 2.69
The user stays anonymous and needs not to tell the firm 25.20 14.63 28.46 24.39 7.32 2.74
about his interest. (n=123)

The access to the information is guaranteed even when 3443 13.93 19.67 26.23 5.74 2.55
the firm voluntarily would not offer it. (n=122)

1.09

140
1.63

181

The majority of respondents gave nearly every consequence a
negative assessment. Especially the new enforcement mechanisms
were judged negatively. The anonymity and easier access to the data
for the firms themselves were evaluated only slightly better. Analyzing
associations with the three differential disclosure criteria, the following
issues came up. First, we expected that small firms that do not experi-
ence scale effects in paying the fine would evaluate the strengthened
enforcement system more negatively than large firms (L6ffelmann,
2011). However, our empirical findings do not support this argument
(2.42 versus 2.26, p=.1]). According to the interviewed firms this is
also a problem for family-owned and undiversified firms that used to
remain silent about their financial statements. Family-owned firms
indeed evaluate the enforcement (2.25 versus 2.75, pS.l] and the
accelerated collection of information (2.59 versus 3.47, p<.05) less
positively than not family-owned firms. One reason might be that they
possessed valuable direct contacts which are used to have quick ac-
cess to information and which are now deflated. The easier collection
of information promises positive effects for diversified and negative
effects for undiversified interviewed firms. Again this is also what our
survey data tells us when comparing the evaluation of diversified and
undiversified firms (2.93 versus 2.56, p<.1].

Now we turn to possible benefits of the Electronic Federal Gazette:

Table 9: Potential benefits of the Electronic Federal Gazette

Statement: Please take a position concerning the following potential benefits of the Electronic Federal Gazette
benefit/answer entirely incorrect (1) more incorrect (2) partly correct(3) more correct (4) entirely correct (5) mean

var

replacement of database providers (n=126) 8.73 23.81 32.54 28.57 6.35 3.00
creation of confidence (n=124) 19.35 28.23 38.71 13.71 0.00 2.47

114
0.92
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As we can see from Table 9, the majority of firms did not agree with
the presumed benefits. Again, our interview study gave us indications as
to how an interpretation of the findings should look like. Firstly, only large
firms and firms thatare not family-owned told us that they hoped for more
confidence via the Electronic Federal Gazette; for small and family-owned
firms the personal contact was of more importance. Secondly, some of
the large but none of the small firms started to replace professional da-
tabases with their own analyses. The data of the survey confirms that
there are significant differences especially for the criterion of diversifi-
cation. With respect to confidence and the replacement of professional
databases, more diversified firms find the advantages to materialize than
firms which are undiversified (2.69 versus 2.40, p<0.1, 3.20 versus 2.89,
p<0.1, respectively). Moreover, we verify that small firms see the benefits
from raising confidence significantly more often (2.47 versus 2.38, p<.1)
and the replacement of professional database providers highly signifi-
cantly more often (2.89 versus 1.88, p<.01) than large firms.

4. Discussion

4.1 Exploratory Implications of the Findings

Our findings provide some exploratory evidence why the intro-
duction of the Electronic Federal Gazette might not have, as has been
intended by the European policy makers, contributed to leveling the
playing field for market participants. While differential disclosure with
respect to size criteria already exists, the current institutional environ-
ment has not yet considered the aspect of diversification. As a result
of this gap, our evidence suggests that the introduction could have led
to differences in the treatment of diversified and undiversified firms. At
least the perceptions of firms on the strengthened enforcement mech-
anism signal that firms which are different in terms of diversification
and sometimes of ownership have become subject to identical rules.
This provides an explanation why those firms avoided disclosure be-
fore the reforms and are sometimes even willing to pay fines to avoid
disclosure after the reforms. Moreover, we find that the impact of the
three criteria is heavily related to a complex and heterogeneous set of
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consequences thatthe Electronic Federal Gazette has had on the firms
as both preparers and users of financial statement information. Even
the size criterion is not — as we assumed — unanimous in its impact —
sometimes small firms profit and sometimes large ones do.

The importance to further research and discuss the impact of ex-
isting or the impact of a lack of certain differential reporting criteria
seems to become all the more evident when embedding our results in
the context of globalization and the accompanying competition on a
global scale. According to Siegel (2010) US state law does notimpose
any financial disclosure burden on private firms. While there are no
filing requirements for sole proprietorships or general partnerships,
filing requirements for private limited companies are very limited and
do normally notinclude financial information. As a result, in the US en-
vironment private firm reporting is found to be more driven by market
participants rather than by regulation (Botosan et al., 2006). Botosan
et al. (2006) point out that market players simply choose GAAP rules
to the extent to which the benefits outweigh the costs and do not ap-
ply GAAP when this is not the case. Based on a profound examination
of legal and political obstacles Siegel (2010]) predicts that mandatory
disclosure will remain restricted to public listed companies in the US,
while private firms’ information on their financial position will remain
largely undisclosed. As a result, Ebke (2010) questions whether the
European strategy, which is to enforce mandatory disclosure in a
competitive environment, makes sense given that other large parts
of the world, in particular the US, do not impose disclosure require-
ments on their firms. Such concerns might be of especial relevance
when firms are undiversified.

