
Reporting on COVID-19 – or not?
Annual report disclosure of the
pandemic as a subsequent event

Pierre Donatella
School of Public Administration, University of Gothenburg, Gothenburg, Sweden

Mattias Haraldsson
School of Economics and Management, Lund University, Lund, Sweden, and

Torbj€orn Tagesson
Department of Management and Engineering, Link€oping University, Campus Valla,

Link€oping, Sweden

Abstract

Purpose – This paper focuses on the extent to which Swedish municipalities identified and communicated
risks due to the COVID-19 outbreak early on. The purpose of this paper is to explore to what extent the
situational factors of the COVID-19 pandemic influenced the likelihood of municipalities disclosing COVID-19
information as a subsequent event in the annual reports of 2019.
Design/methodology/approach – Logistic regressionmodelswere used to estimate COVID-19 disclosure as
a subsequent event. Data were handpicked from annual reports, audit reports and meeting minutes, or were
retrieved from publicly available sources.
Findings – Regression results indicate that municipalities issuing their annual report in a later stage of the
pandemic, in regions with a higher number of confirmed COVID-19 cases, were more likely to disclose
COVID-19 information as a subsequent event. However, the municipal factors used to capture the risk of a
severe impact of the COVID-19 outbreak were not of major importance. In line with previous research, this
study shows that political and institutional factors have explanatory power in predicting and explaining
accounting disclosure choices.
Originality/value – This paper contributes to research on accounting disclosures in urgent crises and on the
specific topic of subsequent events in the public sector. Few studies address subsequent events in a corporate
setting and, to the best of the authors’ knowledge, none do so in the context of the public sector. This paper also
offers insight into how explanatory factors, previously tested under normal conditions and circumstances,
influence disclosure choices in an early stage of a health crisis characterized by uncertainty regarding both
occurrence and consequences.
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1. Introduction
In hindsight, it is clear that the COVID-19 outbreak evolved rapidly during the beginning of
2020, resulting in major consequences – both financially and operationally – for many public
sector organizations around the world. The first official cases of the disease had already been
reported in Wuhan at the end of 2019. However, at that time, the general perception in
Sweden – which is the setting of this study – was that COVID-19 would probably not affect
Swedish society more or differently than the 2003 SARS outbreak in China had done. With
time, it became evident that this was not the case. On February 1, 2020, the Swedish central
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government responded to a request from the Public Health Agency of Sweden and classified
COVID-19 as a disease constituting a danger to society. Approximately a month later, on
March 11, 2020, theWorld Health Organization (WHO) declared COVID-19 to be a pandemic.

Sweden’s COVID-19 strategy has been analyzed and comparedwith the strategies of other
European countries in a number of published papers (e.g. Argento et al., 2020; Kuhlmann et al.,
2021). Two conditions appear to distinguish Sweden in comparison with other countries.
Aside from the fact that Sweden’s legal system limited the ability of the central government to
restrict citizens’ right to free movement (Argento et al., 2020; Kuhlmann et al., 2021), Sweden
has a highly decentralized administrative system in which local governments have a far-
reaching autonomy. Hence, the consequences of the pandemic largely influence the activities
that lie within the responsibility of the local tier of government, rather than the central
government (Granberg et al., 2021; Kuhlmann et al., 2021).

According to international accounting standards (IAS 10; IPSAS 14) and Swedish
accounting laws (The Annual Accounts Act, Chapter 5, Section 22; The Municipal
Bookkeeping and Accounting Act, Chapter 11, Sections 2–4), both private and public sector
organizations must report subsequent events – that is, information that becomes available
after the balance sheet date but before the issuance of the financial statements. Also, from an
audit perspective, auditors must consider all events that occur until the auditor’s report is
signed (ISA 560). Indeed, shortly after the WHO statement, both individual audit firms and
the institute for the (private sector) accountancy profession in Sweden clearly stated that the
COVID-19 outbreakmust be considered as a subsequent event that should be disclosed in the
annual reports issued during the spring of 2020 (e.g. FAR, 2020; KPMG, 2020; Singh, 2020).
However, these statements were directed toward private sector organizations. No equivalent
statements were specifically made by audit firms regarding local governments. Neither the
Swedish Association of Local Authorities and Regions (SALAR) nor the accounting
standard-setting body – that is, the Swedish Council of Municipal Accounting (SCMA) –
made such a clarification. Hence, the question is whether Swedish local governments
considered the COVID-19 outbreak to be a subsequent event of material importance at the
time when the annual report for 2019 was prepared, early in 2020.

Given this background, the analysis in this paper centers on why some municipalities
disclosed COVID-19 information as a subsequent event in their annual report, while others did
not. Previous accounting disclosure research in Sweden (Tagesson et al., 2013; Donatella, 2020;
Donatella andTagesson, 2021) and internationally (Rodr�ıguezBol�ıvar et al., 2013; Bisogno et al.,
2017) has mainly focused on explaining municipal disclosure choices by means of various
political, economic and institutional factors under normal conditions and circumstances,
without explicitly considering the uncertainty created by the swift development of a crisis (e.g.
Ahrens and Ferry, 2020). Of course, municipalities are influenced by uncertainties to different
degrees under normal conditions and circumstances as well; however, as these uncertainties
stem from the unpredictability of the actions of regulators, citizens and suppliers, as well as
economic and technological development (Allegrini and Monteduro, 2018; Gosh and Olsen,
2009), they are different fromuncertainties in a health crisis context. Crises, such as the COVID-
19 pandemic, are better described as low-probability events with strong impacts (Roux-Dufort,
2016), which develop in stages over time (Frandsen and Johansen, 2009). In relation to
subsequent events, the event perspective is relevant to the pandemic, since there will be a
different degree of uncertainty, depending on the crisis stage, regarding whether the pandemic
will affect the municipality and, if so, how uncertain the consequences will be (Wolling, 2016).

