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& Benefits of CSR activities , ...

o
itional Ta

® high quality of financial reporting
Kim et al. (2012)

® preferences of mutual fund managers
Hong and Kostovetsky (2012)

® low costs of capital
Dhaliwal et al. (2011) and Dhaliwal et al. (2012).



Potential problem

® no distinctive account to record them

- soclally responsible or irresponsible
expenditures

- selling, general and administrative (SG&A)
expenses




Mixed with SG&A ¥

 Difficult to quantify US companies’ CSR
spending
o Likely to be aggregated with SG&A
Barnea and Rubin (2010)

» SG&A contains spending on a number of
common activities in CSR
Banker et al. (2011)

» Positive and significant association between
SG&A and KLD CSR scores
Di Giuli and Kostovetsky (2014)
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Consequence of mixed expenses

o
itignal Tanwa Liniversit

° Reduce investors’ ability to forecast future
earnings
- discretionary nature of SG&A
Roychowdhury (2006)

- disaggregation income items to aid prediction

Demski (1973), Fairfield et al. (1996), Hodge et al.
(2004), Schipper (2007), Libby and Brown (2013)



Hypothesis 1

» CSR-related expenditures increase with KLD rating
between strengths and concerns
> Barnea and Rubin (2010)

> Di Giuli and Kostovetsky (2014)

o The definition of KLD user manual
> negative indicators (concerns) can also increase corporate
expenditures

environmental contamination, water rights disputes, plant
closings, or waste management violations

e H1: CSR expenditures (using SG&A as a proxy)
Increase with both positive (strengths) and negative
(concerns) KLD scores.
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Hypothesis 2

 Not required to be separately accounted

> An Ignorance among accounting standard setters

Rapid growth recent years
- Dhaliwal et al. (2011) / Di Giuli and Kostovetsky (2014)

 Disaggregation of earnings improves
prediction of future earnings

> Fairfield et al. (1996) / Schipper (2007) / Libby
and Brown (2013)

» H2: CSR-related expenditures weaken
investors’ ability to predict future earnings.



Research design

» CSR Spending Measurement

- SG&A as a proxy for the magnitude of CSR-
related expenditures

G5, = By + b ABPENT.+B, 4.+ B.SLE ., + b 10, + idustry ad e offts +

> the number of strengths and weaknesses that
appear 1n the KLLD’s QIA database



Research design .

» How much information do the current
stock prices have about future earnings

 Future earnings response coefficient
Ry = bo + by Xi—1 + DXy + baXisq + DyRisq
>R, = the annual stock return for year t

> X;+1= the reported earnings for yeart + 1

e for h,.> 0, current stock prices contain
Information about future earnings



Hypothesis test

e H2: CSR-related expenditures weaken investors’
ability to predict future earnings.

Rt = b(l T let—l T bZXt T b3Xt+1 T b4Rt+1

+b5KLDt + bE)KLDt ' Xf.-l + b7KLDr IXf + bBKLDt IXHl + quLDt ' RH‘l + Et
> KLD, = various KLD rating

» for p, <0, current stock prices contain less
Information about future earnings for
firms with higher KLD rating
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Data and sample descrlptlon,sw .
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Number of  Number of

Sample Selection Criteria Firms  Firm-Years
Firms with KLD ratings 0,161 38,098
Delete 1f X,_;, X, or X, data are missing’ (2.406) (14,537)
Sample with earnings data available 3,753 23.561
Delete if R,, or R, data are missing’ (890) (6.403)
Sample with earnings and return data available 2.863 17.158
Delete 1f data are m the financial and regulated industries® (398) (1.972)

Final Sample 2467 15,186




Descriptive statistics
(N=15,186 Firm-Years during 1994-2012) &t
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Variable Mean Std. Dev. Median Minimum Maximum
R, 0.175 0.553 0.097 -0.762 2.682
X4 0.078 0.096 0.076 -0.309 0.442
X, 0.085 0.095 0.084 -0.278 0.429
Xeiq 0.100 0.113 0.090 -0.216 0.608
Riiq 0.141 0.496 0.083 -0.772 2.254
KLD concerns
Cgov_corny 0.474 0.597 0 0 4
Com_con, 0.063 0.264 0 0 3
Div_con, 0.517 0.657 0 0 3
Emp con, 0.456 0.684 0 0 4
Env_con, 0.254 0.711 0 0 6
Pro_con, 0.222 0.571 0 0 4
Hum con, 0.067 0.275 0 0 3
Total con, 2.053 1.947 2 0 18
KLD strengths -
Cgov_str; 0.153 0.385 0 0 3
Com_str, 0.167 0.521 0 0 4
Div_str, 0.607 1.082 0 0 7
Emp_str; 0.335 0.692 0 0 6
Env_str, 0.257 0.692 0 0 5
Pro_str, 0.092 0.306 0 0 3
Hum_str, 0.011 0.102 0 0 1
Total=st1} 1.622 2.529 1 0 22




