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Abstract

This study examines the effect of asset securlibzdSEC) reporting readability on credit risk
by employing American bank holding company (BHCedaom year 2000 to 2016. Empirical
results of this study show that a BHC'’s asset stzation reporting readability is negatively
related to the BHC'’s credit risk when controlliray bther BHC characteristics variables and
considering endogeneity issues. This study alstsfthat the SEC reporting readability effect
is mainly through the incomplete information chdntme addition, the implementations of
SFAS No0.166 (2009), SFAS No.167 (2009) and DoddHEract (2010) strengthen the SEC
reporting readability effect. Moreover, the scafeon-balance sheet securitized assets (e.g.
contractual total retained interests, ARI) weakéins SEC reporting readability effect,
especially for total retained interests from coneunfioan securitizations (CONSRI).
Furthermore, the study also demonstrates that dséiye tone of SEC reporting negatively
relates to BHC credit risk while the negative tah&EC reporting has the opposite effect.
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1. Introduction

Recent literature has documented that incompleteusting information plays a critical
role in determining credit risk. As a pioneer, Deifaind Lando (2001) show that incomplete
accounting information may lead outside investormisunderstand a firm’s true asset value
distributions and therefore the firm’s credit riskost of previous studies address this issue and
describe a firm’s incomplete accounting informatimnemploying AIMR disclosure ranking
(Yu, 2005), analyst earnings forecast dispersiamdt.al., 2010), real earnings management
activities (Chen et al., 2015), and segment disckoguality (Chen and Liao, 2015). However,
few studies address this issue for a BHC’s cresht and discuss from the perspective of the
incomplete accounting information about off-balasbeet transactions. Asset securitization is
one of main off-balance sheet transactions in a BH@siness and may contribute to the
BHC'’s incomplete accounting information. This isinty because securitization transactions
have very complicated structures and outside iovedlifficultly assess the true extents of
securitization recourse and risk transfer, whicly tlead to an increase on managers’ strategic
reporting incentives (Grossman and Stiglitz, 198)pomfield, 2002) and incomplete
accounting information level (Cheng et al., 2611) addition, for valuing retained interests
from securitizations, a BHC’s managers have to maksumptions about default rates,
prepayment rates, and discount rates, which previtenagers with the discretion to determine
the “gain on sale” of the securitized assets dhdreby also contributes to the BHC's
incomplete accounting information. Moreover, Lantbet al. (2007) demonstrates that
accounting information with more variation (lese@sion) increases the assessed variance of
a firm's asset value. With the application of Lamket al. (2007) model, the incomplete
accounting information about asset securitizathmndgases outside investors’ assessed variance

of a BHC'’s real asset value distribution. The aboeseal that the incomplete information

! Cheng et al. (2011) demonstrate that BHCs engaigirsgcuritization transactions have higher infdiora
uncertainty than non-securitizing ones.
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about asset securitization seems to make outsigstiors have ambiguous knowledge of a
BHC's true earnings, cash flows and asset valughlision. Therefore, according to structural
credit models of Merton (1974) and Duffie and Lan@®01)2 incomplete accounting
information about asset securitization is reasgnedshjectured to be positively associated with
BHC credit risk. Furthermore, since most of quatitte information about asset securitization
(e.g. off-balance sheet securitized assets, ombalaheet retained interests from securitized
assets, and asset securitization assumptiongjused to disclose in financial report according
to the regulations of SFAS No.140 (2000), SFAS §6.(2009), and SFAS No. 167 (2089)
mangers are likely to employ textual presentatiassa tool of strategic reporting for asset
securitization, consistent with Schrand and Waltf#§00). Therefore, this study employs
managers’ strategically textual reporting behavioreasured by readability and tone variables)
to describe a BHC'’s incomplete accounting informratbout asset securitization and further
investigates the effect of managers’ strategidabyual reporting about asset securitization on
credit risk. However, few existing studies in ctethk literature connect a BHC’s incomplete
accounting information about asset securitizatiath wne source of the BHC’s idiosyncratic
risks. The purpose of this study is thereforeltgért of the important gap by investigating the
idiosyncratic risk effects resulting from assetwséization reporting readability and tones on
BHC credit risk (measured by BHC credit rating).

Many previous studies have shown that asset sealitin becomes an important
operating and financing strategy for BHCs. As arerafing strategy, Loutsking011)

demonstrate that asset securitization makes a B&l@ nore diversified loan portfolios,

2 In the structural credit model frameworks of Mert(1974) and Duffie and Lando (2001), the four main
determinants of firm credit risk are leverage ragisset return, asset volatility, and incomplefermation.
3 SFAS No0.140 (2000) requires BHCs to disclose dliewing asset securitization related informatimeuding
(1) the fair value of each type of retained inteeshe end of each reporting period; (2) the iseitg of these
valuations to changes in main parameters; anch@gash amount received and gains on sale recagfiz®
securitizing assets with different asset type. SN8S166 (2009) specifies retained interest to kasured at fair
value rather than at an allocated portion of thevipus carrying amount of securitized assets. tit@oh, SFAS
No. 166 (2009) and SFAS 167 (2009) also especialiyanded the required disclosures about continuing
involvements with securitized assets.
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consistent with Greenbaum and Thakor (1987), PavelPhillis (1987), and Hess and Smith
(1988). Greenbaum and Thakor (1987) also showaisat securitization allows a BHC to shift
activities of comparative disadvantage while coteimg on those of comparative advantage.
In addition, Baradwaj et al. (2015) find that asssturitization alter the lending strategy for
small business by both small and large banks. BaddSantos (2015) demonstrate that asset
securitization leads to poor-quality corporate bamile Benmelech et al. (2012), Shivdasani
and Wang (2011), and Wang and Xia (2010) fail hol fihe same evidence. Also, Casu et al.
(2013) show that securitizing banks are likely sorhore profitable institutions, with higher
credit risk exposure. Moreover, as a financialtetig for asset securitization, Loutski2811)
finds that asset securitization is negatively ezlab their holdings of liquid securities because
it provides banks additional source of funding. €keal. (2008) find that a BHC's equity risk
is positively related to its off-balance sheet siti@ed loans, especially for the loans with
higher and less externally verifiable credit riBlrth et al. (2012) find that a BHCs’ on-balance
sheet retained interests from securitized assedfisiyidy relate to its credit risk. Moreover, a
BHC'’s bond investors view off-balance sheet seiaat loans as secured borrowings, which
are also positively related to the BHC’s bond yisfitead. Based on the above discussions,
asset securitization provides BHCs' managers newratimg strategies and financing
opportunities and therefore affects a BHC’s opegaind financial activities. Since asset
securitization valuations have numerous assumptiand risk transfer information in
securitization structure is not completely discthggoor asset securitization reporting quality
(e.g. poor readability/ tones) increasesdbgessestariances of a BHC’s secured borrowings,
financing flexibility, operating strategy and asgelue distributions (Lambert et al., 2007). To
capture the implied asset securitization infornratthis study employs managers’ strategically
textual reporting about asset securitization aspeoxies (measured by the readability). As a
result, poor asset securitization reporting reddglaiffects outside investors’ knowledge of a

BHC'’s operating activities, financial policies, aaslset value distributions. That is, poor asset
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securitization reporting readability positivelyatd to a BHC'’s incomplete information level.

Some previous studies have documented that finenegiart readability is an information
guality measure of describing managers’ strategiclasures, such as You and Zhang (2009),
Lee (2012), and Rennekamp (2012). Higher finan@pbrt readability allows investors to
more easily assess a firm’s public information shawfinancial report. In addition, Lehavy
et al. (2011) show that annual report readabiliggatively relates to a firm’s information
uncertainty, measured by analyst dispersion andabwearnings forecast uncertainty. Cheng
et al. (2011) also demonstrate that asset seairdiz is positively related to information
uncertainty. Following Lehavy et al. (2011) and @dpet al. (2011), this study conjectures that
less readable asset securitization reporting malB#3C’s accounting information less precise
(more volatile}, which increases the BHC’s incomplete accountifgrination level.

Based on the above discussions, poor asset seatidti reporting readability positively
relate to a BHC’s incomplete accounting informati®his study therefore hypothesizes that
poor asset securitization reporting readability ippady relate to credit risk from the
incomplete information perspective based on stratttredit models (Merton, 1974; Duffie
and Lando, 2001). In addition, the readabilitytod specific topic in a BHC's financial report
is also rarely discussed in literatirézew studies directly investigate the effects ofeas
securitization reporting readability on BHC credfsk. Therefore, this work contributes to the
asset securitization, readability and credit risdtdture by employing the strategically textual
reporting about asset securitization, one of mé#fubaance sheet transactions, to explore its
economic consequences on debt holders.

After the implementation of SFAS No. 166 (2009}tanmeed interests from securitized
assets are specified to be measured at fair valinerrthan at an allocated portion of the

previous carrying amount of securitized assetaddition, SFAS No. 166 (2009) and SFAS

4 Asset securitization reporting with less readapilinake a BHC's accounting information vaguer (e.g.
information hoarding, Ertugrul et al., 2016) andrétby raise the BHC’s incomplete accounting infdiomalevel.
5 Most of these related studies discuss the redtjabilthe whole annual reports (e.g. Ertugrullet2016).
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167 (2009) also especially expanded the requiredalures about continuing involvements
with securitized assets. For valuing retained edtr from asset securitizations, a BHC’s
managers have the discretion to manage earningsdmypulating the assumptions about
default rates, prepayment rates, and discount,ratbgch may enhance the managers’
incentives of strategic reporting about asset sgzation, increase the incomplete information
about asset securitization assumptions for ouisiestors, lead investors to assess a BHC'’s
asset value distribution with less precise infoforatbout asset securitization (Lambert et al.,
2007) and thereby raise BHC credit risk (Merton/4;9Duffie and Lando, 2001). Therefore,
this study also investigates whether the assetritigation regulatory changes of SFAS No.
166 (2009) and SFAS 167 (2009) enhance the effetset securitization reporting readability
on BHC credit risk.

Furthermore, this study also explores whether a Bld€curitized assets characteristics
change the effect of asset securitization reportaglability on the BHC's credit risk. Among
the securitization related literature, two typesisk characteristics of securitized assets are
mainly focused, including the credit risk and thexifiability of securitized assets, and the
amount of contractual interests retained by a BH@&mwconducting asset securitization
transactions (namely retained interests). For itisé fisk characteristic of securitized assets,
Chen et al. (2008) contend that the credit risk-dffamily residential mortgage loans (MBS)
is low and highly verifiable, that of consumer Isgnon-residential mortgage loans, CONSBS)
is high but highly verifiable, and that of commatdbans and leases (COMMBS) is high and
less verifiable. For the second characteristiceolisitized assets, the higher the proportion of
retained interest, the riskier the securitizatiBnevious studies have documented that the
degree of economic consequences of asset sectwiizan equity risk/ credit risk varies with

the types of the securitized loans (e.g. COMMBSNSBS, and MBS) and total retained



interests (ARI), which have different risk charaistics® According to the above discussions,
different types of securitized loans have diffeneésit characteristics, which may lead a BHC'’s
managers to have dissimilar incentives of engagtrategically textual reporting behaviors
about asset securitization in 10-K and thereby otegnge the effect of asset securitization
readability on BHC credit risk.