Municipal financial reporting is considered to be a highly institutional practice that is
influenced by forces that are both internal and external to the organizational field (Carpenter
and Feroz, 2001; Oulasvirta, 2014; Jorge et al., 2021; Polzer et al., 2021). Within institutional
theory, uncertainty is a central condition with respect to institutional isomorphism (Meyer
and Rowan, 1977; DiMaggio and Powell, 1983) and to how organizations strategically
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respond to institutional processes (Oliver, 1991). More specifically, Oliver (1991) argues that
uncertainty is a significant dimension of context that affects organizations’ conformity or
resistance to institutional pressure and expectations. Depending on the situation, uncertainty
can either stimulate disclosures or result in reluctance to disclose information. Since Swedish
municipalities were influenced differently by the development of COVID-19 during the early
stages of the pandemic crisis, and since Swedish municipalities do not issue their annual
reports at the same time, it can be assumed that the municipalities faced different degrees of
uncertainty regarding the occurrence and consequences of the pandemic when their annual
reports of 2019 were prepared. It is therefore proposed that the situational factors of the crisis
(e.g. Lee and Boynton, 2017) at the time of reporting play an important role in explaining
COVID-19 reporting among Swedish municipalities. More specifically, in this paper, we
explore whether reporting time, regional confirmed cases, demographic factors (i.e.
proportion of the senior population), operational risk factors (i.e. proportion of seniors
living in nursing homes) and financial risk factors (i.e. holding shares and securities) influence
the likelihood of municipalities disclosing COVID-19 information as a subsequent event in
their annual reports of 2019. The argument is that these situational factors reduce the degree
of uncertainty regarding occurrence and consequences while increasing the access to more
validated information, and therefore make the risks clearer, more tangible, and more
calculable. Thus, the purpose of this study is to explore to what extent the situational factors
of the COVID-19 pandemic influenced the likelihood of municipalities disclosing COVID-19
information as a subsequent event in the annual reports of 2019.

By its very nature, a subsequent event has had – or potentially will have – a material effect
on the performance of the organization. Thus, neglecting to report a subsequent event of
material importance, such as the COVID-19 outbreak, could imply that the reporting is
misleading (Michels, 2017). This paper contributes to the research on accounting disclosures in
urgent crises and to the specific topic of subsequent events in the public sector. As recognized
byCzerney et al. (2020), few studies address subsequent events in a corporate setting and, to the
best of our knowledge, there are no such studies in the context of the public sector. Similarly, as
stated by Ahrens and Ferry (2020), the literature on the role of accounting in urgent crises is
limited. This paper also contributes to the current understanding of how explanatory factors –
previously tested under relatively normal conditions and circumstances – influence
municipalities’ disclosure choices in an early stage of a health crisis characterized by (1)
uncertainty regarding whether the pandemic will materialize and (2) uncertainty regarding
what the consequences will be. Finally, this paper offers insights into the reactions of Swedish
municipalities during the early stage of the COVID-19 outbreak, thereby complementing
previous descriptions of Sweden’s approach to managing the pandemic.

2. Municipalities, financial reporting and crises
As stated in the introduction, there are no studies that address the public sector reporting of
subsequent events during crises. Therefore, we build this section around literature on the
topic of subsequent events and the characteristics of crises.

2.1 Municipal accounting and events after the balance sheet date
By definition, a subsequent event relates to information that becomes available after the
balance sheet date but before the financial statements have been issued. As explained by
Michels (2017), there are two types of subsequent event: (1) additional evidence about
conditions that existed at the balance sheet date and (2) evidence about conditions that did not
exist at the balance sheet date. This paper focuses on the latter category of subsequent events.
This kind of subsequent event involves the disclosure of future-oriented information, which
has not traditionally been a priority in public sector financial reporting. Rather, financial
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reporting is generally related to the approved budget and is a cornerstone in ex post
accountability (Ellwood and Newberry, 2016; Mann et al., 2019; Oulasvirta, 2021).
This approach still dominates in accounting regulation and practices in Sweden
(Tagesson and Grossi, 2015). In such a conservative accounting environment, verifiable
and reliable information on past events is generally preferred over future-oriented
information, which is characterized by greater uncertainty.

International accounting standards require public sector organizations to evaluate
information that becomes available after the balance sheet date but before the issuance of
the financial statements (IPSAS 14). This regulation, which is applicable to Swedish
municipalities, is harmonized in this respect and aligns with international standards. The
Municipal Bookkeeping andAccounting Act states that the annual reportmust provide future-
oriented information about so-called subsequent events, risks and uncertainties. Sections 2–4 in
Chapter 11 of theAct state that, if there have been events ofmaterial importance after the end of
the financial year (i.e. subsequent events) that are not reflected in the balance sheet or income
statement, then the municipality must provide information about these events. Further
guidance is offered in SCMA Accounting Standard 15. Although a subsequent event may be
clear-cut in some instances, Czerney et al. (2020) point out that subsequent events often involve
negotiation between managers and auditors, and require professional judgment and
knowledge of the conditions and circumstances. Typical examples of subsequent events
after the balance sheet date include anunusually large decline in the value of property carried at
fair value, an acquisition or disposal of amajor controlled entity,major purchases anddisposals
of assets, the destruction of a major building, and commencing major litigation (IPSAS 14).
According to the International Federation of Accountants (IFAC), with respect to reporting
periods ending on December 31, 2019, there is a general consensus that the effects of the
COVID-19 outbreak are the result of events that arose after the balance sheet date (IFAC, 2020).
Thus, even if the event of COVID-19 itselfwas knownbefore the balance sheet date, it is difficult
for external stakeholders to analyze and understand the financial and operational
consequences without further information being reported.

2.2 Crises and disclosures in annual reports
There are many types of crises, including those related to war and terrorism, disasters and
pandemics, financial problems and politics. The impact of a crisis can vary in nature andmay
be global, national, local or organizational. Crises can also develop in different ways: some are
immediate, giving people little time to react, while others develop at a slower pace (Avery
et al., 2016).

There is no universal definition of the term “crisis”; however, from an event perspective,
crises are described as low-probability events that are often associated with strong impacts
(Roux-Dufort, 2016). Taking a broader approach, Frandsen and Johansen (2009) describe
crises as dynamic processes with three stages: the pre-crisis, the crisis event and the post-
crisis. Wolling (2016) describes the pre-crisis stage as the time before a crisis event occurs.
Although this time might still be characterized as a normal, undisturbed situation,
information and possible risks exist that might challenge the situation. The next stage – the
event stage – is when the crisis actually occurs. In this stage, uncertainty about consequences
may still prevail (Wolling, 2016). In the post-crisis stage, when the crisis is over, the
consequences are known and must be managed.