Pairwise correlations @
Pearson above (Spearman below)

4t £ St
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Variable R, Xy X ) Resy Total con  Total str
R, 0.074 0214 0482  -0.099  -0.043 -0.038
) 0.100 0.663 0501  0.067 0.093 0.040
Xe 0.264 0.728 0.703  0.001#  0.089 0.029
Xe+1 0.466 0.572  0.761 0.154 0.069 0.000%
Ris1 -0.068 0.100 0.058 0.205 0.001% -0.007
Total con -0.058 0.082 0.084 0.063  0.002% 0.346
Total str -0.037 0.032 0.001#% -0.013 0.007#  0.137

# Indicates statistically msignificant. The unmarked correlations are statistically significant at 10
percent or lower m a two-tailed test.



and SG&A expenses stikg Lol
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Regression Model:
SG&A; = by + byAPPENT, + b,AAT; + bySALE,_, + byKLD, + industry and year effects + &,

by by b, b, by Adj. R2
Coef. (t-stat.) Coef. (t-stat.) Coef. (t-stat.) Coef. (t-stat.) Coef. (t-stat.) %
KLD,= 2329 (15.12) -0.540 (-27.1) 0.200 (28.82) 0.140 (153.51) 63.64
KLD strengths
(1) Cgov_str 177.5 (10.96) -0.540 (-26.74) 0.190 (28.53) 0.140 (150.41) 413.7 (10.69) 63.91
(2) Com_str 115.9 (7.66) -0.490 (-25.35) 0.180 (27.15) 0.130 (138.49) 1,047.6 (36.07) 66.51
(3) Div_str -54.7 (-3.41) -0.440 (-23.03) 0.170 (25.61) 0.130 (134.27) 599.2 (42.78) 67.55
(4) Emp_str 139.9 (8.50) -0.530 (-26.32) 0.190 (27.84) 0.140 (145.65) 3354 (15.25) 64.19
(5) Env_str 156.3 (9.85) -0.520 (-26.10) 0.190 (27.45) 0.140 (145.03) 387.7 (17.62) 64.37
(6) Pro_str 164.0 (10.46) -0.520 (-26.24) 0.190 (28.12) 0.140 (150.26) 899.7 (18.64) 64.45
(7) Hum_str 223.8 (14.53) -0.540 (-26.93) 0.200 (28.67) 0.140 (152.05) 1,287.0 (8.88) 63.83
(8) Total_str -96.54 (-5.81) -0.440 (-23.12) 0.160 (24.93) 0.130 (129.20) 256.56 (41.58) 63.65
KLD concerns R —
(1) Cgov_con 150.7 (7.99) -0.540 (-26.9) 0.190 (28.59) 0.140 (147.11) 192.7 (7.54) 63.77
(2) Com_con 251.7 (16.24) -0.540 (-26.8) 0.200 (28.96) 0.150 (147.98) -551.3 (-9.17) 63.84
(3) Div_con 2853 (14.71) -0.540 (-26.99) 0.200 (28.66) 0.140 (153.37) -99.9 (-4.45) G63.68
(4) Emp_con 199.0 (11.16) -0.540 (-27.00) 0.200 (28.74) 0.140 (147.84)  84.1 (3.77) 63.67
(5) Env_con 316.2 (20.19) -0.530 (-26.65) 0.200 (29.66) 0.150 (154.10) -476.3 (-21.56) 64.72
(6) Pro_con 974 (6.29) -0.480 (-24.74) 0.170 (26.31) 0.130 (135.69) 875.4 (32.31) 65.98
(7) Hum_con 235.7 (15.14) -0.540 (-27.05) 0.200 (28.84) 0.140 (146.78) -70.5% (-1.24) 63.64

(8) Total_con 197.6 (9.06) -0.540 (-27.06) 0.200 (28.67) 0.140 (134.07) 201 (2.29) 63.65