This study examines whether asset securitizatiporteg readability affects a BHC'’s
credit risk by employing American BHC credit ratirgm year 2000 to 2016. The study also
considers the well-known control variables thaeetffBHC credit risk, such as profitability,
financial leverage, equity volatility, firm sizen@ other BHC characteristics. We employ
SEC_FK and SEC_SMOG variables as the readabilityies of asset securitization reporting
in Item 1a, Iltem 7, Item 7a, and Item 8 of anneglbrt (10-K) (namely SEC_FRR; FRR=FK,
SMOG). The higher values of SEC_FK and SEC_SMOE |dlwer the readability of asset
securitization reporting. Meanwhile, this studyoatBscusses the asset securitization reporting
in the specified section of annual report, suchta® 7 and Item 7 liquidity section. The
readability variables of asset securitization répgrin Item 7 and Iltem 7 liquidity section are
denoted as I7_SEC_FRR, and I7_SEC_LIQ_FRR, respdctin addition, we also consider
tone analysis variables, SEC_POS and SEC_NEG atkéis the proportion of positive words
and negative words in asset securitization repgrtespectively. Empirical results of this study
show that a BHC’s asset securitization reportingdability variables (SEC_FRR) are
positively related to the BHC’s credit risk whenntwlling for other BHC characteristics
variables. This study also finds that the assetrg#ezation reporting readability effect is mainly

through the incomplete information channel. Meansythe variables of I7_SEC_FRR and

6 Chen et al. (2008) show that different types ausitized loans are all positively related to trenk’s equity
risk, especially for securitized commercial loahs.addition, the banks retain more risk when thgesy of
securitized loans have “higher” and/or “less vabfe” credit risk. According to Chen et al. (2008 extent of
credit risk on securitized loans is as follows: @@MMBS’s risk is highest, CONSBS's risk is middéeyd MBS's
risk is lowest. Barth et al. (2012) find that arfis credit risk is positively related to the firnrstained interests
from securitized assets during the period of 200062
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I7_SEC_LIQ_FRR provide the similar results. Morepvke study presents that the positive
tone of asset securitization reporting (SEC_PO$§hatieely relates to BHC credit risk while
the negative tone of asset securitization repof@tC_NEG) has the opposite effect. Similarly,
this work also finds that the positive tone of asseuritization reporting shown in Item7 and
that of Iltem 7 liquidity section both negativelyate to BHC credit risk. However, the negative
tone of asset securitization reporting in Itemquidity section has an insignificant impact.
Furthermore, this study also finds that the impletagons of SFAS No0.166 (2009), SFAS
No0.167 (2009) and Dodd-Frank Act (2010) strengthie® asset securitization reporting
readability effect while the scale of on-balanceethsecuritized assets (e.g. contractual total
retained interests, ARI) weakens the asset sexatiiin reporting readability effect, especially
for total retained interests from consumer loarugt@zations (CONSRI). Finally, our results
remain hold with considering endogeneity issuess Work provides some new insights for
the existing credit risk and asset securitizatigerdture by discussing the economic
consequences of a BHC's strategically textual mapgprabout asset securitization on debt

holders.

The remainder of this paper is organized as foll&extion 2 introduces the measures of
a BHC'’s asset securitization reporting readab#itd tone analysis. Section 3 presents the
theories and hypotheses. Section 4 summarizes othgr variables used in the empirical
examinations. Section 5 presents and analyzes iealpiesults. Finally, section 6 provides

concluding remarks.

2. Main Measures

This section introduces the mainly used variablésasset securitization reporting
readability (SEC_FRR) and tones (SEC_TONE) in ¢higly and describes how to calculate
these variables. This study follows Li (2008) arftk@ and Tseng (2016) to employ these two

readability variables, FK and SMOG, to describe tmenplexity of asset securitization
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reporting. For the FK and SMOG variables, the FKialde stands for the Flesch—Kincaid
grade level (Flesch, 1948) and the SMOG variableL@lighlin, 1969) is viewed as a more
accurate and more easily calculated substitutehi®rFOG index. The details of these two
readability variables are discussed in the follayvin

The SMOG variable presents the required years ofan to understand a piece of
writing, implying that the higher SMOG variable indtes lower text readability. The detailed

definition of the SMOG index is shown as Eq. (1).

SMOG= 1043\/numberof polysyllabesx 30 +3.1291

numberof sentences

(1)
The Flesch—Kincaid reading grade level (FK) meaegenerally needed number of years
of education to comprehend this text. As a resldt,higher FK variable indicates lower text

readability. The detailed definition of the FK \aile is shown as Eq. (2).

FK = 03 Totalwords 11 Totalsyllables _ 1559 @
Totalsentence Totalwords

Based on the above discussions, the higher vafues8l®G, and FK variables both stand
for poorer readability level. Regarding the stratally textual reporting about asset
securitization in a BHC’s annual report, this studginly focus on the asset securitization
related descriptions in Itemla (Risk Factors), [&fManagement’s Discussion and Analysis
of Financial Condition and Results of Operationgm7a (Quantitative and Qualitative
Disclosures about Market Risk), and Item 8 (NoteSdnsolidated Financial Statements). For
example, the key titles of asset securitizatioatesl descriptions or paragraphs in Item 7 and
Item 8 include “Summary of Significant Accountingir®iples” (SSAP), “Variable Interest
Entities”(VIE)’, “Securitizations and Other Variable Interest fes'(SEC_VIE), “Fair Value

Measurements” (FV), “Representations and Warrant@bligations and Corporate

" The title of “Variable Interest Entities” may bls@apresented by “Special Purpose Entities” or tSgdé’urpose
Vehicles”. It would be an individual note in ItenoBa subtitle in the note of “Summary of Signifitéccounting
Principles.
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Guarantees”(GU) and “Off-Balance Sheet ArrangemantsContractual Obligations”(OBS).
The current work estimates the SEC_FRR (FRR=SMOK, by using the total textual
information related to asset securitization in $eetions of Item 1a, 7, 7a, and 8 of a firm’s
complete annual report. That is, SEC_FK and SEC_GMaAriables (namely SEC_FRR,;
FRR=FK, SMOG) are the readability proxies of asseuritization reporting used in this study.
The higher values of SEC_FK and SEC_SMOG, the lower readability of asset
securitization reporting.

Meanwhile, this study also discusses the assetiseation reporting in the specified
section of annual report, such as Item 7 and Itdigquidity section. The readability variables
of asset securitization reporting in Item 7 andmit& liquidity section are denoted as
I7 SEC_FRR and I7_SEC_LIQ_FRR, respectively.

In addition, following Ertugrul et al. (2016), wésa consider tone analysis variables,
SEC_POS and SEC_NEG, defined as the proportionsifipe words and negative words of
asset securitization reporting in the sectiongehlla, 7, 7a, and 8, respectivel§his study
identifies the words with positive and negativee®my employing the dictionary developed
by Loughran and Mcdonald (2011). Similarly, 17_SEO®S and [7_SEC_LIQ _POS
(I7_SEC_NEG and 1I7_SEC_LIQ_NEG) are defined as pghaportion of positive words
(negative words) in asset securitization reportondgtem 7 and that for Iltem 7 liquidity section,
respectively.

Moreover, Loughran and Mcdonald (2014) develop & meeasure of annual report
readability by employing the 10-K document fileesiglCSTF_SIZE), defined as the natural
logarithm of the complete text file size (in megtsy. Loughran and Mcdonald (2014) also
find that the CSTF_SIZE performs better than traddl annual report readability measure

(e.g. FOG index). However, since the CSTF_SIZEaldei describes the 10-K document file

8 The study defines the positive (negative) tona BHC'’s asset securitization reporting in annupbréeas the
percentage of the number of positive (negative)dswao that of total words identified by the dictéon of
Loughran and Mcdonald (2011) for the BHC’s assetisézation reporting.
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size, it is not applicable for measuring asset s&zation reporting readability. This study
therefore estimates asset securitization reporgiagability by employing SEC_SMOG and
SEC_FK. The CSTF_SIZE variable is viewed as a obrtriable in examining the effect of

asset securitization reporting readability on BH&dA& risk.

3. Theoriesand Hypotheses

Among the sections of a BHC’'s annual report, asssuritization reporting more
precisely captures the disclosure characterisfiosamagers’ strategic reporting on the BHC’s
asset securitization (one of off-balance sheetrteq), covering the information about risk
transfer in securitization structure and assumgtioinvaluing retained interests. In addition,
since most accounting information disclosure retgalaoy SFAS is demonstrated in asset
securitization reporting, managers have more imesitto engage in strategically textual
reporting (Grossman and Stiglitz, 1980; Schrand Wfadther, 2000) for off-balance sheet
securitized assets and on-balance sheet retaite@sts, which may bias outside investors’
knowledge of asset securitization reporting.

In addition, many studies have documented thatt agsmiritization provides a BHC’s
managers new investment and financing opportun{ges. Greenbaum and Thakor, 1987;
Pavel and Phillis, 1987; Hess and Smith, 1988; ¢kanf, 2011), which leads to affect the
BHC'’s operating and financing activities. Sinceaneéd interests valuations have numerous
assumptions and the risk transfer information afusézation structure is not completely
disclosed, poor asset securitization reportingabdgity increases thassessedariances of a
BHC'’s off-balance sheet securitized assets (eaqpunse), on-balance sheet retained interests,
secured borrowings, financing flexibility, operafirstrategy and asset value distributions

(Lambert et al., 2007) That is, poor asset securitization reporting akdiy affects outside

9 Lambert et al. (2007) indicate that accountinginfation with more variation (less precision) irases the
assessed variance of a firm’'s asset value.
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investors’ knowledge of a BHC’s operating strategifnancial activities, and asset value
distributions. Therefore, the above reveal thatrpasset securitization reporting readability
increases a BHC's incomplete information levelatidition, Lehavy et al. (2011) show that
poor annual report readability positively relatestfirm’s information uncertainty, measured
by analyst dispersion and overall earnings forecastertainty. Cheng et al. (2011) also
demonstrate that asset securitization is positiredted to information uncertainty. Following
Lehavy et al. (2011) and Cheng et al. (2011), poasset securitization reporting readability
is conjectured to make a BHC's accounting infororatess precise (more volatile), which also
increases the BHC'’s incomplete accounting inforamatlevel. According to the above
discussion, this study therefore hypothesizesgbat asset securitization reporting readability
positively relates to credit risk from the incomel&nformation perspective based on structural
credit models (Merton, 1974; Duffie and Lando, 20&hown as the following hypothesis 1

and hypothesis 1a.

Hypothesis 1. Poor asset securitization reporting readabilitypissitively related to BHC credit
risk. That is, SEC_FRR is positively related to Bet€dit risk.
Hypothesis 1a: A BHC's poor asset securitization reporting reati&p positively associates

with the BHC'’s credit risk via the incomplete infaation channel.

Since SFAS No0.166 (2009) requires BHCs to speeifgined interests to be measured at
fair value rather than at an allocated portionha previous carrying amount of securitized
asset¥, the impacts of the information about asset stezation and retained interests (e.g.
assumptions/ risk transfer in securitization stigt become more important for outside
investors during the post-SFAS No0.166 (2009) periadavoid a significant decrease on a

BHC’s value from the damage of the fair value clen@f retained interests after the

10 SFAS No. 166 (2009) and SFAS No0.167 (2009) regBiCs to expand the disclosures about continuing
involvements with securitized assets.
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implementation of SFAS No0.166 (2009), managers likedy to use their discretions on
choosing the appropriate assumptions, which thexeflocreases managers’ incentives of
strategic reporting about asset securitizationaAssult, the implementation of SFAS No0.166
(2009) enlarges outside investors’ incomplete keolge of asset securitization assumptions,
which lead to an increase on the assessed vamdacBHC's asset value for outside investors
(Lambert et al., 2007) and thereby increase BH@icrisk (Merton, 1974; Duffie and Lando,
2001). Therefore, this study hypothesizes that dfiect of asset securitization reporting

readability on credit risk become larger at thelenpentation of SFAS No0.166 (2009).

Hypothesis 2: The effect of asset securitization reporting rdaltiky on credit risk become

larger at the implementation of SFAS N0.166 (2009).