Ahrens and Ferry (2020) compare the emergence of the COVID-19 pandemic to the last
financial crisis. They argue that the financial crisis, which resulted in the adoption of
austerity programs in many European countries (e.g. Barbera et al., 2017), came with a
forewarning so local authorities could prepare. In contrast, COVID-19 was much more
immediate in its impact and implications and gave local authorities little time to plan or carry
out mitigation activities (Ahrens and Ferry, 2020). The literature on crisis management
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emphasizes that an early reaction to a crisis is essential in order to reduce or limit the impact
of that crisis (Avery et al., 2016). For municipalities, the ability to detect a crisis early on is
crucial, as municipalities are often the primary actors during a crisis. However, according to
Frandsen and Johansen (2009), municipalities are firmly anchored in an emergency logic in
which action is taken to control an event when it occurs – which is problematic from a crisis
management perspective. In other words, the very nature of a crisis is defined by the inability
of organizations to plan for it in advance (Roux-Dufort, 2016). Wolling (2016) also comments
that it is useful to distinguish among the different phases of a crisis, since the characteristics
of uncertainty change during a crisis. Uncertainty about the probability of a crisis occurring
is replaced by uncertainty about the further development and consequences of the crisis.

Due to the high level of uncertainty in the early stages of a crisis, reporting on such subsequent
events poses a challenge for municipalities. Nevertheless, reporting in these stages is important,
for several reasons. The ways in which municipalities communicate their pre-crisis readiness, in
linewithdisclosure requirements, provide stakeholderswith information on theperceivedpresent
and future risks. During an early stage of a crisis, questions of accountability are not adequate.
Rather, the emphasis should be placed on information about the potential risks of the situation
(Roux-Dufort, 2016). In later stages of crisis development, information may also be important for
accountability purposes. In addition, information in the pre-stage or early stage of a crisis serves
as an indicator of the readiness of the municipality, as “early-warning” detection systems are
crucial for speedy and effective responses (e.g. Bouckaert et al., 2020). In crisis situationswith their
associated uncertainties, stakeholders’ need and demand for information increases (Lee and
Boynton, 2017). Timely information may therefore satisfy stakeholders’ increasing demand for
information, creating trust and legitimacy (Huang and Su, 2009). The ways in which
municipalities communicate about a crisis have direct implications for public wellbeing, and
ultimately shape public opinion about the municipality (Avery et al., 2016). Relating more
specifically to the COVID-19 pandemic, IPSASB (2020, p. 1) emphasizes:

. . . high-quality accrual-based financial reporting is needed now,more than ever, as it provides better
information for decision-making, improves transparency on how public resources are used, allows
citizens to hold decision-makers to account, and better positions governments to address the balance
sheet impact of the pandemic.

3. Hypotheses on COVID-19 disclosures as subsequent events
Institutional theory claims that organizations, as a response to different pressures and
expectations from their environment, adopt formal structures that are accepted and
considered legitimate (Meyer and Rowan, 1977; DiMaggio and Powell, 1983). As such,
institutional theory has proven to be relevant for identifying factors that influence financial
reporting practices in various public sector contexts (e.g. Carpenter and Feroz, 2001;
Oulasvirta, 2014; Argento et al., 2018; Donatella, 2020; Jorge et al., 2021).

DiMaggio and Powell (1983) sort institutional pressure and expectations into coercive,
normative and mimetic isomorphism, and state that these forces eventually lead to
conformity within organizational fields (e.g. within a sector). However, there are often
competing institutional pressures and expectations (Oulasvirta, 2014; Polzer et al., 2021), and
organizations do not always comply; furthermore, institutional change toward conformity
might take time (Oliver, 1991). Since the COVID-19 pandemic was a swift and unfamiliar
development with little time for discussion and reflection within the municipal sector, it is
unclear – solely on institutional theoretical grounds – what effect these institutional forces
had on the reporting of COVID-19 as a subsequent event. As suggested byWolling (2016) and
Frandsen and Johansen (2009), crises such as the COVID-19 crisis are characterized by a high
level of uncertainty that changes in character over time.
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3.1 Responses to a high level of uncertainty
Within institutional theory, uncertainty is referred to as the degree to which future
development cannot be accurately predicted (Oliver, 1991). This type of uncertainty is
normally related to more constant uncertainties stemming from the unpredictability of the
actions of regulators, citizens and suppliers, as well as economic and technological
development (Allegrini and Monteduro, 2018; Gosh and Olsen, 2009). Oliver (1991) argues
that, under a high level of uncertainty, conformity to institutional pressure and expectations
is more likely to occur. Following this main argument, a high level of uncertainty should
stimulate a willingness to comply to accounting regulations and to be transparent about the
development and consequences of COVID-19. This is also the conventional wisdom: namely,
that municipalities facing a high level of uncertainty are more likely to process and disclose
information (Allegrini andMonteduro, 2018). A further argument in favor of such reporting is
that stakeholders’ demand for information increases during a crisis (Lee and Boynton, 2017)
andmunicipalities tend to respond to stakeholder pressure by disclosing information in order
to gain legitimacy (Carpenter and Feroz, 2001; Rodr�ıguez Bol�ıvar et al., 2013).

However, a high level of uncertainty does not always stimulate compliance, transparency
and conformity. Oliver (1991) argues that, when the potential gain in legitimacy is perceived
as low and when the coercive pressure is weak, organizations might instead respond with
avoidance. It is common for public sector organizations to adopt a “silence” crisis response
strategy, hoping that the crisis will just “go away” (Kim, 2016). Moreover, it is expected that
coercive pressure to comply with municipal accounting regulations has probably not been a
major influence on the willingness to report on COVID-19 as a subsequent event. In general,
compliance with municipal accounting regulations in Sweden has been rather weak in the
past (Falkman and Tagesson, 2008; Donatella, 2020); more specifically, as described in the
introduction, no professional organizations in Sweden actively advocated for the pandemic to
be treated as a subsequent event in the municipal annual reports of 2019.

Institutionalized accounting traditions present another important aspect in relation to
uncertainty (Oulasvirta, 2014). The Swedish municipal accounting environment is
characterized by conservatism and the disclosure of accountability-relevant information
(Tagesson and Grossi, 2015). In such an environment, historical information with a high level
of verification is preferred over timely, less verifiable future-oriented information (e.g.
Oulasvirta, 2021). This tendency might be enhanced when the level of uncertainty is high.