Assoclation between
net KLD Rating and SG&A EXpenseS &34 £ i AP

KLD Qualitative Issue Areas
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Cgov Com Div Emp Env Pro Hum Total
KLD;=  str—con str—con  str—com  sfr—con  str—com  str—con  str—con | str—con
Intercept 230 ™ 157 ™ 2490 250 220 0™ 196 ™ 241 ™ 33220
(13.95)  (1053)  (1677)  (1612)  (1478)  (1277)  (1557)  (21.37)
APPENT, 054 ™ 048 ™ 047 ™ <054 ™ 049 ™ 052 ™ -054 ™ 048 ™
(27.10)  (-2491)  (-2427)  (-2695)  (-25.15)  (-26.3) (-2691)  (-24.56)
AAT, 020 ™ 01 ™ o017 ™ 019 ™ 019 ™ 019 ™ 020 ™ 018 ™
(28.82)  (27.54) (26.35)  (28.55) (27.95) (27.85)  (28.88)  (27.14)
SALE,_, 014 ™ 014 ™ 013 ™ 014 ™ 015 ™ 014 ™ 014 ™ 014 ™
(152.38)  (15241)  (141.06) (153.79) (160.23)  (144.85) (149.53)  (157.03)
KLD, -8.16 983 ™ 362 ¢ 133 ™ 548 & 472 07 262 77 188
(-0.40) (37.28) (33.75)  (8.34) (31.81)  (-18.88) (465  (34.22)
Adjusted R 63.6 66.7 66.2 63.8 65.9 64.5 63.7 66.2




Effect of KLD strengths on FERC

u i & B 4
it £ A
College of Management

Mational Taiwan LUniversity

Benchmark KLD Qualitative Issue Areas
(KSSmodel ~ Model(I) ~ Model(2)  Model(3)  Model(d)  Model(5)  Model(6)  Model(T) | Model(3)
KLD, = Cgov st Com str; Div str; Enp str, Eav str; Pro st 31} Hum str; Tofal sfr
Itereept <003 (0.57) -0.05 (-081) -003 (051) -0.05 (-093) -007 (-L.1I) -0.08 [141) (045) 003 (-054) 013 (L1 )‘"
Ky 757 (-48.35) 8, 5034)’ (48 T0)™ 414 (-2278)™ 0,68 (-50.09) ™ 721 (43, 76)"’ 176 (48 7)'“ 76 (48 61)’ (2894)"'
I 5’6 2’9)“‘ 550 (1210)™ 530 (12.06)™ 0.1 (-18.96)™ 553 (12.00)" 589 (I3.17)™ 523 (1195)™ 526 (12.25)™ 5,19 (-10.19)™
Kia )™ ATL(3660)™ 425 (344D™ 142 (7391)™ 586 (3849)™ 300 (30.18)™ 435 (3435)™ 422 (3428)™ 1343 (65.96)"
Riit i (249)“‘ Q15 (239)™-015  (246)™ 047 (177)™-016 (-236)™ 0.1 (729)"‘0 (-65) 015 (-249)™ 047 (-6.80)™
KLD, 007 (045) 009 (0.63) -0.04 (-0.69) 000 (-0.04) 008 (077 000 (0.04) -0.23 (-0.29) 0 (5.0)™
KD, -k, 687 (13.18)™ 434 (446)™ 237 (1434)™ 617 (2132)™-L09 (-1 %)’ 549 (699)™ 179 (229" L1 (1073
KLD,- i S0 (3.62)" 256 (L94)™ 7.8 (1588)’ 579 (-7.63)™ 120 (-11.06) ™ 556 (-264)™ 57 (0.7) 403 (174"
KLD, X 181 (196)"’082 (0.80) 81[“06)"‘017 (046) 110 (1429)' 025 (034) 045 (007) 610 (-52.99)"
KLD,-R.,, Q08 (-041) 003 (018) 012 (204)™-008 (082) 021 (-151) 01 (060) -0.01 (-001) 014 (426"

Adpusted Fo69 703 0. 76.6 709 104 0.1 69.9 7486
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Effect of KLD concerns on FERC
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Benchmark KLD Qualitative Issue Areas
(KSSmodel ~ Model ()  Model(2) Model (3) Model (4) Model(5)  Model(6)  Model(7) Model (8)
KLD, = Cgov con;  Com con, Div con, Emp cony Env con, Pro con, Hum con, Total con,