Some BHCs’ securitized assets characteristics nsayrtthe effect of asset securitization
reporting readability on BHC credit risk. Chen &t(@2008) show that the credit risk of 1-4
family residential mortgage loans (MBS) is low dnghly verifiable, that of consumer loans
(non-residential mortgage loans, CONSBS) is high bighly verifiable, and that of
commercial loans and leases (COMMBS) is high assl Verifiable. In addition, the higher the
proportion of retained interest, the riskier thew#ization. Therefore, this study explores
whether the scale of on-balance sheet securitgsset®(e.g. contractual total retained interests,
ARI) changes the SEC reporting readability effespecially for total retained interests from
mortgage loan securitizations (MRI), those fromswgner loan securitizations (CONSRI), and

those from commercial loan securitizations (COMMRI)

Previous studies have documented that differergistyjf securitized loans have different
risk characteristics. It may lead a BHC’s managerisave dissimilar incentives of engaging
strategically textual reporting behaviors abouteasecuritization in 10-K and thereby may
change the effect of asset securitization readwplmh BHC credit risk. Therefore, this study

hypothesizes that the effect of asset securitimatporting readability on credit risk may be
13



changed with different types of on-balance sheatrsiezed assets.

Hypothesis 3. The effect of asset securitization reporting rdabky on credit risk may be

changed with different types of on-balance shemirgezed assets

4. Data and M ethodology

4.1. Data sources and sample selection

Since this study aims to investigate the effeca ®@HC’s asset securitization reporting
readability on credit risk (measured by creditrrg}j the study follows Ellul and Yerramilli
(2013) to select BHCs with ever top 100 ranked &setvalues during 2000 to 2016 as the
preliminary sample observations from Bank Reguiatatabasé! Then we exclude the
sample observations without Standard & Poor’s tneding and further removes the credit
rating observations with invalid and missing dateehsure sample observations with asset
securitization reporting readability and other reseey financial and market data. Finally, the
sample includes 818 annual BHC observations danegample period from the year 2000 to
2016. Table 1 shows the distribution of the sampbeservations, which shows that

approximately 94.25% of BHC observations are inwesit grade.
[Insert Table 1 here]

Regarding the data source of asset securitizagiporting readability, this work acquires
the textual descriptions of asset securitizatiguorgng in 10-K documents from the Securities
and Exchange Commission (SEC) online Edgar systamstudy follows Li (2008) and Chen
and Tseng (2016) to select the qualified textsrofual report for the calculation of asset
securitization reporting readability. The screemngcedures for the 10-K texts are as follows:

First, firms without a matching central index k&}K) and firm-year annual reports that do

11 The total asset size of Top 100 BHCs is over 70%tal asset size of financial industry.
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not have electronic 10-K filings on Edgar are dsdeSecond, the heading items, tables, figures,
and all the paragraphs that have less than onédireach 10-K file are removed. Finally, we
focus on the textual descriptions of asset seeatitn reporting in Itemla, ltem7, ltem7a, and
Item 8 of 10-K (i.e. SSAP and DIHA sections) anttukate the asset securitization reporting
readability based on the remaining texts in reltégé&tlal descriptions about asset securitization
reporting. However, Chen and Tseng (2016) show ittty firms’ original 10-K files are
incomplete and the missing items (e.g. ltem7, ®mould be found at another website HAk.

To overcome the limitation, this study hand-colledhe textual descriptions of asset

securitization reporting in Item7 and Item 8.

4.2. BHC credit rating and other control variables

For the dependent variable, this study employsitrating (RAT) as the proxy of BHC
credit risk. We also consider credit rating deteranit variables as control ones to explore
whether a BHC's asset securitization reportingabgitly additionally explain the BHC's credit
rating variations. The RAT variable is definedlas hnumerical scores of issuer rating, obtained
from COMPUSTAT database, where AAAis 1, AA+ isAA is 3, etc. Therefore, it should be
noted that a higher value of RAT variable represarigher credit risk.

This study follows prior literature to employ a BldCharacteristics as control variables
for the BHC's credit rating. The BHC characteristicclude equity volatility (VOL), financial
leverage (LEV), profitability (PM), firm size (S13Emarket-to-book value ratio (MB), risk
based capital (CAP1), audit quality (BIG4, UNQUAIL3nd the natural logarithm of the
complete 10-K document file size (CSTF_SIZE). Th®LVand LEV variables are the
annualized standard deviation of daily equity nesuover the previous 150 days and the ratio
of total debts to total assets (sum of total delokbvalue and equity market value), respectively.

In addition, PM stands for profit margin, defineslthe ratio of net income to total revenue.

2 The complete textual contents of Item 8 may bedoat another website link. The names of docunmmhdt
files are ANNUAL REPORT or EX-13.
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According to structural credit models (Merton, 197¥OL and LEV variables are both
positively related to firm credit risk while thedfitability variable (e.g. PM) has an opposite
effect. Moreover, this study also follows Zhang@gpto employ firm asset size (SIZE) as the
proxy of information uncertainty. The SIZE variab$ethe natural logarithm of the market
value of a BHC'’s assets at the end of a fiscal. ye&urthermore, MB is the market-to-book
ratio, defined as the market value of equity dididhy the book value of equity. CAP1 is risk
based capital, defined as the ratio of a BHC’sltb&a-1 capital to its risk-based assets.
Meanwhile, BIG4 equals to one if a firm is auditgdBig 4 accounting firms and else are zero.
UNQUAL equals to one if an auditor show the undtediopinion and else are zero. This study
also controls the variable of 10-K document filees(CSTF_SIZE, Ertugrul et al., 2016;
Loughran & Mcdonald, 2014) to demonstrate the irtgpure of the asset securitization
reporting readability effect on credit risk. The TFS SIZE variable is defined as the natural
logarithm of the 10-K complete text file size (iregabytes), which is negatively related to
annual report readability. The needed data forethasove variables are available from
COMPUSTAT, Bank Regulatory and SEC Edgar databases.

The summary statistics of the above variables®fitin sample observations with BHCs'
asset securitization reporting readability and teanr@ables are shown in Table 2. Table 2 shows
that the average credit rating score (RAT) is 7&@8tween A- and BBB+ in Standard and
Poor’s rating system). On average, SEC_FK is 1R98EC_SMOG is 16.8648, SEC_POS is
6.10%, and SEC_NEG is 34.81%. The results revedl ttie readers are required to have
sixteen education years to understand the assetitsgtion reporting in a BHC’s annual
report and about 30.43% (6.09%) of textual presemsiis negative (positive).

Table 2 also reveals that the average of a BH&erége ratio (LEV) is 53.70%, the

average of a BHC’s equity volatility (VOL) is 36 &2 the average of a BHC's profitability

13 Afirm’'s asset market value is defined as the sfittook value of debt and market value of equitye Tharket
value of equity is the product of year-end stodkgpand the outstanding shares.
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(PM) is 13.45%, and the average of capital adequatay (CAP1) is 12.07%.

[Insert Table 2 here]

5. Empirical Analysis

5.1. Examinations on the effect of asset secutibizaeporting readability on credit risk

This section introduces the methodologies to exarmur hypotheses, analyze empirical
results, and provide implications. For the hypoéiseshis study uses order probit regression
model to explore the effect of asset securitizatemorting readability on BHC credit risk when
controlling for other well-known variables statedie literature. In addition, this research also
considers the year-fixed effect and heteroscedfsigsues (firm-level clustered standard
errors, Petersen, 2009) in evaluating the effentgs of regression coefficients estimates. We
develop the following model specification to examthe hypothesis 1, shown in Eq. (3), (4),
and (5):

RAT;, = a + B,SEC_FRR;; + B,SIZE; + BsMB;, + B4, LEV;; + BsVOL;, + BsPM;,
+ [,BIG4;; + BgUNQUAL;; + BoCAP;t + B1oCSTF _SIZE;; + &t
3)
RAT;; = a + p117_SEC_FRR;; + B,SIZE;: + B3sMB;; + L4LEV; + BsVOL; + BePM;
+ B,BI1G4;; + PsUNQUAL;; + BoCAP;y + [1oCSTF_SIZE; + €;¢
(4)
RAT;; = a + B117_SEC_LIQ_FRR;; + [3;SIZE;; + 3MB;; + B4LEV; + BsVOL; + BePM;;
+ [,BIG4;; + BgUNQUAL;; + BoCAP;t + B1oCSTF _SIZE;; + &t

®)
Where:
SEC_FRR=SEC _FK, SEC_SMOG; I7_SEC_FRR=17_SEC FISHC SMOG,;
17 SEC_LIQ FRR=17_SEC_LIQ _FK, I7_SEC_LIQ_SMOG

Table 3 provides the results of Eq. (3), (4) and@¢bthe entire sample period. This table
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exhibits the results of six different order prafgigression models with credit rating (RAT) as
the dependent variable against various asset seatidn reporting readability variables
(SEC_FRR, I7_SEC FRR, I7_SEC LIQ _FRR) and otherl-kvedwn control variables.
Empirical results of column (1) and (4) in TablesBow that SEC_FK and SEC_SMOG
significantly and positively related to BHC crediting when controlling for other well-known
variables, respectively. Because higher values BC K and SEC_SMOG variables
represent poorer readability, and because a higilae of RATvariable represents a higher
BHC credit risk, the positive coefficients of SE& Bnd SEC_SMOG indicate that BHCs
with worse asset securitization reporting readgthlave higher credit risk. The results suggest
that poor asset securitization reporting readabiliicreases outside investorassessed
variance of a BHC's real earnings, cash flows, asget value distributions (e.g. Lambert et al.,
2007), which lead to an increase on firm credk (Merton, 1974; Duffie and Lando, 2001).
The results also confirm Hypothesis 1 that pooetasscuritization reporting readability is
positively associated with BHC credit risk.

In addition, empirical results of column (2) and (&olumn (3) and (6)) in Table 3 show
that 17 SEC_FK and 17_SEC_SMOG (I7_SEC_LIQ FK anf SEC LIQ SMOG)
significantly and positively related to BHC credgk when controlling for other well-known
variables, respectively. The results indicate theltt holders or rating agencies mainly care
about the managers’ strategically textual reportihgsset securitization in Item 7 and Iltem 7
liquidity section.

[Insert Table 3 here]

Moreover, this study discusses whether the tones®ét securitization reporting affect
BHC credit risk. We replace SEC_FRR, I7_SEC_FRR,IZnSEC_LIQ_FRR variablesin Eq.
(3) to Eq. (5) by tones variables of SEC_TONE, ECSTONE, and I7_SEC_LIQ _TONE

(TONE=POS, NEG), respectively. Table 4 provides rimults of six different order probit
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regression models with credit rating (RAT) as tepehdent variable against various asset
securitization reporting tone variables and otheil-known control variables. Empirical
results of column (1) to (3) in Table 4 show thaECSPOS, [7_SEC _POS, and
I7_SEC_LIQ_POS all significantly and negativelyatel to BHC credit risk, suggesting that
the positive tone of asset securitization reportiag only brings debt holders (or rating
agencies) optimistic information about the quatifythe off-balance sheet securitized loans
and the on-balance sheet securitized loans butirdkees a decrease on outside investors’
assessettariance of a BHC's real earnings, cash flows asgkt value distributions since the
positive tone conveys a certain message.

Meanwhile, since the negative tone of asset sézatitin reporting not only brings debt
holders passive information about the quality af #sset securitization but also induces a
decrease on outside investoassessedariance of a BHC’s asset value distributions, the
negative tone of asset securitization reporting hiasertain effect on BHC credit risk.
Empirical results of column (4) to (6) in Table Hosv that SEC_NEG, 17_SEC_NEG both
significantly and positively relate to BHC credisk while I7_SEC_LIQ_NEG has an
insignificant effect, suggesting that the passin®rimation effect of asset securitization
reporting may dominate or equal to the varianceicedn effect.

Based on the above empirical findings, we prelimipaonclude that the positive tone
of asset securitization reporting decreases theeran of asset securitization quality for debt

holders (or rating agencies) while the negative thas the opposite effect.