Accounting professionals may have been a potent force when the annual reports of 2019 were
prepared.Theseprofessionals are considered tobe important institutional actors, since theyare the
experts and have the means and motivation to influence what constitute accepted practices (e.g.
Mezias, 1990; Carpenter and Feroz, 2001; Gomes et al., 2015). In times of high uncertainty, a typical
response is to mimic other organizations in order to reduce uncertainty (DiMaggio and Powell,
1983; Oliver, 1991); this implies that municipal accountants seek guidance in their professional
networks (Donatella, 2020). Auditors also play a potentially important role in reducing uncertainty.
From the perspective of institutional theory, auditors are associatedwith their normative influence
(Falkman and Tagesson, 2008) and, as external experts, they may provide professional guidance
regarding unclear accounting issues and thereby reduce uncertainty. Most likely, the issue of
COVID-19 was discussed both in the auditor-client negotiation process of the 2019 annual report
and inprofessional accountingnetworks.This is apotential basis for a commonpractice to emerge,
even during such a short period as the spring of 2020.

Thus, to summarize, depending on the situation, uncertainty is a condition that may be a
stimulator of financial accounting disclosure or a condition leading to reluctance to disclose
information. Merging institutional theory, crisis information and transparency research, it
can be argued that the scope and characteristics of the disclosed information could differ
significantly, depending on the situational factors of the COVID-19 crisis (e.g. Lee and
Boynton, 2017). This argument is based on two main reasons. First, from a crisis event
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perspective, the type of uncertainty changes over time. In the early stage, that is, the pre-crisis
stage, the high level of uncertainty is related to the occurrence of the crisis; upon entering the
event stage, this uncertainty is replaced by uncertainty about the consequences of the crisis
(Wolling, 2016). From this perspective, reporting time is important, since the crisismay be in a
different stage when the municipality finalizes the annual report. Second, the development of
the COVID-19 pandemic did not evolve equally at the municipal level in Sweden; rather,
municipalities were affected very differently by the pandemic at the reporting time,
depending on the local spread of the disease and the preconditions of the municipality. This
difference influences the verifiability and calculability of the consequences of the crisis. Here,
we suggest that these two aspects – the crisis stage and how themunicipality was affected by
the pandemic – influencedmunicipalities’ reporting practice. FollowingHsieh et al. (2019), it is
important to distinguish between uncertainty with known probabilities of outcomes (i.e. risk),
and uncertainty for which such probabilities are unknown (i.e. ambiguity). These scholars
argue that, when the uncertainty is not calculable, reporting entities will favor caution in
valuation (i.e. accounting conservatism). This perspective may imply that municipalities
under a conservative accounting regime are cautious to disclose information if it is difficult to
assess the associated risks and when there is a lack of verifiable data. Following the general
argument that the situational factors of crises influence organizational crisis information (e.g.
Lee and Boynton, 2017), we suggest in this paper that the situational factors of the COVID-19
crisis are expected to have explanatory power, since they affect the type and level of
uncertainty at the time of reporting. Against this background, we explore whether reporting
time, regional confirmed cases, demographic factors (i.e. proportion of senior population),
operational risk factors (i.e. proportion of seniors living in nursing homes) and financial risk
factors (i.e. holding shares and securities) influence the likelihood of municipalities disclosing
COVID-19 information as a subsequent event in the annual reports of 2019.

3.2 Reporting time and the development of the COVID-19 pandemic
Municipalities in Sweden do not issue their annual reports on the same date. The law only
specifies that themunicipal boardmust submit the annual report to themunicipal council and
the auditors “. . . as soon as possible, and no later than April 15 of the year following the year
to which the report relates” (The Municipal Act, Chapter 11, Section 20 – the authors’
translation). Although it is the municipal council that authorizes the annual report for
issuance, the council has no power to change the content of the report. Therefore, if the
municipal council decides not to approve the annual report for some reason, the municipal
boardwill have to resubmit a revised version of the annual report. As a result, the crucial date
for a subsequent event is when the municipal board submits the annual report to the
municipal council.

In the early stage of the development of the pandemic, Sweden opted for a continuation of
its “normal governance” approach (Kuhlmann et al., 2021). The debate in Sweden focused on
whether the healthcare system had sufficient capacity to meet the anticipated increase in
COVID-19 patients in need of emergency care. As the death toll rose, the focus of the debate
shifted to how the spread of COVID-19 could be limited in society and, more specifically,
prevented from spreading within the senior care system (Granberg et al., 2021; Kuhlmann
et al., 2021). Eventually, this resulted in restrictions being imposed on local transportation,
schools, sports, the cultural arena and so forth. Hence, the crisis materialized over time by
gradually transitioning from a pre-crisis stage to a crisis stage. This transition is consistent
with the notion that the uncertainty of the occurrence of a crisis generally decreases over time,
even though the uncertainty regarding the impact may remain high (e.g. Wolling, 2016).
Using a later submission date for the annual report therefore gives municipalities more
validated information. Against this background, it is hypothesized that:
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H1. The likelihood of municipalities disclosing COVID-19 information as a subsequent
event is positively related to the annual report submission date.

Although Sweden is a small country, different regions were affected by the COVID-19
pandemic very differently. Around the time of the legal deadline for the annual report
submission, the municipalities in the area of Stockholm were severely affected, while other
regions – even some densely populated ones – had relatively few confirmed cases and low
death tolls. Thus, the COVID-19 crisis affected Swedish municipalities differently during the
early stage of the crisis. This fact implies that the stages of the crisis were heterogeneously
distributed across the country’s municipalities. Theoretically, the number of confirmed cases
by region has the potential to reduce the uncertainty of the occurrence of the crisis, since
rising numbers verify the presence and severity of the pandemic crisis – which, in a
conservative accounting environment, should stimulate disclosure. Furthermore, the local
need and pressure for information should increase with a higher number of confirmed cases.
Against this background, it is hypothesized that:

H2. The likelihood of municipalities disclosing COVID-19 information as a subsequent
event is positively related to the number of confirmed COVID-19 cases at the
regional level.

