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MD&A Disclosure and the Firm’s Ability to

Continue as a Going Concern
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6. Conclusio

6. Conclusions The primary objective of this study is to inform the debate on mandating additional management
disclosure regarding going concern assessment. We construct and compare several predictive models using
explanatory variables in the form of management going concern disclosure in the MD&A, linguistic tone in MD&A
disclosures, auditor going concern opinions, standard financial ratios, and market based variables. We adopt a
matched pair research design and utilize conditional logistic regressions for estimation. Our findings indicate that
current management textual disclosure in the MD&A of the form of voluntary going concern assessments and
linguistic tone has significant incremental information content over and above what can be discerned from financial
ratios and market based variables. The predictive content of MD&A disclosures on a standalone basis is significant as
measured by the area under the ROC curve of 85%. Moreover, the textual MD&A disclosures convey incremental
and relative predictive power as early as three years prior to bankruptcy. This suggests that MD&A disclosures are
leading indicators of bankruptcy above and beyond financial ratios.
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