[Insert Table 4 here]

Table 5 provides the results of twelve differerdasrprobit regression models with credit
rating (RAT) as the dependent variable againsbuarasset securitization reporting readability
and tone analysis variables and other well-knowrtrobvariables. Empirical results of column

(1) to (12) in Table 5 show that SEC_FRR and SEGGNM&th significantly affect credit risk
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while SEC_POS has an insignificant effect. Meangyhiv_SEC_FRR, 17_SEC_NEG, and
I7_SEC_POS have the similar results. However, ICT SEQ FRR and I7_SEC_LIQ_POS
both significantly affect credit risk while I7_SEOQ_NEG becomes to have an insignificant
effect. The above results suggest that debt ho{derating agencies) care about the readability
and negative tones of asset securitization regpmiritem 1a, 7, 7a, and 8 while focus on the
positive tone of asset securitization reportingltem 7 liquidity section. The results also
suggest that asset securitization reporting reéityaind tone analyses variables both play the

important roles in determining BHCs’ credit risks.
[Insert Table 5 here]

5.2. Path analyses for the effect of asset sezatitin reporting readability on BHC credit risk:

Incomplete information perspective

According to the hypothesis section, this studyjecmres that asset securitization
reporting readability (SEC_FRR, 17_SEC_FRR, I7_SHQ FRR; FRR=FK, SMOG)
affects BHC credit risk through the incomplete mf@ation channel. The incomplete
information channel is one of main components oicstral credit models (Merton, 1974;
Duffie and Lando, 2001). To explicitly investigat@ich channel connects a BHC’'s SEC_FRR
(I7_SEC_FRR, 17_SEC_LIQ_FRR) and its credit ridkiststudy addresses this issue by

employing path analysis model, shown as Eq. (§Jto

Channel;y = a + f1SEC_FRR _Cj; + ;¢ (6)

RAT;, = a + B,SEC_FRR_C;; + B,SIZE; + BsMB;, + B4LEV;; + BsVOL;, + BsPM;;
+ [,BIG4;; + BgUNQUAL;; + BoCAP;t + B1oCSTF _SIZE;; + &t
(7)
Where:

SEC_FRR_C=SEC_FRR, I7_SEC_FRR, I7_SEC_LIQ_FRR
20



FRR=FK, SMOG

Channel= DISP DISP is the dispersion in analysts’ forecasts, whictcafculated as the
standard deviation of the analysts’ fiscal yearainegs per share forecasts scaled by the
absolute value of mean.

Empirical results of columns (1) to (2) in Tablesltow that SEC_FK significantly and
positively relates to a BHC’s incomplete informatitevel (DISP), which significantly and
positively relates to the BHC's credit risk. In #@guh, the result of column (2) also show that
SEC_FK significantly and positively relates to BEC’s credit risk. The results reveal that
the effect of SEC_FK on credit risk include theedirimpact (0.2027) and the indirect impact
through the incomplete information channel (0.0927818= 0.0141). Similarly, empirical
results of columns (3) and (4) in Table 6 show I7aSEC_FK significantly and positively
relates to the BHC’s DISP, which significantly gomabitively relates to the BHC’s credit risk.
In addition, I7_SEC_FK significantly and positivelglates to the BHC’s credit risk. The
results reveal that the effect of I7_SEC_FK on itresk include the direct impact (0.1849)
and the indirect impact through the incomplete rimfation channel (0.1458%0.1467=0.0214).
Similarly, empirical results of columns (5) and () Table 6 also show that the effect of
I7_SEC_LIQ_FK on credit risk include the direct iag (0.1463) and the indirect impact
through the incomplete information channel (0.08311864=0.0132). Overall, based on the
above discussions, the effect of a BHC'’s assetrgzation reporting on the BHC'’s credit risk
is through the incomplete information channel (€geng et al., 2011; Lambert et al., 2007).
Therefore, thédypothesis 1@ empirically supported.

[Insert Table 6 here]

5.3. Endogeneity discussions of the relation betvesset securitization reporting readability

and BHC credit risk
To provide more convincing evidences for the effauft SEC_FRR, I7_SEC_FRR, and
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I7 SEC_LIQ_FRR on BHC credit risk, this study addes the endogeneity issue as a
robustness check. To eliminate the endogeneityazartbat the correlation between SEC_FRR
(I7_SEC_FRR, 17_SEC_LIQ_FRR) and the error ternctredit rating could be due to the
omitted variable problem or measurement errors, dimeent study utilizes a two-stage
regression model to address the issue. In thestagfe, we regress SEC_FRR (I7_SEC_FRR,
I7_SEC_LIQ_FRR) proxies against the explanatoryiades (including the instrument
variables, denoted as IV_SEC _FRR (IV_I7_SEC_FRR, ITVSEC_LIQ FRR)) and
estimated the predicted values of SEC_FRR (I7_SRR,H7 _SEC LIQ FRR) proxies
(denoted as P_SEC_FRR (P_I7_SEC_FRR, P_I7_SEC_RR))F The other explanatory
variables include firm size (SIZE), market to bo@tue ratio (MB), equity volatility (VOL),
and financial leverage (LEV). In addition, the stuges the past one-year asset securitization
readability variables of industrial peers in thensastate as the instrument variables (e.g.
Jiraporn et al., 2014¥. This is mainly because the geographic locatidixézl and more likely

to be exogenousience, the instrument variables are more likelyatisfy the criteria of good
instrument variables, namely, the relevance comdliind the exclusion condition. Then, in the
second stage, we regress credit rating againgirdticted values of the first stage and other

control variables.

Table 7 presents the results of the two-stage segmes. Empirical results of Table 7 show
that the coefficients of the predict8&C_FRRthe predicted7_SEC_FRRand the predicted
I7_SEC_LIQ_FRRariables have the predicted signs and are sogmifiin the regressions with
credit risk (RAT) as dependent variable for the {grgample period. The results of our two-
stage regression estimation provide further supfmrtthe results of Table 3 that asset

securitization reporting readability variables positively related to credit risk. Based on the

14 Jiraporn et al. (2014) indicated that geograpbiafion is fixed and has been used as an instrainesriable
in many prior studies since it is more likely todegenous.
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above results, this study therefore concludes that previous results are robust after

controlling for potential endogeneity problems.

[Insert Table 7 here]

5.4. The effects of SEC_FRR variables on credit Regulatory change perspective (SFAS No.

166(2009), SFAS No0.167 (2009), and Dodd-Frank 2@10))

SFAS No. 166 (2009) specifies retained interestetaneasured at fair value rather than
at an allocated portion of the previous carryingoant of securitized assets. In addition, SFAS
No. 166 (2009) and SFAS 167 (2009) also espeaibanded the required disclosures about
continuing involvements with securitized assetsrédoer, Dodd-Frank Act (2010), enacted
in July 2010, aims to create new financial regulafirocesses that enforce transparency and
accountability to prevent another significant fingah crisis. Since SFAS No.166 (2009), SFAS
No0.167 (2009), and Dodd-Frank Act (2010) requirenfio provide more complete securitized
assets information, BHC mangers have more incentivengaging in managers’ strategically
textual reporting about securitized assets by lesglable or more ambiguous textual
presentations, which motivates this study to ingast whether the regulatory changes distort
the effect of asset securitization reporting reddglon credit risk.

This study employs th&l0166 variable as the main variable of asset securitizat
regulatory changes. Thdo166 variable is a dummy variable, which equals to dnihe
observation is at the implementation of SFAS No.(@#9) (also No0.167 (2009) and Dodd-
Frank Act (2010)) and zero if otherwise. This stadlgs the interaction terms of No166 and
SEC_FRR (I7_SEC_FRR, I7_SEC_LIQ_FRR) variables m|tp (3) to (5) as new model
specifications and further discusses whether tgaelagory change of SFAS No.166 (2009)

affects the SEC_FRR (I7_SEC_FRR, I7_SEC_LIQ_FRftf on credit risk.

The result of column (1) (column (2) to (3)) in T@B shows that the interaction terms of
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SEC _FK (I7_SEC_FK, 17_SEC _LIQ FK) and No0166 arensicantly and positively
(positively) related to credit risk, suggestingtttiee implementation of SFAS No0.166 (2009)
strengthens the effect of asset securitizationrteygpreadability on credit risk. The results of
column (4) to (6) also provide the similar conctusi This is mainly because the above
regulatory changes enforce BHCs' managers to discinany quantitative information and
may thereby increase the managers’ incentives gaging in strategic reporting by lexical
features (Schrand and Walther, 2000). The abovdtseslso reveal that managers are likely to
use readability as a tool of strategic reportingasset securitization at the implementations of

SFAS No0.166 (2009), SFAS No0.167 (2009), and DodaikAct (2010).

[Insert Table 8 here]

5.5. The effects of SEC_FRR variables on credit e perspective of on-balance sheet

securitized assets

Since Barth et al. (2012) document that bond irrestare about off-balance sheet
securitized assets while credit rating agenciasaddake them into considerations, it motivates
this study to investigate whether the types of gezed assets have different impacts on the
asset securitization reporting readability efféctilowing Barth et al. (2012), this study mainly
focuses on the distortion effect of the on-balastveet securitized assets (namely contractual
total retained interests), including MRI, COMMRInca CONSRI. The MRI (COMMRI,
CONSRI) variable is defined as total retained iedés from mortgage (consumer loan,
commercial loan) securitizations divided by markadtie of equity. In addition, ARI is the sum
of credit-enhancing interest-only strips and regdirsubordinated securitizations divided by
market value of equity.

This study adds the interaction terms of ARl (MROMMRI, CONSRI) and SEC_FRR
(I7_SEC_FRR) variables into Eqg. (3) to (5) as neadeal specifications and further discusses

whether the scale of on-balance sheet securitiz=kt® changes the effect of asset
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securitization reporting readability on BHC cremisk.

The result of column (1) (column (4)) in Table $liows that the interaction term of
SEC_SMOG (I7_SEC_SMOG) and ARI is significantly areatively related to credit risk,
suggesting that the scale of on-balance sheetigseedrassets weakens the effect of asset
securitization reporting readability on BHC crediék. That is, debt holders (rating agencies)
might neglect the effect of asset securitizatiggoréng readability for BHCs with higher risky

assets (e.g. ARI).

In addition, this study further discusses whethertypes of on-balance sheet securitized
assets have different impacts on the effect oftasseuritization reporting readability. The
results of column (2) to (4) (column (5) to (8))Tiable 9-1 shows that the interaction term of
SEC_SMOG (I7_SEC_SMOG) and CONSRI is significaatygl negatively related to credit
risk while those of SEC_SMOG and MRI (COMMRI) hate insignificant impact. Since the
credit risk of 1-4 family residential mortgage lIsaiMBS) is low and highly verifiable, that of
consumer loans (non-residential mortgage loans, 8&% is high but highly verifiable, and
that of commercial loans and leases (COMMBSYS) i# laigd less verifiable (Chen et al., 2008),
the result shows that debt holders (rating agehamght neglect the effect of asset
securitization reporting readability for BHCs withore retained interests of high but highly
verifiable risky assets (namely CONSRI). Moreovbke results of Table 9-2 using SEC_FK

and I7_SEC_FK also provide the consistent concfusio

[Insert Table 9-1. 9-2 here]

6. Concluding Remarks

This study investigates the effect of asset sazatibn report readability on credit risk by
employing American BHC credit rating data from y@800 to 2016. This study finds that a

BHC'’s poor asset securitization reporting readgbjlositively relates to the BHC’s credit risk
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according to structural credit model framework cgidn (1974) and Duffie and Lando (2001).
In addition, the effect of asset securitizationaripg readability on credit risk is mainly
through the incomplete information channel. Morepwee also find that the implementation
of SFAS No0.166 (2009) (also No.167 (2009) and Dbdahk Act (2010)) enhances the effect
of asset securitization reporting readability, igipd that the regulatory changes improve the
completeness of asset securitization disclosuresipultaneously enhance the incentives of
managers’ strategically textual reporting abouetisscuritization. Moreover, we find that the
scale of on-balance sheet securitized assets we#hkeeffect of asset securitization reporting
readability on BHC credit risk, especially for tbtatained interests from consumer loans.
Furthermore, the study also demonstrates that dseiye tone of SEC reporting negatively
relates to BHC credit risk while the negative taieSEC reporting has the opposite effect.
Finally, our results remain hold with consideringlegeneity issues.