3.3 Demographic, operational and financial risk factors
The reporting of subsequent events is used to identify relevant events and risks that have
occurred after the balance sheet date. Like crises in general (e.g. Rodr�ıguez Bol�ıvar et al.,
2016), the COVID-19 pandemic implied different degrees of impact and risk for different
municipalities in the early stages of the crisis. This heterogeneity of impact and risk can
partly be attributed to important risk factors. Even though the consequences may have been
very uncertain and difficult to calculate, tangible impacts and risk factors might have made
the COVID-19 pandemic less ambiguous. Therefore, tangible impacts and risks might
stimulate the inclusion of COVID-19 disclosures in the annual report. The pressure for action
and information in municipalities with substantial risk factors might also be higher.

It was identified early on that age increased individuals’ risk of severe consequences from
COVID-19. Protecting senior citizens was thus an important part of the strategy of the Public
Health Agency of Sweden (Kuhlmann et al., 2021). Against this background, it is
hypothesized that:

H3. The likelihood of municipalities disclosing COVID-19 information as a subsequent
event is positively related to the proportion of senior population.

On the same theme, but more closely related to municipal operation and services, a high
proportion of those who were seriously infected or died with COVID-19 in the early stage of
the pandemic in Sweden lived in municipal housing for seniors (Kuhlmann et al., 2021). The
measure of closing homes for seniors to visits was taken relatively early. Against this
background, it is hypothesized that:

H4. The likelihood of municipalities disclosing COVID-19 information as a subsequent
event is positively related to the proportion of seniors living in nursing homes.

The COVID-19 pandemic has both short-term and long-term financial consequences. The first
and most visible consequence of the COVID-19 pandemic was a significant drop on the
financial stock markets. Some Swedish municipalities have invested large amounts in shares
and securities. In Sweden, the crisis initially led to a strong stock market downturn. In
February and March, the Stockholm Stock Exchange fell by 19% (All Share Index), while a
slight recovery took place in April. Thus, the decreased value of the shares and securities
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owned by the municipalities was a direct signal of the economic effect of the pandemic. It was
also a calculable and verifiable subsequent event. This reduction of uncertainty suggests that
municipalities having substantial holdings of shares and securities are more likely to have
disclosed COVID-19 information, especially under a conservative accounting regime. Against
this background, it is hypothesized that:

H5. The likelihood of municipalities disclosing COVID-19 information as a subsequent
event is positively related to their holdings of shares and securities.

4. Method and data
As previously explained, the question of whether the COVID-19 outbreak should be regarded
as a subsequent event under the current regulatory framework for municipal reporting in
Sweden must essentially be determined by what was generally known around the time the
municipal boards submitted their annual report to the municipal council. In Figure 1, the
submission date for the 2019 annual reports is presented.

As shown in Figure 1, the annual reports for 2019 were submitted by municipal boards
about amonth ormore after February 1, when COVID-19 was classified as a danger to society
by the Swedish central government. With the exception of 33 municipalities, all municipal
boards even submitted their annual report after the WHO’s statement on March 11. This
observation shows that information on the potential severity of the COVID-19 pandemic was
available after the balance sheet date but before the submission of the annual report.
Therefore, the COVID-19 outbreak certainly meets the abovementioned conditions regarding
what qualifies as a subsequent event.

In the presented analysis of COVID-19 disclosures, we use cross-sectional data from 289
Swedish municipalities for 2019. Only one observation was excluded – that of Region
Gotland – because Gotland is a hybrid between a municipality and a region, and is therefore
not comparable to the other municipalities in terms of several of the independent variables
included in the analysis. Additional analyses were made based on a subsample that excluded
the 33 municipalities that submitted their annual report before the WHO statement.

Source(s): Meeting minutes or personal contact
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4.1 The dependent variable
After manually reviewing the annual reports for 2019, we concluded that there is a fairly
substantial dichotomous variation in COVID-19 disclosures: in 56.4% of the cases, no
COVID-19-related informationwas included in the annual report, whereas in 43.6%of the cases,
such information was included. This variation directed us toward using an indicator variable
when analyzing COVID-19 disclosure. However, some municipalities merely mentioned that
COVID-19 might have an impact, rather than going into detail on matters such as the financial
and operational risks associated with the pandemic [1]. Therefore, the independent variable –
namely, COVID-19 disclosures as a subsequent event (COVID19_DSE) –was coded as “0” if a
municipality did not disclose any COVID-19 information or was among the bottom 5% in the
group, in terms of the number of words used by municipalities in disclosing COVID-19
information; otherwise, the independent variable was coded as “1”. Under this definition,
municipalities that provided just one or two sentences on COVID-19 were not considered to
have provided COVID-19 information substantial enough to be classified as having disclosed
COVID-19 as a subsequent event. Alternative operationalizations of the dependent variable
were used in an additional analysis, to test the robustness of the reported results.

4.2 Independent variables
The date at which the municipal board submitted the 2019 annual report (DAYS) was
measured by calculating the number of days between the day of submission and January 1,
2020. As previously noted, the municipal boards in several municipalities submitted their
annual report to the municipal council and the auditors after the legal deadline had expired.
To avoid outliers, and because small time differences are likely to have a greater impact in the
beginning than at the end of the period, we used the natural logarithm of the number of days.

During the pandemic, the Public Health Agency of Sweden reported information on
confirmed COVID-19 cases on a weekly basis. Considering the reporting lag, and given that a
draft of the annual report had to be distributed prior to the municipal board meeting, we used
the cumulative number of COVID-19 cases per 100,000 people at the regional level
(REGIONAL_CASES) 2 weeks prior to the municipal board’s submission of the annual
report. Again, we used the logarithm of the variable in order to avoid problems with outliers.
As some observations had a value of zero, we used the natural logarithm of
REGIONAL_CASES þ1.