However, on the other hand, it is important to note that Collis
(2008) found for the majority of UK small and medium-sized firms the
benefits of filing full accounts outweighing the disadvantages (Collis,
2008]. While the opportunities for abbreviated accounts are more or
less the same as in Germany (for a detailed account see e.g. Enchel-
maier, 2010; Collis, 2012), there is a large number of firms in the UK
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that swiftly fulfill their disclosure requirements (based on the publi-
cations of the Companies house Enchelmaier (2010) concludes that
in 2007/2008 95% of the accounts were filed on time]. These results
rather suggestthatalso cultural or other institutional differences could
account for the reaction within our sample.

However, it is important to note that in a longitudinal analysis
(2003, 2008 initially all firms of this study provided full accounts but
50% of the firms of the study of Collis (2012] started to use abbrevi-
ated accounts five years later. Collis did not account for the perceived
effects of diversification on the firms answers; they could possibly ex-
plain why the results in Collis (2012) are not significant with respect
to micro-firms. Another possible explanation could be that size thresh-
olds increased in the meantime.

Similarly, Eierle (2008) scrutinized the filing practices of 158 small
and 108 medium-sized private limited companies in Austria. She finds
that more than 99% of the small companies took full advantage of all
available concessions and most companies did not provide required
disclosures, for example, with respect to the average of employees
during the financial year. However, she also finds that more than 53%
of medium-sized companies provided more information than required.
She concludes that smaller firms have net costs while medium-sized
firms have net benefits from voluntary disclosures. This corresponds
well to our result stating that diversification plays only a major role for
small companies.

It remains to be discussed how potential disadvantages could be
relieved by potential reforms that are arising from further differential
disclosure criteria, which are lacking so far. This is where our additional
criteria of diversification and ownership turns out to be very difficult
to enforce. While we could ask in a questionnaire about the status of
diversification and ownership, differential reporting systems need
objective, reliable, and therefore enforceable criteria to avoid gaming.
However, our further evidence linked with those criteria enables us to
search for some more reliable paths to ensure that small or family-
owned undiversified firms are not discriminated. In the following part
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we discuss three alternatives to the current regime, so as to support
regulators in their policy-making. With respect to the predominant
function of creditor protection without providing transparency on as-
sets or income we discuss the British solution of a collateral register.
With respect to a potential restriction of accessibility to data in very
competitive areas, we discuss the alternative of filing even more ab-
breviated accounts. Finally, with respect to the aggregation of finan-
cial information, we discuss whether governmental rating agencies
could be of assistance providing a ‘value judgment’ about the financial
health of a firm without, however, providing detailed transparency.

4.2.The Collateral Register

Our first proposal intends to provide alternative information to us-
ers, which does not involve competitive harm for the firm or insight
into the personal wealth situation via creating a collateral register. This
would involve reducing public disclosure to a kind of information found
today as a part of the information provided about a firm at the British
Companies House. Such a register of firm charges could fulfil an impor-
tant function within the overall concept of financial reporting (French
et. al., 2009; Enchelmaier, 2010).

According to the British Companies Act 2006 (c. 46, Part 25, Chap-
ter 1, paragraph S 860 (1) ] companies registered in England, Wales
or Northern Ireland are required to register particulars of all company
charges (including mortgages created or acquired by the company].
Like other information registered at the British Companies House, in-
formation is available to the public. The information contains (S 869
(4) CA) “(a) if it is a charge created by a company, the date of its crea-
tion and, if it is a charge which was existing on property acquired by
the company, the date of the acquisition, (b) the amount secured by
the charge, (c) short particulars of the property charged, and (d) the
persons entitled to the charge.”

When compared to the current disclosure requirements, the col-
lateral register offers two advantages. First, it reduces the depth of
possible analyses since only information about the rank of the charge
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is given. Secondly, the register is much more up to date since the in-
formation has been delivered more timely. In the UK the register has
only a maximum delay of 21 days after the charge has been provided
(S 870 (1) CA) (Enchelmaier, 2010). While the register allows weaker
suppliers in terms of market power to obtain information about the
creditworthiness of a firm [Haug, 2009], which would have had to act
without such information because of their lack of market power oth-
erwise, it remains open to debate whether the publication of charges
alone is sufficient to secure uncollateralized debts for suppliers.