Few extant studies explore a BHC’s credit risk froine perspective of managers’
strategically textual reporting about off-balandeeet transactions. The employed asset
securitization reporting readability variables destoate a BHC's managers’ strategically
textual reporting about asset securitization, onmain off-balance sheet transaction in the
BHC’s business. The contributions of this studyreéfiere include: (1) identifying the
idiosyncratic risk effects resulting from asset wséization reporting readability (one of
managers’ strategically textual reporting aboutbaffance sheet transactions) on BHC credit
risk from the incomplete information perspectivag®f core components of structural credit
models; (2) different from the previous studiegs thtudy aims to explore the economic
conseqguence of the asset securitization reporiagability rather than that of the whole annual
report (e.g. Ertugrul et al., 2016); (3) this wadknsiders the impact of the asset securitization
regulatory changes (SFAS No. 166 (2009), SFAS Nb(2609), Dodd-Frank Act (2010)) for
the effect of asset securitization reporting reddglon BHC credit risk. Therefore, we add

this line of literature by addressing the econoro@amsequences of asset securitization
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regulatory change on credit rating agencies or telaters. Finally, this study also considers
the characteristics of on-balance sheet securiigsets and further discusses whether they

change the effect of asset securitization reporaglability on BHC credit risk.
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Table 1. Sample Distribution

The sample period is yearly between 2000 and 20hére are totally 818 annual BHC observations waihilable data of asset securitization reporting
readability. The estimation of the asset secutibrareporting readability requires that firms hasset securitization. Table 1 reports the numbiepsoled
observations for firms in the given years and ¢nedings. The rating subsamples are sorted byd&tdn& Poor’s credit ratings.

Rating/ Year 20002001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 Total

AA+ 0 0 0 0 0 0 0 1 0 0 0 0 0 0 0 0 0 1
AA 0 0 0 0 0 0 1 2 1 0 0 0 0 0 0 0 0 4
AA- 5 6 5 6 6 5 4 6 7 7 7 1 0 0 0 0 0 65
A+ 5 5 6 6 6 7 9 7 5 2 2 7 7 7 7 1 1 90
A 7 6 7 7 7 6 4 5 3 7 6 2 2 2 2 7 3 83
A- 7 5 8 9 6 6 7 8 12 4 4 8 7 9 9 6 6 121
BBB+ 6 4 10 11 11 15 14 13 11 8 7 8 10 11 12 16 1483
BBB 12 7 11 11 8 4 7 7 6 7 7 8 8 6 8 6 8 131
BBB- 2 2 5 6 7 6 3 1 2 8 5 5 9 9 7 8 8 93
BB+ 0 0 0 1 0 0 0 0 0 3 3 1 0 0 0 2 2 12
BB 0 0 0 0 0 0 0 0 0 0 1 0 0 0 0 0 0 1
BB- 0 0 0 0 0 0 0 0 0 1 2 0 1 2 2 0 0 8
B+ 0 0 0 0 0 0 0 0 0 0 1 4 2 2 3 2 2 16
B 0 0 0 0 0 0 0 0 0 0 3 1 1 0 0 0 0 5
B- 0 0 0 0 0 0 0 0 0 3 0 0 1 1 0 0 0 5
Total 44 35 52 57 51 49 49 50 47 50 48 45 48 49 5@8 46 818

31



Table 2. Summary Statisticsof Major Variables

This table presents the mean, standard deviatimh [®Vv.), minimum, and maximum of major variablised in
empirical analyses. RAT is the numerical score @ifra’s S&P credit rating. A higher value of RAT riable
represents a higher credit risk (lower credit qypliSEC_FK and SEC_SMOG represent the two reatiabil
measures, FK and SMOG, of asset securitizationrtiggoin Item 1a, Item 7, Item 7a and Item 8 ofiranfs
complete annual report (10-K). 17_SEC_FK and I7_SEKIOG (I7_SEC _LIQ _FK and I7_SEC_LIQ_SMOG)
are readability variables of asset securitizatieporting in Item 7 (Item 7 liquidity section). SE®OS and
SEC_NEG (I7_SEC_POS and I7_SEC_NEG; |7_SEC_LIQ &®@37_ SEC_LIQ_NEG) stand for the two tone
analysis measures, positive tone and negative tdrasset securitization reporting in annual refloem?7; ltem

7 liquidity section). Control variables includerfirsize (SIZE), market-to-book value ratio (MB), dircial
leverage (LEV), equity volatility (VOL), profit mgmn (PM) , tier-1 capital adequacy ratio (CAP1)diguality
(BIG4, UNQUAL), and the natural logarithm of thengplete 10-K document file size (CSTF_SIZE). S|Z&nsts
for the natural logarithm of firm asset value arf8lTE_SIZE represents another readability measufimedieas
the natural logarithm of the complete 10-K documiet size (megabytes). MB is the market-to-bookosa
defined as the market value of equity divided b/ blook value of equity. LEV is financial leveragefined as
the book value of debt divided by total assets (sfitotal debt book value and equity market val@). is profit
margin. VOL is the equity volatility, measures #menualized daily volatility of previous 150 day taeturns.
BIG4 equals to one if a firm is audited by Big 4agnting firms and else are zero. UNQUAL equalasrte if an
auditor show the unqualified opinion and else @m®zCAP1 is defined as the ratio of a firm’s tdiai-1 capital
to its risk-based assets. The DISP variable isdibpersion in analysts’ forecasts, which is caladaas the
standard deviation of the analysts’ fiscal yeaathigs per share forecasts scaled by the absalite of mean.

Variable Obs Mear Std. Dev Min Max
Panel A. Dependd Variable

RAT 81¢ 7.663¢ 2.298( 2.000( 16.000(
Panel B Securitizatiol Reporting Readability Variabl

SEC_FK 818 15.9870 1.2691 11.4590 20.0950
SEC_SMOG 818 16.8648 0.9505 13.0950 19.7480
I7_SEC_FK 818 14.9792 1.5963 9.4850 20.2510
I7_SEC_SMOG 818 16.2163 1.1833 11.2080 20.2960
I7_SEC_LIQ_FK 774 15.1600 2.1715 9.9870 26.5760
I7_ SEC_LIQ SMOG 774  16.2867 1.6428 12.6950 25.2540
Panel CSecuritizatiol Reporting Tone Variabl

SEC_PO: 81¢ 0.061( 0.022¢ 0.000( 0.169¢
SEC_NEG 818 0.3481 0.0659 0.0000 0.5672
I7_SEC_POS 818 0.0704 0.0355 0.0000 0.4286
I7_SEC_NEG 818 0.3316 0.1002 0.0000 1.0000
I7_SEC_LIQ_POS 774 0.1426 0.1039 0.0000 1.0000
I7_ SEC_LIQ_NEG 774 0.1361 0.0904 0.0000 0.5294
Panel D. Control Variabl

SIZE 81¢ 10.938 1.448¢ 8.514¢ 14.760t
MB 818 1.6284 0.9899 0.0000 7.3616
LEV 818 0.5370 0.2034 0.0052 1.0000
VOL 818 0.3622 0.5831 0.0636 11.1569
PM 818 0.1345 0.1354 -0.9539 0.6299
BIG4 818 0.7115 0.4533 0.0000 1.0000
UNQUAL 818 0.6308 0.4829 0.0000 1.0000
CAP1 818 0.1207 0.0846 0.0653 1.0100
CSTF_SIZE 818 2.0137 1.5792 -1.6300 4.9199
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Table 3. The Effect of Asset Securitization Reporting Readability on Credit Risk

This table shows the results of six different onol@bit model with the credit risk (RAT) as the dedent variable

against asset securitization reporting readabiityiables (SEC_FRR, I7_SEC FRR, I7_SEC LIQ FRR;

FRR=FK, SMOG) using data of 818 annual firm obsgove from year 2000 to 2016. The year-fixed eftaud
heteroscedasticity issues are considered in tless#ts. RAT is the numerical score of a firm's S&Bdit rating.
A higher value of RAT variable represents a higtredit risk (lower credit quality). SEC_FRR, 17_SH&RR,
and 17_SEC_LIQ_FRR represent readability measurass®et securitization reporting in complete anmeport
(10-K), Item 7, and Item 7 liquidity section, resfieely. Control variables include firm size (SIZEyarket-to-
book value ratio (MB), financial leverage (LEV), ety volatility (VOL), profit margin (PM) , tier-1capital
adequacy ratio (CAP1), audit quality (BIG4, UNQUAL3and the natural logarithm of the complete 10-K

document file size (CSTF_SIZE). This table presehts model coefficients and Pseudo R-squared. Fhe z

statistics calculated by firm-level clustered stmaderrors for each coefficient appears immediatelyerneath.
The signs of “*, ** ***" represent the significarcof 10%, 5%, and 1%, respectively.

(1) 2) 3) (4) (5) (6)

RAT RAT RAT RAT RAT RAT
SEC_FK 0.1526**

(1.98)
I7_SEC_FK 0.1070*

(1.69)
I7_SEC_LIQ_FK 0.1098***
(3.19)
SEC_SMOG 0.2315***
(2.66)
I7_SEC_SMOG 0.1792*
(2.32)
I7_SEC_LIQ_SMOG 0.1531***
(3.67)

SIZE -0.6502*** -0.6525*** -0.6337** -0.6429*** -0.6531** -0.6272***

(-6.38) (-6.25) (-6.62) (-6.34) (-6.26) (-6.50)
MB -0.4624***  -0.4452***  -0.4943*** -0.4591** -0.4419*** -0.5027***

(-2.75) (-2.70) (-3.34) (-2.77) (-2.75) (-3.47)
LEV -0.2560 -0.2444 -0.2441 -0.2711 -0.2854 -0.2559

(-0.26) (-0.25) (-0.23) (-0.27) (-0.29) (-0.24)
VOL 0.2801** 0.2692** 0.2629** 0.2776** 0.2672** @626**

(2.31) (2.23) (2.25) (2.30) (2.19) (2.25)
PM -1.1141*  -1.0109** -0.8384* -1.1428*  -1.0287** -0.8100*

(-2.28) (-2.09) (-1.72) (-2.36) (-2.10) (-1.67)
BIG4 -0.0738 -0.0669 0.0778 -0.0828 -0.0773 0.0950

(-0.24) (-0.23) (0.28) (-0.27) (-0.26) (0.34)
UNQUAL -0.5938**  -0.5598*  -0.5291*  -0.5936** -0.5540** -0.5311**

(-2.42) (-2.32) (-2.05) (-2.43) (-2.31) (-2.06)
CAP1 -0.7870 -0.9083 -0.8785 -0.7747 -0.9154 -07856

(-0.89) (-1.10) (-1.10) (-0.88) (-1.10) (-1.07)
CSTF_SIZE 0.0742 0.0711 0.0670 0.0683 0.0628 0.0801

(0.68) (0.66) (0.59) (0.62) (0.57) (0.70)
Observations 818 818 774 818 818 774
Pseudd=? 0.1658 0.1643 0.1655 0.1681 0.1672 0.1668
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Table 4. The Effect of Asset Securitization Reporting Tones on Credit Risk

This table shows the results of six different onpl@bit model with the credit risk (RAT) as the dedent variable

against asset securitization reporting tone vagmfBEC_TONE, 17_SEC_TONE, I7_SEC_LIQ_TONE; TONE

=POS, NEG) using data of 818 annual firm obsernatirom year 2000 to 2016. The year-fixed effed an
heteroscedasticity issues are considered in tless#ts. RAT is the numerical score of a firm's S&Bdit rating.
Ahigher value of RAT variable represents a higiredit risk (lower credit quality). SEC_TONE, I7_GSETONE,
and I7_SEC_LIQ_TONE represent tone measures of sssaritization reporting in complete annual regb0-
K), Item 7, and Item 7 liquidity section, respeetix Control variables include firm size (SIZE), nvet-to-book
value ratio (MB), financial leverage (LEV), equitglatility (VOL), profit margin (PM) , tier-1 capil adequacy
ratio (CAP1), audit quality (BIG4, UNQUAL), and timatural logarithm of the complete 10-K documelet$ize
(CSTF_SIZE). This table presents the model coeffits and Pseudo R-squared. The z-statistics ctddutey
firm-level clustered standard errors for each doieffit appears immediately underneath. The sigfs &f, ***”
represent the significance of 10%, 5%, and 1% aesgely.