The operational risks associated with COVID-19 were measured using the relative number
ofmembers of themunicipal population that are 70 years or older (POPULATION≥70) and the
relative number ofmembers of themunicipal population 80 years or older who live in a nursing
home (NURSING_HOME) (data source: Statistics Sweden). The financial risk was related to
whether the municipalities held shares and securities. In order to reflect the inter-differences in
the group ofmunicipalitieswith such financial assets, we used an approachwith three indicator
variables. Municipalities holding shares and securities (about 31.5% of all observations) were
coded based on the size of these financial assets: the bottom half of municipalities in terms of
shares and securities per resident (SHARES_SECURITIES_BOTTOM) was coded as “1”, and
all other municipalities were coded as “0”, and the top half of municipalities in terms of shares
and securities per resident (SHARES_SECURITIES_TOP) was coded as “1”, and all other
municipalities were coded as “0”. Municipalities holding no shares and securities
(NO_SHARES_SECURITIES) were coded as “1”, and those that were holding shares and
securities were coded as “0”, andwere used as the reference category in the regression analysis.

4.3 Control variables
The common factors in public sector disclosure research are political competition, financial
conditions, intergovernmental subsidies, municipal size and population wealth (Rodr�ıguez
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Bol�ıvar et al., 2013; Alcaide Mu~noz and Rodr�ıguez Bol�ıvar, 2015). In order to be consistent
with prior research, we included several control variables in our analysis.

We used the number of changes in government during the last three elections
(GOVERNMENT_CHANGE) to measure political competition. We also included two
indicator variables that measure the strength of the political opposition more directly.
Municipalities that were governed by a coalition of one or more right-wing and left-wing
parties were coded as “1”, and those that were not were coded as “0” (BROAD_COALITION),
while municipalities in which the governing party or parties controlled less than 50% of the
seats in the municipal council were coded as “1”, and those that were not were coded as “0”
(MINORITY_GOVERNMENT). Data for these variables were retrieved from SALAR and
Statistics Sweden.

Municipal size, financial conditions and intergovernmental subsidies were also included
as control variables. Municipal size was measured by the natural logarithm of population
(POPULATION_SIZE). Financial conditions were measured by the equity ratio including all
pension obligations (EQUITY) and dependence on intergovernmental subsidies was
measured by scaling the government grants a municipality received with its own tax
revenues (GRANT). The wealth of citizens was excluded in order to avoid multicollinearity
problems. In Sweden, there is an equalization system that allocates and reallocates resources
to municipalities based on the municipality tax base (i.e. the average income of residents) and
on factors that drive the cost of services (Tagesson and Grossi, 2015). Therefore, government
grants strongly correlate with the wealth of the population in the municipality. Data for these
variables were retrieved from Statistics Sweden.

In addition to the common factors discussed above, we added controls for audit firms
and regions. Previous research in the context of Swedishmunicipalities indicates that levels
of compliance with regulatory requirements vary depending on the engaged audit firm (e.g.
Haraldsson and Tagesson, 2014; Donatella, 2021). However, a specific institutional
condition must be mentioned in regard to municipal auditing in Sweden: professional
auditors from audit firms do not sign or express any audit opinion in the formal audit
report. Instead, the audit report is written and signed by the politically appointed auditors.
Although the professional auditors only assist the politically appointed auditors in their
work, the audit report by the politically appointed auditors relies heavily on the work of the
professional auditors (Tagesson and Eriksson, 2011). Therefore, it is required by law that a
report from professional auditors must be attached to the formal audit report (The
Municipal Act, Chapter 12, Section 8). Another institutional condition is that the “Big 4”
audit firms hold almost the entire municipal audit market, and that PwC is considered to be
the industry specialist after the acquisition of KOMREV (an audit firm that specialized in
municipal auditing) from the predecessor of SALAR in 1996 (Tagesson et al., 2015). This
acquisition gave PwC a large market share and employees with extensive municipal
experience. PwC has retained its position as the industry specialist (Collin et al., 2017;
Donatella, 2021), but has more recently faced a loss in market share. Considering these
conditions, an indicator variable was used for each of the Big 4 audit firms (DELOITTE,
EY, KPMG, and PwC); a separate indicator variable was used for municipalities that were
audited by an internal audit office or a non-Big 4 audit firm (AUDIT_RESIDUAL). All the
audit variables were coded as “1” if yes, and as “0” otherwise. Due to its status as the
industry specialist, PwCwas used as the reference category in the regression analysis. Data
were hand collected from the audit reports.

Accounting choices in Swedishmunicipalities tend to converge at the regional level, due to
voluntary networks in which accounting departments from neighboring municipalities meet
and share experiences on a regular basis (Donatella, 2020; Donatella and Tagesson, 2021).
The administrative division of the country into regions was therefore used to control for
geographical differences in COVID-19 disclosures. An indicator variable, coded as “1” if yes,
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and as “0” otherwise, was used for each region. Municipalities in Region J€onk€oping were used
as the reference category in the regression analysis, as this region had the first confirmed case
of COVID-19 in Sweden.

5. Results
Descriptive statistics for all variables are presented in Table 1. According to the definition
used, well under half of the municipalities disclosed COVID-19 information as a subsequent
event in the 2019 annual report. On average, municipal boards submitted their annual report
about 92 days (log5 4.504) after January 1, 2020. The confirmed cumulative COVID-19 cases
per 100,000 people, 2 weeks prior to the annual report submission, were about 29 (log5 2.592)
at the regional level. On average, 17.6% of the municipal population is 70 years or older, and
11.5% of the population is 80 years or older and lives in nursing homes. Most municipalities
(68.2%) hold no shares or securities.

The bivariate results reported in Table 2 indicate that the independent variable holds the
expected correlation with the COVID19_DSE variable. However, only DAYS and
REGIONAL_CASES are significant and strongly correlated with COVID19_DSE
(Spearman’s rho > 0.3, sig. 2-tailed < 0.001). Additional bivariate analysis (not tabulated)
shows that the variables DAYS and REGIONAL_CASES are strongly correlated with each
other (Spearman’s rho > 0.9), so they are not included in the same model. Other bivariate
correlations between the independent/control variables are much lower, indicating that there
is no cause for concern regarding multicollinearity if they are included in the same model.

Variable Mean Std. dev. Min. Max.