Infercept -003( 7000 (017) 004 (071) 002 (040) 004 (064) 004 (0T7) 002 (037 003 (039) 020 (234"
- 757 (48.35) ™ 11§ (60.09) ™ 7,66 (48.77) ™ 375 (28.38) " -L64 (731)™ 852 (-50.61) ™ 834(50 22)™ 76 (4858) "™ -12.8 (-5030) ™
1, 526 (1229)™ 516 (1026)™ 543 (12.29)™ 473 (1*39)"*9*4( 071)™ 561 (12.28) ™ 535 (11.79)™ 514( 26)™ 831 (1340)™
Yoo 11 (3420)'"75% (1939)™ 427 (343)™ 117 (1L20)"™ 124 (6038)™ 495 (37 3)"‘431 %5'2)‘ 13 (3426)™ 403 2105
.., 015 (249" 026 (330)™ 015 238)‘ 005 (097) 032 (-729)™ 018 (272) 018 (-L64)™-015 (-242)™ 021 (26"
KLD, 000 (004 012 (044) -005 (092) 008 (106 -012 (-12§) 01 (0.10) Y (1) 015 (463)™
KLD, X, , 001 (36.18)™ 734 (498)™ 068 (431" 4*9(2444)"'4 T3 (1494) ™ 429 (14200 348 (1)™ 284 (30.12)"
KLD, X, 560 (737" 477 254)‘" | (3939)" 141 (2361)™ 479 (5.68) ™ 368 (334" 275 (-10§) -382 (-15.79)"
KLD, X,,, 39 (1283) 110 (081) 163(11324)’ 950[4701“' 013(046) 107 [173]***075 (039 208 (133
KLD, R, 007 (089) -008 (023) -060 (83" 036 (520" 001 (017) 004 (035) 011 (030) -002 (-1.03)

Adjusted B0 124 70.0 86.3 754 104 70.3 69.9 7191




Effect of net CSR score on FERC, ¥
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KLD Qualitative Issue Areas
Benchmark ~ Model(I) ~ Model(2) ~ Model(3) ~ Model(4) ~ Model(5)  Model(6)  Model(7) Model (8)

KD, - CKSSmodel  Cgov sir Com str Dilv_srr Emp sir Env str Pro sir Hum sfr Total str
—Ceoveon  Comcon  -Dwceon  -Empcon  —Env con -Procon ~ -Hum con |_-Total con

Itercept —~ -0.03 (-0.57) 001 (0.25) -0.03 (-049) -0.06 (-144) -0.06 (-1.20) -0.04 (-0.69) -0.03 (-048) -0.04 (-067) 0.01 (029)
£y 157 ( 4855)‘ (5409)"‘ =758 (-48.58) ™ -1.93 (-14.34)™ -3.02 (-17.73)™ -8.02 (-30.37) ™ -8.14 (-30.4) ™ -739 (4856) -5.65 (3442]“‘
X 5.6 (1’29) 48% 1)' 527 (12.29™ '”4( 36)™ -4.78 (-10.63)™ 5.27 (12.23)™ 533 (1L.1)™ 537 (2%8)' L™
K 421 (4™ 570 (41.28)™ 421 (3422)™ 111 (8799)™ 981 (59.9)™ 456 (36.30)™ 4.66 (36.42)™ 422 (3422)™ (5093)
Riss 2l (249)"‘072 ( 8)' 0.15 (257)” 044 (940)™ 035 (-6.05)™ <016 (-251)™ 015 (-2.50)™-0.15 (244)' 0%3 5.57) ™
KLD, 005 (072) <010 (-0.77) 0.03 (0.99) 0.04 (065 0.6 ( 3) 004 (040) 014 (-054) ( ™
KLD,- X, 518 (-4, ’5)' 097 (L15) 200 (18.19)™ 4,65 (31.71)" -3.14 (-11.65) ™ -3.57 (-11.88) ™ -2.03 (-L.18) 189(2%44]“‘
KLD, - X, 308 (479)™-123 (-1.02) 575 (2023)™-109 (-21.95)™ 0.61 (0.96) 0.03 (0.03) 343 (L21) 427 (2L.§)™
KLD, X, 13'? (548)™ 100 (L18) -7.26 (8L1)™ 553 (34.96)™ 1.56 (541)™ 400 (6.89)™ 025 (0.12) 310 (45347
KLD, R, 007 (093) 003 (0.16) 015 (3.89)™-0.19 (-3.56)™-0.04 (-062) -0.05 (-0.39) 008 (023) 003 (140)