(1) 2) 3) (4) (5) (6)
RAT RAT RAT RAT RAT RAT

SEC_POS -6.1723**

(-2.19)
I7_SEC_POS -2.4653*

(-1.70)
I7_SEC_LIQ_POS -2.2950%**
(-3.76)
SEC_NEG 2.0356*
(1.83)
I7_SEC_NEG 1.4511**
(2.02)
I7_SEC_LIQ_NEG 0.0594
(0.06)

SIZE -0.6054*** -0.6182*** -0.6182** -0.5951** -0.6137*** -0.5978***

(-6.17) (-6.32) (-6.31) (-6.10) (-6.26) (-5.93)
MB -0.3970** -0.4013** -0.3955** -0.3918* -0.3835*  -0.3916**

(-2.28) (-2.32) (-2.42) (-2.24) (-2.23) (-2.29)
LEV -0.0405 -0.0028 -0.1401 0.0295 0.0829 -0.0182

(-0.04) (-0.00) (-0.14) (0.03) (0.08) (-0.02)
VOL 0.2747** 0.2715** 0.2637** 0.2680** 0.2709** @686**

(2.37) (2.35) (2.31) (2.34) (2.36) (2.30)
PM -1.0305** -1.0305** -0.9924** -0.9560** -1.0023*  -1.0090**

(-2.12) (-2.13) (-2.24) (-1.96) (-2.07) (-2.11)
BIG4 -0.0756 -0.0538 -0.1985 0.0378 0.0259 -0.0378

(-0.24) (-0.18) (-0.65) (0.12) (0.09) (-0.13)
UNQUAL -0.5942** -0.5961** -0.5289* -0.5894** -0.6040**  0.5562**

(-2.38) (-2.36) (-1.95) (-2.40) (-2.42) (-2.12)
CAP1 -0.8046 -0.8117 -1.1646 -0.5803 -0.5132 -02892

(-0.93) (-0.95) (-1.34) (-0.68) (-0.59) (-1.01)
CSTF_SIZE 0.0757 0.0693 0.0491 0.0671 0.0652 0.0636

(0.70) (0.66) (0.43) (0.60) (0.59) (0.56)
Observations 818 818 774 818 818 774
Pseudd=? 0.1632 0.1609 0.1651 0.1624 0.1634 0.1547
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Table 5. The Effects of Asset Securitization Reporting Readability and Tones on Credit Risk

This table shows the results of twelve differemtsomprobit model with the credit risk (RAT) as ttependent variable against asset securitizatiartiag readability and tone analysis variables (SERR, I7_SEC_FRR,
17_SEC_LIQ_FRR, SEC_TONE, I7_SEC_TONE, I7_SEC_LIQNE; FRR=FK, SMOG; TONE=POS, NEG) using data ofiaifirm observations from year 2000 to 2016. Teanfixed effect and heteroscedastlcny
issues are considered in these results. RAT istinecrical score of a firm's S&P credit rating. /Jgher value of RAT variable represents a higheritrégk (lower credit quality). SEC_FRR, 17_SEC_FRid
I7_SEC_LIQ_FRR (SEC_TONE, I7_SEC_TONE, and I7_SHQ_ITONE) represent the readability (tone) varialiéasset securitization reporting in complete @hmeaport (10-K), Item 7, and Ttem 7 liquidity

section, respectively. Control variables includenfsize (SIZE), market-to-book value ratio (MB)dncial leverage (LEV), equity volatility (VOL), @iit margin (PM) ,

tier-1 capital adequacy ratioAf@l), audit

quality (B|G4 UNQUAL), and the natural logarithnfithe complete 10-K document file size (CSTF_SIZB)is table presents the model coefficients andidRs&- squared. The z-statistics calculated by fewvel
clustered standard errors for each coefficient apgpienmediately underneath. The signs of “*, **}*tepresent the significance of 10%, 5%, and 1éspectively.

(1)

(2)

(3)

(4)

(5)

(6) (7) (8) (9) (10) (11) (12)
RAT RAT RAT RAT RAT RAT RAT RAT RAT RAT RAT RAT
SEC_FF 0.131¢ 0.1523%
(1.69) (2.00
SEC_PO -4 504( -3.966:
(-1.50 (-1.32
I7_SEC_Ft 0.099¢ 0.1211°
(1.55' (1.95'
I7_SEC_PO -1.780¢ -1.481¢
(-1.24 (-1.04
I7_SEC_LIQ_Ft 0.1027** 0.1149**
(2.82 (3.62
I7_SEC_LIQ_PO -2.1393% -2.1194%*
(-3.54 (-3.53)
SEC_NEC 2.0276° 2.0072
(1.81 (1.79
I7_SEC_NEC 1.6810* 1.6008**
(2.47 (2.30°
I7_SEC_LIQ_NEC -0.583( -0.558¢
(-0.61 (-0.58
SEC_SMO( 0.2050* 0.2304*
(2.17) (2.64
I7_SEC_SMOX 0.1699** 0.1889**
(2.13 (2.48
I7_SEC_LIQ_SMO( 0.1431%* 0.1589*+
(3.28 (4.14
SIZE -0.6366**  -0.6502%*  -0.6513**  -0.6274**  -0.6521**  -0.6275**  -0.6320"*  -0.6514**  -0.6451%*  -0.6204**  -0.6502**  -0.6208***
-6.21 6.23 -6.88' (-6.16 (-6.22 -6.47" -6.21 -6.25 -6.76' (-6.14 (-6.21 -6.35'
MB -0.4412%*  .0.4313"*  .0.4919%*  .0.4365%  -0.4089%  -0.4957%*  -0.4410"*  -0.4306**  -0.4998"*  -0.4333%  -0.4048%  -0.5037+*
(-2.58 (-2.58 (-3.46 (-2.55 (-2.52 (-3.38 (-2.62 (-2.64 (-3.59 (-2.57 (-2.56 (-3.51
LEV -0.249¢ -0.228: -0.345¢ -0.224% -0.178¢ -0.224: -0.265: -0.271¢ -0.355¢ -0.239: -0.207¢ -0.236"
(-0.26 (-0.23 (-0.33 (-0.23 (-0.18 (-0.21) (-0.27 (-0.27 (-0.34 (-0.24 (-0.21 (-0.22
VoL 0.2824* 0.2706** 0.2587* 0.2786* 0.2708* 0.2628* 0.2800% 0.2685* 0.2585* 0.2760% 0.2688* 0.2626**
2.36' 2.26 (2.27 (2.34 2.27 (2.25 (2.34 (2.21 (2.26 2.33 (2.23 (2.24
PM -1.1017%  -1.0112*% -0.8296' -1.0385%  -0.9744* -0.8774 -1, 1290** -1.0279* -0.8032 -1.0677*  -0.9967* -0.8473
(-2.22 (-2.08 -1.78 (-2.08 (-1.99 174 (2.2 (-2.09 -1.73 (-2.16 (-2.01 -1.69
BIG4 -0.103: -0.083¢ -0.078( -0.009¢ -0.01% 0.066: -0. 108( -0.091" -0.060¢ -0.019: -0.021% 0.084(
(-0.32 (-0.29 -0.27' (-0.03 (-0.04 (0.24 (-0.34 (-0.31 -0.21' (-0.06 (-0.07 (0.30°
UNQUAL -0.5941*  -0.5639* -0.5038' -0.5895%  -0.5673*  -0.5488%  -0.5940  -0.5575% -0.5059 -0.5894*  -0.5633*  -0.5502*
(-2.44 (-2.34 (-1.88 (-2.47 (-2.39 (-2.11 (-2.44 (-2.33 (-1.89 (-2.47 (-2.39 (212
CAP1 -0.741% -0.853¢ -1.137t -0.483¢ -0.480¢ -0.831t -0.735¢ -0.870( -1.114¢ -0.474¢ -0.507¢ -0.810¢
(-0.84 (-1.04 (-1.42 (-0.55 (-0.57 (-1.03 (-0.84 (-1.06 (-1.37 (-0.54 (-0.60' (-0.99
CSTF_SIzt 0.076 0.068( 0.052¢ 0.068t 0.061 0.075° 0.070" 0.061; 0.064¢ 0.062" 0.053 0.088;
(0.70 (0.65' (0.48 (0.61 (0.56' (0.67 (0.64 (0.57 (0.59 (0.55 (0.48 (0.78
Observafing 81t 81t 774 81t 81t 774 81¢ 81t 774 81¢ 81t 777
PseudcR? 0.167¢ 0.165 0.174¢ 0.168¢ 0.169¢ 0.166( 0.169¢ 0.167 0.175¢ 0.171 0.172: 0.167:
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Table 6. Path Analysesfor the Effects of Asset Securitization Reporting Readability Variables on Credit Risk:

Incomplete I nformation Channels

This table shows the results of path analyses nfodekploring whether the effects of asset sei@atibn reporting readability (SEC_FRR, 17_SEC_FRRSEC_LIQ_FRR;
FRR=FK, SMOG) on credit rating (RAT) through theamplete information channel, which is one of carestructural credit model. RAT is the numericedie of a firm’s
S&P credit rating. A higher value of RAT variablepresents a higher credit risk (lower credit qupliSEC_FRR, 17_SEC_FRR, and I7_SEC_LIQ_FRR reptege
readability variables of asset securitization répgrin complete annual report (10-K), Item 7, dtein 7 liquidity section, respectively. Control iables include firm size
(SIZE), market-to-book value ratio (MB), financlaverage (LEV), equity volatility (VOL), profit mgin (PM) , tier-1 capital adequacy ratio (CAP1)digquality (BIG4,
UNQUAL), and the natural logarithm of the complé@K document file size (CSTF_SIZE). DISP is thexyrof incomplete information, defined as the disjen in analyst
earnings forecasts. The fixed effects are consiti@réhese results. This table presents the mddetlardized regression coefficients (path coeflitsand R-squared. The t-
statistics for each coefficient appears immediatelgerneath. The signs of “*, **, ***" representdtlsignificance of 10%, 5%, and 1%, respectively.