COVID19_DSE 0.415 0.494 0 (no) 1 (yes)
DAYS 4.504 0.186 3.97 5.07
REGIONAL_CASES 2.592 1.458 <0.01 5.70
POPULATION70 0.176 0.033 0.09 0.27
NURSING_HOME 0.115 0.027 0.01 0.24
SHARES_SECURITIES_TOP 0.159 0.366 0 (no) 1 (yes)
SHARES_SECURITIES_BOTTOM 0.156 0.363 0 (no) 1 (yes)
NO_SHARES_SECURITIES 0.682 0.467 0 (no) 1 (yes)
GOVERNMENT_CHANGE 0.889 0.902 0.00 3.00
BROAD_COALITION 0.395 0.490 0 (no) 1 (yes)
MINORITY_GOVERNMENT 0.398 0.490 0 (no) 1 (yes)
POPULATION_SIZE 9.869 0.983 7.79 13.79
EQUITY 0.192 0.190 �0.45 0.72
GRANT 0.236 0.103 �0.29 0.45
DELOITTE 0.031 0.174 0 (no) 1 (yes)
EY 0.187 0.390 0 (no) 1 (yes)
KPMG 0.320 0.468 0 (no) 1 (yes)
PwC 0.415 0.494 0 (no) 1 (yes)
AUDIT_RESIDUAL 0.045 0.208 0 (no) 1 (yes)

Note(s): For brevity, regional variables are not reported in the table. Of the 289 municipalities included in the
analysis, 1.7% are located in REGION_BLEKINGE, 5.2% in REGION_DALARNA, 3.5% in
REGION_G€AVLEBORG, 2.1% in REGION_HALLAND, 2.8% in REGION_J€AMTLAND_H€ARJEDALEN,
4.5% in REGION_J€ONK€OPING, 4.2% in REGION_KALMAR, 2.8% in REGION_KRONOBERG, 4.8%
in REGION_NORRBOTTEN, 11.4% in REGION_SK�ANE, 9.0% in REGION_STOCKHOLM, 3.1%
in REGION_S€ORMLAND, 2.8% in REGION_UPPSALA, 5.5% in REGION_V €ARMLAND, 5.2%
i n REG I ON_V €ASTERBOTTEN , 2 . 4% i n REG I ON_V €ASTERNORRLAND , 3 . 5%
in REGION_V€ASTMANLAND, 17.0% in REGION_V€ASTRAG€OTALAND, 4.2% in REGION_€OREBRO
and 4.5% in REGION_€OSTERG€OTLAND

Table 1.
Descriptive statistics
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To avoid multicollinearity problems, the results are presented using two different logistic
regression models. The effects of the independent and control variables on COVID19_DSE
are estimated as follows:

COVID19 DSEi ¼ ß0 þ ß1DAYSi þ ß2POPULATION70þ ß3NURSING HOMEi

þ ß4SHARES SECURITIES TOPi

þ ß5SHARES SECURITIES BOTTOMi

þ ß6GOVERNMENT CHANGEi þ ß7BROAD_COALITIONi

þ ß8MINORITY GOVERNMENTi þ ß9POPULATION SIZEi

þ ß10EQUITYi þ ß11GRANTi þ ß12DELOITTEi þ ß13EYi

þ ß14KPMGi þ ß15AUDIT RESIDUALi

þ ß16REGION BLEKINGEi þ ß17REGION DALARNAi

þ ß18REGION G€AVLEBORGi

þ ß19REGION HALLANDi

þ ß20REGION J€AMTLAND H€ARJEDALENi

þ ß21REGION KALMARi þ ß22REGION KRONOBERGi

þ ß23REGION NORRBOTTENi þ ß24REGION SK�ANEi

þ ß25REGION STOCKHOLMi þ ß26REGION S€ORMLANDi

þ ß27REGION UPPSALAi þ ß28REGION V€ARMLANDi

þ ß29REGION_V€ASTERBOTTENi

þ ß30REGION V€ASTERNORRLANDi

þ ß31REGION V€ASTMANLANDi

þ ß32REGION V€ASTRAG€OTALANDi

þ ß33REGION €OREBROi

þ ß34REGION €OSTERG€OTLANDi þ εi

(1)

The same specification is used in Model 2, except for ß1; instead of DAYS, the variable
REGIONAL_CASES is included.

The regression results are presented in Table 2. Both models are significant (p < 0.001),
and their explanatory power varies from a pseudo R2 value of 22.6% in Model 1 (where the
DAYS variable is used) to 24.7% in Model 2 (where the REGIONAL_CASES variable
is used).

DAYS (in Model 1) and REGIONAL_CASES (in Model 2) are both highly significant
(p < 0.001). When other factors are held constant, the results indicate that municipalities
with late submission dates of their annual report and higher numbers of confirmed COVID-
19 cases at the time of the annual report submission were more likely to disclose
information on COVID-19 as a subsequent event, thus supporting H1 and H2. As indicated
by the different pseudoR2 values produced by the twomodels, REGIONAL_CASES carries
the greatest predictive accuracy in terms of estimating COVID-19 disclosure. However,
DAYS also carries substantial explanatory power. If included as the only explanatory
variable in a model, DAYS and REGIONAL_CASES produce pseudo R2 values of 6.7 and
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8.4%, respectively, which correspond to approximately one-third of the explanatory power
of the full models.

SHARES_SECURITIES_TOP is moderately significant in both models. When other
factors are held constant, the results indicate that municipalities with relatively large values
in shares and securities were more likely to disclose information on COVID-19 than
municipalities without such financial assets. However, SHARES_SECURITIES_BOTTOM
does not significantly differ from NO_SHARES_SECURITIES. This indicates that it is when
substantial financial assets are at risk that municipalities disclose information. Thus, the
results partially support H5.

When other factors were held constant, neither POPULATION70 nor NURSING_HOME
was significant. This finding indicates that the risk of COVID-19 due to the municipalities’
demographic and operational conditions was not a major factor. H3 and H4must therefore be
rejected.

Several of the control variables were significantly related to the likelihood of
COVID19_DSE. However, starting with the factors commonly used in the disclosure
literature, neither EQUITY or GRANT were significantly related to COVID19_DSE.
Moreover, there are results – albeit only moderately significant ones – that indicate that SIZE
had a positive impact on the likelihood of COVID19_DSE. It is difficult to draw any definite
conclusions based on this correlation, considering that prior disclosure research has shown
very mixed empirical results regarding the impact of size, even under normal conditions and
circumstances (Christiaens, 1999; Rodr�ıguez Bol�ıvar et al., 2013; Alcaide Mu~noz and
Rodr�ıguez Bol�ıvar, 2015). In both models, GOVERNMENT_CHANGE significantly
decreased the likelihood of COVID19_DSE, whereas BROAD_COALITION significantly
increased its likelihood. Contrary to what is expected and typically found under normal
conditions and circumstances (e.g. Rodr�ıguez Bol�ıvar et al., 2013; Alcaide Mu~noz and
Rodr�ıguez Bol�ıvar, 2015), these results indicate that political competition had a negative
impact on disclosure in the context of the COVID-19 crisis.