4.3. Filing of Abbreviated Financial Statements

Our second proposal consists in extending the abbreviation rules
for regulatory elements such as the profit and loss account. A useful
abbreviation for undiversified firms could be to withhold any informa-
tion that allows for drawing conclusions on earnings and earnings pro-
duction. However, such abbreviated financial statements are probably
not useful (enough) for other users with legitimate interests in the fi-
nancial statements (Jarvis and Collis, 2003). They especially increase
the likelihood of misunderstandings and erroneous judgments since
abbreviated accounts can be chosen for many reasons. It is most
probable, for example, that both economically highly successful and
economically very unsuccessful firms file abbreviated financial state-
ments, in order to avoid (for very different reasons) that third parties
can establish a clear picture of their economic situation. However, if
necessary, this disadvantage of abbreviated financial statements
could be diminished by privately and bilaterally added information.

On the other hand, the manifoldness of interpretation constitutes an
advantage in our case. While abbreviated accounts signal to users that
less disclosure is favorable for the firm they do not signal why. As a result,
unraveling processes are avoided. Therefore, they could allow undiversi-
fied family-firms to shield themselves against insights from competitors.

4.4. Information Intermediaries and directed Disclosure
The last way to reduce the disadvantages of being forced to dis-
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close proprietary information while still ensuring an acceptable level of
information to creditors (and suppliers) could consistin introducing in-
termediaries which can provide aggregated information to certain user
groups without revealing the proprietary content of the information.
Creditors without collateral and information about collateral need
financial statements’ information about the creditworthiness of their
debtors. Private or public intermediate institutions could help increase
information aggregation in such a way that the information needed
about creditworthiness is provided while the chance for competitors
to learn something about the competitive edges of the firm is still lim-
ited. Contrary to Collis (2012), our study shows that providers of debt
capital receive more timely information (as abbreviated accounts are
filed later while banks are regularly informed earlier). As a result, a dif-
ferential user reporting that obliges firms to deliver financial accounts
on time to certain stakeholders but alleviates the firms from an undif-
ferentiated disclosure requirement could offer a reasonable solution.

5. Final remarks

As any change in a differential disclosure system, introducing
the Electronic Federal Gazette changed the market for financial state-
ments disclosure. Our theoretical framework in combination with our
survey provided some exploratory evidence that the current solution
might not be sufficient. In particular, diversification might also play a
decisive role. As diversification is difficult to regulate, we suggested
three different reform alternatives which could mitigate problems as-
sociated with the current solution. However, these are also not free
from (other) disadvantages.

There are four limitations to our study worth mentioning, First, our
response rate is low and has also been limited to a region of Germany.
As a consequence, the external validity of the study’s findings has to
be treated with utmost caution: our sample is small and stems from a
small region of Germany. Therefore, it cannot be assumed to be sta-
tistically representative (Krejcie and Morgan, 1970) for Bavaria, Ger-
many or even Europe. Instead, the findings presented here are explor-
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atory and provide rather an opportunity to obtain first glimpses into
the complex interaction taking place in many dimensions that might
play a role in disclosure requirements and that should be taken into
account. Such analyses are clearly promising: as we have demonstrat-
ed in the literature review and by our analyses of sample selection
biases, the results correspond well to the general feeling of German
firms about the Electronic Federal Gazette and as we have shown in
the introduction, the extraordinarily important role played by SMEs is
visible also in other countries in Europe such as, for example, Portugal
or Spain. Moreover, the internal validity of the study is high: the main
significances are obtained in a very small sample and remain robust
even when the most conservative correction mechanisms are applied.
Finally, the study does avoid common method biases (Podsakoff et
al., 2003]), such as the scale format bias by continuously varying the
scale format in the questionnaire or the consistency motive bias by
attributing questions to different places in the questionnaire and by
demanding from the participants that they take different perspectives
(preparer and user] on certain items. Whether it is possible to extend
the findings to other regions of Europe, is difficult to estimate; to our
knowledge, apart from the UK and Austria, similar studies about firms’
disclosure behavior are lacking so far. Replications using larger, rep-
resentative, and different samples are extremely desirable but have
to be left to further research. Secondly, the questionnaire was based
on self-declaration. This could have led to strategic answers. It could
also imply that results do not coincide with overall welfare concerns.
However, a similar study analyses the impact of the Electronic Federal
Gazette from the viewpoint of traditional order politics (Grottke, 2011).
Ityields comparable results. Third, we asked only management to take
a position and did not involve other important stakeholders’ such as
banks, outside equity holders or trade unions. However, as Eierle and
Schultze (2013) demonstrate, managers internalize the demands
of users. Therefore, we believe that they provide the most compre-
hensive viewpoint on financial statements - at least as long as they
are asked, as in our survey, to take both positions: the position of a
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preparer and the position of a user. Finally, our analysis is restricted
because it only examines the publication and filing requirements. If
the accounting system does not provide meaningful information, obvi-
ously none of the consequences discussed will result.
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