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
DISF RAT DISF RAT DISF RAT DISF RAT DISF RAT DISF RAT
SEC_F¥ 0.00277  0.2027
(2.56) (7.20
I7_SEC_Ft 0.1458*  0.1849%*
(4.19 (6.63
I7_SEC_LIQ_Ft 0.0841%  0.1463*
(2.34 (5.20
SEC_SMO( 0.0921%  0.2033%*
(2.54 (7.39
I7_SEC_SMO( 0.1485**  0.1967***
(4.25 (7.20
I7_SEC_LIQ_SMOX 0.0692°  0.1532%
(1.92 (5.48
SIZE -0.6855 -0.6910 -0.6699"~ -0.6706 10,6796 -0.66267
(-21.28 (-21.22 (-19.53 (-21.01 (-21.17 (-19.40
MB -0.3(30%* -0.2890%* -0.3054% -0.2896%* -0.2781%* -0.3080%*
(-7.65 (-7.29 (-7.23 (-7.36 (-7.08 (-7.30
LEV 0.1016%+ 0.1060** 0.1280%* 0.1056%+ 0.1064%+ 0.1265*+
(2.79 (2.90 (3.32 (2.92 (2.93 (3.29°
VoL 0.1248%* 0.1203% 0.1227+* 0.1230%+ 0.1188%+ 0.1224%+
(4.62 (4.43 (4.29 (4.56' (4.40 (4.29°
PM -0.0727* -0.0631’ -0.046: -0.0747* -0.0658* -0.044
(-2.23 (-1.92 (-1.33 (-2.29 (-2.02 (-1.29
BIG4 -0.038" -0.027¢ 0.051¢ -0.025¢ -0.019; 0.059;
(-0.40 (-0.28 (0.53 (-0.27 (-0.21 (0.61
UNQUAL -0.2118%* -0.1999%* -0.1870%* -0.2150%* -0.1997* -0.1880%**
(-4.22 (-3.96 (-3.48 (-4.29 (-3.97 (-3.50
CAP1 0.009 -0.001¢ -0.001¢ 0.009: -0.002; -0.001:
(0.33 (-0.05, (-0.06, (0.32 (-0.09 (-0.04
CSTF_SIzt 0.056¢ 0.055¢ 0.057 0.047¢ 0.041( 0.068
(0.79 (0.76 (0.74 (0.66' (0.57' (0.88'
DISF 0.1518% 0.1467++ 0.1564%* 0.1493%+ 0.1435+ 0.1565+
(5.02 (4.82 (4.90 (4.95 (4.74 (4.92
Observation 724 724 724 724 68C 68C 722 724 722 722 68C 68C
Adjustedr? 0.179¢ 0.554¢ 0.192: 0.549¢ 0.168¢ 0.532¢ 0.179¢ 0.556: 0.192; 0.554¢ 0.166: 0.534¢
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Table 7. Endogeneity Discussionsin the Relation between Asset Securitization Reporting Readability and Credit Risk
(Two-Stage Regressions)

This table shows the results of two-stage regrassiath credit risk (RAT) as the dependent variadgjainst asset securitization reporting readabilityables (SEC_FRR, 17_SEC_FRR, I17_SEC_LIQ_FRRRFRK, SMOG) using data observations
during the period from 2000 to 2016. SEC_FRR, ITCSERR, and 17_SEC_LIQ_FRR represent the readabiitiables of asset securitization reporting in ptate annual report (10-K), Item 7, and Item 7 iility section, respectively. Control
variables include firm size (SIZE), market-to-boakue ratio (MB), financial leverage (LEV), equitglatility (VOL), profit margin (PM) , tier-1 capal adequacy ratio (CAP1), audit quality (BIG4, UNAU), and the natural logarithm of the
complete 10-K document file size (CSTF_SIZE).Thetrinmental variables are the average of prior ara-yeadability variables of industrial peers ia #ame state (IV_SEC_FRR, IV_I7_SEC_FRR, IV_I7_SHQ_FRR; FRR=FK, SMOG).

P_SEC_FRR, P_I7_SEC_FRR, and P_I7_SEC_LIQ_FRRharredicted values of the first-stage regressidwe. t-statistics (z-statistics) are calculated lgy firm-level clustered standard errors for eacéffadent and appears immediately
underneath. ***, ** and * indicate significance ée 1%, 5%, and 10% levels, respectively.

1) (2) (3) (4) (5) (6) (7) (8) 9) (10 11) (12)
SEC_Fk RAT 17_SEC_Ft RAT I7_SEC_LIQ Ft RAT SEC_SMOC RAT 17_SEC_SMOC( RAT 17_SEC_LIQ_SMO( RAT
IV_SEC_FK 0.7957%
(5.01
P_SEC_FI 0.2997*
(1.84°
IV_I7_SEC_Fk 0.6379**
(572
P_17_SEC_FI 0.2668"
(Lo
IV_I7_SEC_LIQ_Fk 0.9250%*
(10.16
P_17_SEC_LIQ_FI 0.2185%*
(347
IV_SEC_SMOC 0.8252++
(458
P_SEC_SMO! 0.4067*
(2.07,
IV_I7_SEC_SMOC 0.6981%+
(6.45'
P_17_SEC_SMO! 0.3506
(2.08
IV_I7_SEC_LIQ_SMOC 0.9577%*
(10.55
P_17_SEC_LIQ_SMO 0.2561%+
(3.19°
SIZE 0.028: -0.6736%+ 0.135¢ -0.6970%* 0.089: -0.6551%* -0.018¢ -0.6530%* 0.059: -0.6789%* 0.026¢ -0.62715
(0.34 (-6.84 (159 (-6.35 (0.71 (-6.41; (-0.32 (-6.65, (0.96' (-6.41; (027 (-6.24
MB 0.2255" -0.4986++ 0.254¢ -0.4754%* 0.610¢ -0.5747+* 0.132¢ -0.4820%* 0.125¢ -0.4519%* 0.465¢ -0.5559%+
(1.95' (-2.86 (151 (-2.74 (1.60 (-3.14) (1.39° (-2.82 (0.93 (-2.67 (147, (-3.06
LEV 1.2327% -0.501% 2.1115% -0.616: 0.617 -0.554( 0.7631’ -0.475¢ 1.3372% -0.563: 0.508t -0.498¢
(2.07 (-0.50 (2.64 (-0.64 (0.47, (-0.54 (1.68 (-0.48 (2.31 (-0.58 (054, (-0.49
voL -0.029¢ 0.2881% -0.008" 0.2644% 0.068" 0.2460% -0.013¢ 0.2808* -0.003: 0.2597* 0.053: 0.2505*
(-1.14 (2.33 (-0.28 (215, (107, (2.03 (-0.73 (2.32 (-0.15 (2.10 (116 (2.08
PM -1.1243% -1.0848* -0.9680* -1.1202% -1.0844* -0.9383*
(-2.35 (-2.27 (-2.10 (-2.35 (-2.27 (-2.02
BIG4 -0.124° -0.121" 0.175¢( -0.111" -0.121" 0.179:
(-0.41 (-0.42 (0.62 (-0.38 (-0.43 (0.62
UNQUAL -0.6185* -0.6023* -0.6503* -0.6310% -0.6107 -0.6429*
(-2.52 (-2.40 (-2.40 (-2.53 (-2.43 (-2.38
CAP1 -0.726: -0.786¢ -0.789" -0.755: -0.813: -0.823:
(-0.81 (-0.89 (-0.95 (-0.86, (-0.93 (-0.99
CSTF_SIZE 0.082¢ 0.074 0.081: 0.074¢ 0.064¢ 0.073:
(077 (0.70 (0.72 (0.69 (0.60 (0.64°
Constar 2.115: 2.574¢ -1.100¢ 2.636' 3.4413 -0.666:
(0.91° (1.60° (-0.56, (0.90° (1.96' (-0.35
Observation 81¢ 81t 81¢ 81¢ 774 774 81t 81¢ 81t 81¢ 774 774
PseudcR? 0.385: 0.165¢ 0.360¢ 0.165¢ 0.292( 0.1€48 0.361¢ 0.166" 0.373( 0.166¢ 0.300: 0.1633
F-statistic 25.1% 32.6¢ 103.1 20.9¢ 41.5¢ 111.4
(p <0.001 (p <0.001 (p <0.001 (p <0.001 (p <0.001 (p <0.001
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Table 8. The Effects of Asset Securitization Reporting Readability on Credit Risk:
Regulatory Change Per spective

This table shows the results of six different paegressions with a BHC's credit risk (RAT) as thependent
variable against asset securitization reportingabdity variables (SEC_FRR, 17_SEC_FRR, I7_SEC_LFQR;
FRR=FK, SMOG) using data observations during thiogegrom 2000 to 2016. SEC_FRR, I7_SEC_FRR, and
I7_SEC_LIQ_FRR represent the readability variablieasset securitization reporting in complete ahngort
(10-K), Item 7, and Item 7 liquidity section, resfieely. Control variables include firm size (SIZEyarket-to-
book value ratio (MB), financial leverage (LEV), 8ty volatility (VOL), profit margin (PM) , tier-1capital
adequacy ratio (CAP1), audit quality (BIG4, UNQUALand the natural logarithm of the complete 10-K
document file size (CSTF_SIZE). No166 is a dummgialde which equals to 1 if the year of observai®at
the implementation of SFAS No0.166 (2009FAS No0.167 (2009), and Dodd-Frank Act (2010). Ttaisle
presents the model coefficients and Pseudo R-sgjuahe z-statistics calculated by firm-level clustbstandard
errors for each coefficient appears immediatelyeundath. The signs of “*, **, ***” represent theggiificance

of 10%, 5%, and 1%, respectively.

(1) (2) (3) (4) (5) (6)
RAT RAT RAT RAT RAT RAT
SEC_Fk 0.1439°
(1.89
SEC_FK*No16! 0.1320°
(1.86
I7_SEC_Ft 0.097¢
(1.56,
I7_SEC_FK*No16 0.1719%
(2.70;
I7_SEC_LIQ_Ft 0.1024%*
(3.05,
I7_SEC_LIQ_FK*No16! 0.1530°
1.79
SEC_SMO( 0.2187*
(2.50
SEC_SMOG*N016 0.1882°
(1.92
I7_SEC_SMO( 0.1663*
(2.16
I7_SEC_SMOG*N016 0.2629%+
(.77
I7_SEC_LIQ_SMO( 0.1442%%
(3.52
I7_SEC_LIQ_SMOG*N016 0.178¢
(1.56,
SIZE -0.6483**  -0.6505%*  -0.6318%*  -0.6413%*  -0.6516%*  -0.6258%*
(-6.38 (-6.26 (-6.57 (-6.33 (-6.27 (-6.46
MB 04623 -0.4467%*  -0.5004%*  -0.4589%* 04435+  .0.5079%
(-2.75 (-2.71 (-3.40 (-2.78 (-2.76 (-3.53
LEV -0.275¢ -0.279: -0.253( -0.287¢ -0.319¢ -0.261(
(-0.28 (-0.28 (-0.24 (-0.29 (-0.32 (-0.25
VoL 0.2804% 0.2709* 0.2650** 0.2781% 0.2695% 0.2644%
(2.31 (2.25, (2.26, (2.31 (2.22 (2.25,
PM -1.1496* -1.0652%* -0.8317" -1.1708* -1.0775* -0.791(
(-2.40 (-2.25 (-1.67 (-2.47 (-2.26 (-1.58
BIG4 -0.086" -0.089( 0.031: -0.091¢ -0.093¢ 0.058¢
(-0.28 (-0.31 .11 (-0.30 (-0.33 .21
UNQUAL -0.5886** -0.5336** -0.4921’ -0.5874* -0.5228* -0.4959
(-2.42 (-2.28 (-1.88 (-2.43) (-2.27 (-1.90
CAP1 -0.802: -0.944c -0.882 -0.790: -0.960¢ -0.860:
(-0.92 (-1.15 (-1.11 (-0.90 (-1.17 (-1.07
CSTF_SIzE 0.068¢ 0.066( 0.060¢ 0.062¢ 0.057: 0.076:
(0.63 (0.61 (0.54 (057 (0.52 (0.67
No166 Controlled YES YES YES YES YES YES
Observation 81t 81t 774 81t 81t 774
PseuddR? 0.166: 0.165: 0.166" 0.168¢ 0.168: 0.167:
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Table 9-1. The Effects of Asset Securitization Reporting Readability on Credit Risk: Perspectives of Asset Securitization Characteristics

This table shows the results of eight different gdaregressions with a BHC’s credit risk (RAT) ae ttlependent variable against asset securitizaéiparting readability variables (SEC_FRR, I7_SEC_FRR
17_SEC_LIQ_FRR; FRR=FK, SMOG) using data observetiduring the period from 2000 to 2016. SEC_FRRSHEC_FRR, and I7_SEC_LIQ_FRR represent the reatyalstiables of asset securitization reporting
in complete annual report (10-K), Item 7, and Ifetquidity section, respectively. Control variableclude firm size (SIZE), market-to-book valueagMB), financial leverage (LEV), equity volatii (VOL), profit
margin (PM) , tier-1 capital adequacy ratio (CAPA)dit quality (BIG4, UNQUAL), and the natural loaghm of the complete 10-K document file size (CSBIZE). MRI (COMMRI, CONSRYI) is defined as total
retained interests from mortgage (consumer loamnoercial loan) securitizations divided by markelueaof equity. ARI is the sum of credit-enhancimgerest-only strips and retained subordinated #eations
divided by market value of equity. This table presehe model coefficients and Pseudo R-squaresizHBtatistics calculated by firm-level clustertahslard errors for each coefficient appears imntelgianderneath.
The signs of “*, ** ***” represent the significarecof 10%, 5%, and 1%, respectively.