In line with prior empirical research in the context of Swedish municipalities, we found
differences across audit firms and regions. Compared with the municipalities audited by
PwC, the industry specialist audit firm, municipalities audited by EY or KPMG had a
significantly decreased likelihood of COVID19_DSE. These findings corroborate the results
reported by Donatella (2021), which suggest that municipalities audited by PwC tend to
disclose more mandatory information. We interpret this result as an indication that PwC
differentiates itself from other audit firms in terms of its ability to normatively influence
compliance with regulatory requirements (cf. Falkman and Tagesson, 2008). The observed
regional differences in COVID19_DSE are consistent with the idea that reporting practices
converge at the regional level due to interactions between neighboring municipalities
(Donatella, 2020; Donatella and Tagesson, 2021). Although these results are fairly stable, it
must be considered that the regional variables in Model 1 are likely to capture regional
differences in the severity of the pandemic. In Model 2, the regional differences are captured
by the REGIONAL_CASES variable. Therefore, coefficient estimates for the regional
variables vary slightly between the two models.

Additional analysis (not tabulated) showed that the above-reported results are robust to
alternative operationalizations of the dependent variable, and are similarly robust when
analyses are based on a subsample that includes only the 256 observations in which the
municipal board submitted the annual report to themunicipal council and the auditors after the
date on which theWHO declared COVID-19 to be a pandemic. The models’ explanatory power
increases (decreases) slightlywhen using a higher (lower) threshold for whether COVID-19 was
disclosed as a subsequent event. A higher (lower) threshold is obtained by coding the
dependent variable as “0” if a municipality did not disclose any COVID-19 information or was
among the bottom 10% in the number of words used to disclose COVID-19 information among
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the group of disclosing municipalities, while those that did disclose COVID-19 and were not
among the bottom 10%were coded as “1” (“0” if a municipality did not disclose any COVID-19
information, and “1” if they did). Except for SHARES_SECURITIES_TOP, the results related to
the test of the hypotheses remain qualitatively unchanged.Whenusing the higher threshold for
the dependent variable, SHARES_SECURITIES_TOP is not significant. However, when using
the lower threshold, the correlation is still significant, albeit at the 5% level. Similarly, in the
subsample analysis (n5 256), SHARES_SECURITIES_TOPdiffers in comparisonwith the full
sample analysis, as it is not significant. Again, the results related to other hypotheses were
qualitatively unchanged.

6. Conclusions

“Are you afraid of the thunder?” Pelle asks Tjorven in the classic story of Sea Crow Island by Astrid
Lindgren (1964/2016, p. 131). “‘No’, she said, ‘not really – only sometimes – only when it’s
thundering’”.

Like Tjorven, who is only afraid of the thunder when it is thundering, local politicians seem to
have been unconcerned over COVID-19 in the pre-crisis stage in Sweden. Municipalities that
issued their annual report in a later stage of the pandemic, when COVID-19 was already
widespread in society and the death toll had increased, weremore likely to disclose COVID-19
information as a subsequent event in their annual report than municipalities that issued their
annual report at an earlier stage of the pandemic. In contrast, the situational factors used to
capture the risk of a severe impact of the COVID-19 outbreak were found not to be of major
importance. These findings align with a critique from Granberg et al. (2021), who state that
Swedish municipalities were initially unprepared and ill-equipped to deal with the situation.

The fact that less than half of the municipalities disclosed COVID-19 information as a
subsequent event in the 2019 annual reports suggests that the municipal sector mainly
employed what Oliver (1991) describes as an avoidance strategy. Our study indicates that
evidence in the form of very concrete, substantial and verifiable consequences, which
decreases the level of uncertainty, is required before a subsequent event is reported. This
practice of requiring strict verifiability is in line with the tradition of historical cost
accounting, which emphasizes the control of budgets as a basis for ex post accountability,
rather than aligning with the more future-oriented ex ante accounting, which is the decision-
usefulness approach. Although there are strong arguments for an accountability-based
approach in public sector accounting (Ellwood and Newberry, 2016; Mann et al., 2019;
Oulasvirta, 2021), disclosures that relate to future periods should not be ruled out as a
complement to financial statements in order to deal with the trade-off between accountability
and decision-usefulness.

Finally, our study shows that both political and institutional-related arguments have
explanatory power that can help to predict and explain accounting disclosure choices in times
of crisis. According to Rodr�ıguez Bol�ıvar et al. (2013), empirical studies present somewhat
mixed results for the variable of political competition. Nevertheless, the meta-analytic study
by these scholars supports a generally positive association between political competition and
accounting disclosure measures. Our study, on the other hand, shows that political
competition in the early stage of a crisis have a negative effect on disclosure practice – at least
in regard to the reporting of COVID-19 information as a subsequent event. These different
research findings indicate that the level of uncertainty may moderate the relationship
between political competition and accounting disclosure. However, this is a question for
future research.

In addition, and in linewith previous research, this study produced results suggesting that
the ability to correctly predict and explain accounting disclosure choices by public sector
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organizations increases when institutional factors – especially normative and mimetic
forces – are included in the explanatory model. This finding is consistent with the argument
that a typical response in times of uncertainty is to rely on professional guidance from
auditors and members of accounting networks. If these institutional forces do not act in a
uniformmanner (e.g. if there are differences between different audit firms and auditors), it will
lead to differences in disclosure practices between the organizations that are subject to
reporting regulations. Thus, in highly uncertain periods, such as in the early stage of a crisis,
it is critical that institutional actors (e.g. standard setters and auditors) act clearly and
consistently. Otherwise, different approaches to disclosure about events will result and, as
this study indicates, will probably be characterized by widespread non-disclosure behavior.

Note

1. Descriptive statistics for the number of COVID-19-related words (n 5 126): min value 5 13; first
quartile 5 61; median (second quartile) 5 112; third quartile 5 203; max value 5 1,246; and
mean 5 167.
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