Adj.R2(%) 699 111 69.9 82.0 43 04 70.2 69.9 15.95




Differences in FERC coefficients
due to KLD strengths and concern
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KLD Qualitative Issue Areas

Model (1) Model (2) Model (3) Model (4) Model (5) Model (6) Model (7) Model (8)

KLD,; = Cgov_sfr Com _str Div_str Emp str Env str Pro_str Hum str Total sir

KLD,, = Cgov_con Com_con Div_con Emp_con Env_con Pro_con Hum con Total_con
Intercept 002 (032) -0.04 (062) 001 (0.06  -0.06 (-098) 008 (-14) -002 (-0.33) -0.03 (-0.34) 007 (0.89)
Xia 1329 (-65.08)7 -7 (-48.88) 491 (-30.34)7 -394 (-16.07) -8.13 (-45.96) -842 (-50.54) -7.61 (-48.6) -8.36 (-3331)°
X 500 (9.69)77 546 (1209077 604 (1217)77 888 (-16.24) 7 603 (1297)7 531 (11557 531(1217) 77 252 (40T
Xinr 8.71 (54.00)7 431 (34.66) 092 (474)7 1411 (6231) 465 (333) 488 (3T.1) 423 (343)7 1152 (49.99) 7
Rest 024 (29577 005 (2387 005 (073) <059 (-758) 0.7 (-249) 7 -0.19 (:2271) 7 -0.15 (-242)  -052 (-6.42)
KLD,, 003 (-023) 01 (-0.66)  -0.01 (-0.14) 019 (2357 004 (04 001 (0.02) -056 (-0.7) 010 (3.90) "
KLD,, X,., 1046 (2069) 378 (3.8 162 (12.83) 54 (2054 -L15 (2557 421 (489) 475 (121) 012 (-115)
KLD,, X, 250 (-186)° 226 (-1.69)° 084 (-229)7 417 (-5.93)7 -10.65 (948) T 567 (-2.68) 7 027 (0.03) 460 (19.61)
KLDy; Xpy 582 (-657)77 052 (0.5 070 (5177 291 (8647 1023 (13057 120 (142 035 (0.05) 514 (4429 77
KLD,¢ Ry, 010 (0.53) -0.02 (-0.11) 001 (0.20) 015 (1.61)  -023 (-1.67)° 009 (049)  0.03 (0.03) 010 (3237
KLD,, 002 (017) 01 (-037) <005 (-09)  -0.01 (-0.05)  -009 (-094) 001  (0.1) -0.01 (-0.03) 011 (377
KLD,.-X,_, 997 (3982) 659 (4437 082 (513) 417 (23947 407 (12747 423 (13.78) 283 (L.5) 226 (2352)
KLD,: - X: 5420 (-7.19) 77 517 (226)7 -18.59 (-38.18) 0 1492 (2492) 77 253 (3.67)7 -3.89  (-3.38) 7 -2.46 (-0.84) 365 (-15.25) 7
KLDy; Xppy 402 (15.75)°7 109 (0.80) 1655 (9653) 9.50 (46.06)  0.80 (2.72)7 073 (1.03) 058 (:0.29) 213 (2593)
KLD,, R,,, 005 (0.61) -0.06 (-0.18) -0.60 (828)™ 038 (5.60) 003 (0.44) -001 (-0.06) -0.11 (-0.29) 001 (0.07)
F-stat. for 3827 0.10 11,3477 3539277 1541907 2,06 0.00 26142 7
Hy: bg = by,
Adj. R2 (%) 0.73 0.70 0.86 0.76 0.71 0.7 0.7 0.77
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Figure 1
The Relation Between SG&A and FERC for KLLD Strengths
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Negative assoclation
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Figure 2

The Relation Between SG&A and FERC for KLLD Concerns
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Figure 3
The Relation Between SG&A and FERC for Net CSR Score
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Robustness tests

B . Potentially omitted correlated variables

o Firm size, market-to-book ratio, standard
deviation of return on assets, free cash flow,
loss dummy variable

e Fama-MacBeth Regressions



Conclusions and contributions , &
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» CSR-related expenditures
> aggregated with SG&A
> reduce investors’ ability to predict future
earnings

 Highlight deficiency in current CSR
disclosure regulation
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Thank you very much

Chuan-San Wang
National Taiwan University, Associate Professor

wangcs@ntu.edu.tw
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