(1) (2) (3) @) (5) (6) (7) (8) 9) (10) (11) (12)
RAT RAT RAT RAT RAT RAT RAT RAT RAT RAT RAT RAT
SEC_SMOC 0.3173 0.3029~ 0.3056 0.3153~
@27 (3.90 (3.94 (4.25
SEC_SMOG*ARI 7.3156¥+*
(-4.65)
ARI 133.3167+ 64.4594%+ 41.491:
(5.22. (377 (1.34
SEC_SMOG*MR 17.632¢
(0.36'
MRI -279.384. 47.845° -135.435.
(-0.34 (0.25. (-0.40;
SEC_SMOG*COMMR 16.934(
(0.48'
COMMRI -254.963. -314.865: 112.324
(043 (0.92 077
SEC_SMOG*CONSRI 7.2811% %
(-4.57)
CONSR 132.4571%* 646423+ 40.447:
(512 (3.54 (1.25
17_SEC_SMO( 0.2469% 0.2399%+ 02374 0.2461*
(352 (3.33 (331 (352,
17_SEC_SMOG*ARI -3.3481%+*
(-3.53)
I7_SEC_SMOG*MR -1.794¢
(-0.16;
17_SEC_SNOG*COMMRI 20,635
(0.99'
17_SEC_SMOG*CONSRI -3.3726%*
(-3.36)
17_SEC_LIQ_SMOX 0.1348%* 0.1346%* 0.1369% 0.1352%*
(3.14; (3.10. (3.20. (317,
17_SEC_LIQ_SMOG*ARI -1,9964
(-1.14)
17_SEC_LIQ_SMOG*MR 8.868
(0.45'
I7_SEC_LIQ_SMOG*COMMR -5.216¢
(-0.60;
17_SEC_LIQ_SMOG*CONSRI -1.9464
(-1.08)
SIZE -0.7969++* -0.7638%* -0.7735%* 40,7921+ -0.8061%+* -0.7749%* -0.7869%* -0.8017%* -0.7626%+* -0.7325%* -0.7384%* -0.7584%+*
(7.38 (7.04 7.01 (-7.29 (7.24 (-6.97 (-6.93 (716 (7.04 (-6.82 (-6.74 (-6.96
MB -0.5545* -0.5605+** -0.5632¢* -0.5585+* -0,5314%* -0.5392¢* -0.5418%* -0.5356+* -0.5703"* -0.5823%* -0.5838* -0.5748%+
(-3.30, (-3.37 (-3.36] (-3.33 (332 (-3.37 (-3.35, (-3.35, (-3.67 (-3.77 (-3.80; (3.71
LEV 1.2317 1,143 1,127 1.2702 1,175 1,094 1,093 1.210( 1,3011" 1,233 1,232 13304
(1.65' (1.50° (1.50° (1.69' (1.55' (141 (1.43 (1.59' (1.67 (157 (1.58 (71
VoL 0.1839%* 0.1863* 0.1880%+ 0.1823++ 0.1700%+ 0.1739%+ 0.1756%+ 0.1687%* 0.1715%* 0.1768%* 0.1771++ 0.1704%*
(3.53. (3.42 (3.39. (351 (317, (3.05. (3.06. (3.15. (3.39; (3.22 (3.21 (3.38
PM -1.4813* -1.5555%* -1.5742%* -1.4672%* -1.3761%% -1.4011%* 1.4179%* -1.3599%* -1.0487% -1,1021% 11118+ -1.0345
(-2.95, (3.02 (:3.05; (2.93 (2.61 (-2.61 (-2.64 (-2.60; (-2.09 (212 (213 (207
BIG4 -0.050: -0.055¢ -0.050¢ -0.053¢ -0.064" -0.052% -0.044¢ -0.066 0.082 0.122 0.127; 0.081
(-0.16 (017 (-0.15 (017 (0.22 (017 (-0.15 (0.2 (0.33. (0.41 (0.43 (0.32
UNQUAL -0.7552¢* -0.7660%* -0.7986+ 0,747+ -0.6719* -0.7198%* -0.7371%* -0.6688+* -0.6255+ -0.6817%* -0.7016%* -0.6233%
(-3.26 (-3.18 (-3.50; (-3.26 (-2.84 (311 (3.22 (-2.84 (239 (271 (282 (-2.40
CAP1 -0.045t 0.042¢ 0.042 -0.023¢ -0.227: -0.146¢ -0.159¢ -0.206t -0.143 -0.095¢ -0.080° -0.125(
(-0.07 (0.06' (0.06' (-0.03 (-0.35, (0.22 (0.23 (-0.32 (0.21° (-0.14 (012 (0.19
CSTF_sIzt 0.032 0.053: 0.046: 0.031¢ 0.020; 0.044 0.039 0.020° 0.046¢ 0.058( 0.053 0.045¢
(0.28' (0.45' (0.39 (0.27. (0.18) (0.39' (0.34) (0.18 (0.39' (0.49' (0.45' (0.38
Observation 78€ 78€ 78€ 78€ 78€ 78€ 78€ 78€ 747 74z 74z 747
PseudcR’ 0.220 0.214: 0.214¢ 0.219; 0.218( 0.212¢ 0.213 0.217 0.208: 0.204: 0.204¢ 0.207¢
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Table 9-2. The Effects of Asset Securitization Reporting Readability on Credit Risk: Perspectives of Asset Securitization Characteristics

(1) (2) (3) 4) (5) (6) (7) (8) 9) (10) (11) (12)
RAT RAT RAT RAT RAT RAT RAT RAT RAT RAT RAT RAT
SEC_FF 0.2291% 0.2207% 0.2224%* 0.2282%
(3.60; (3.42 (3.47, (3.59,
SEC_FK*ARI -6.0645**
(-4.04)
ARI 107.4616%+ 48.7178% 33.592:
(4.56, (4.09, (1.62
SEC_FK*MRI 2.338:
(0.08;
MRI 21.619: 69.100: -35.650!
(-0.04; (0.50; (-0.18
SEC_FK*COMMR 23.410!
(0.95,
COMMRI -347.239! -302.579i 27.179:
(-0.87, (-1.50, (0.22
SEC_FK*CONSRI -6.0826%**
(-3.94)
CONSR 107.4673% 48.9074%+ 33.183;
(4.44 (3.89 (1.56,
17_SEC_Ft 0.1628%* 0.1597% 0.1579%* 0.1625%+
(2.89, (2.82 (2.81; (2.90
17_SEC_FK*ARI -2.5309%**
(-3.83)
I7_SEC_FK*MR -3.290:
(-0.39
17_SEC_FK*COMMR 21.214;
(1.60;
17_SEC_FK*CONSRI -2.5641%%*
(-3.70)
17_SEC_LIQ_F¥ 0.0929%* 0.0934%* 0.0940% 0.0933%
(.72 (274 (2.80; (275
17_SEC_LIQ_FK*ARI -1.5739
(-1.31)
17_SEC_LIQ_FK*MR 3.067:
(0.25,
I7_SEC_LIQ_FK*COMMR -0.114¢
(-0.02
17_SEC_LIQ_FK*CONSRI -1.5583
(-1.27)
SIZE -0.8100%* -0.7764%* -0.7906%* -0.8059% -0.8096%* -0.7780%* -0.7924%* -0.8053%* -0.7663%* -0.7363%* -0.7436%* -0.7621%*
(-7.82) (-7.45, (-7.44; 7.73 -7.60; (-7.32 (-7.29) (-7.52, (711 (-6.89) -6.79] (-7.03,
MB -0.5647+* -0.5732%* -0.5760%* 05687+ 053815 05478 -0.5511%* -0.5424%* -0.5595%* 05717+ 057245 -0.5643%*
(-3.35, (-3.46, (-3.43, (-3.38 (-3.30 (-3.37 (-3.35, (-3.33, (-3.52) (-3.63, (-3.64 (-3.55,
LEV 1.2313 1.136: 1.111¢ 1.2672 1.195! 1.107¢ 1.097¢ 1.229: 1.3046' 1.244: 1.242: 1.3351*
(1.66, (1.49, (1.49, (1.70; (158, (1.43 (144 (161 (1.66, (157, (1.59 (.70
VoL 0.1879%* 0.1905%* 0.1925+* 0.1864%* 0.1727+* 0.1762% 0.1784%* 0.1714% 0.1718%* 0.1771+* 0.1780% 0.1705%
(352 (3.41; (3.39, (3.50; (3.28 (3.16) (3.16; (3.26, (3.40; (3.23 (3.23 (3.40;
PM -1.4484%* -1.5250%* -1.5526%* -1.4360%* -1.3559%* -1.3745% -1.3931 % -1.3395% -1.0796% -1.1321% -1.1465% -1.0643%
(-2.85, (-2.94) (-2.97, (-2.84 (-2.58 (257 (-2.61 (-2.57, (-2.15 (-2.18 (-2.20 (213
BIG4 -0.055" -0.049( -0.041t -0.057: -0.064( -0.044 -0.033¢ -0.065t 0.057: 0.105( 0.111° 0.055¢
(017, (-0.14; (012, (-0.18 (0.22 (0.14 (-0.11; (-0.22) (0.23 (0.35, (0.38 (0.22
UNQUAL -0.7519%* -0.7754%* -0.7997+* -0.7470%* 067725 -0.7232%%* -0.7404%* -0.6740%* -0.6271% -0.6833%* -0.7023%%* -0.6249%
(-3.25, (-3.28, (-3.52, (-3.25 (-2.83 (-3.09 (-3.17, (-2.83 (-2.42 (273, (-2.83 (-2.42)
CAP1 -0.042 0.050¢ 0.033° 0.022: 0.216: -0.141 -0.165: -0.195¢ -0.157; 0.112¢ -0.107¢ -0.138(
(-0.06, (0.07, (0.05; (-0.03 (-0.33 (0.21 (-0.24; (-0.30, (-0.24; (017, (-0.16; (0.2
CSTF_SIzt 0.040¢ 0.061% 0.055¢ 0.041: 0.032¢ 0.055: 0.052: 0.033( 0.037' 0.047° 0.041% 0.036(
(0.36; (0.53 (0.48; (0.36; (0.29) (0.48 (0.45, (0.29 (0.32 (0.39, (0.34 (0.30
Observation 78€ 78€ 78€ 78€ 78€ 78€ 78€ 78€ 747 747 747 747
Pseudd?? 0.218¢ 0.212: 0.213¢ 0.217¢ 0.214¢ 0.209° 0.210¢ 0.214: 0.206¢ 0.202+ 0.202¢ 0.205¢
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