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Abstract

Sound decision-making depends on an appropriate level of relevant information.

This topic is on the agenda of international standard setters in order to increase

the decision usefulness of financial disclosures for the addressees of corporate

reporting. A look at France demonstrates how a unique recommendation on

financial market communication initiated by the Financial Supervisory Authority,

which goes beyond legal requirements, can help solve the problem. The resulting

advanced disclosures not only provide a clear picture of the origin and magnitude

of, for example, financial risks but also of the extent to which the company has

reduced or increased the risk with derivative instruments. Such unprecedented

transparency could raise the inhibition threshold for speculation. In addition, we

illustrate that the enhanced data granularity could benefit various stakeholders

through more meaningful competitive or benchmarking analyses.

KEYWORD S

advanced financial reporting | disclosure problem | voluntary reporting

1 | THE PROBLEM

Decision-making requires an adequate amount of
information as input variable. In this respect, extant
literature indicates that the performance relative to
decision-making is positively correlated with the
amount of information an individual receives. How-
ever, excess information is counterproductive, and the
result is a so-called information overload with lower
performance of decision makers, that is, lower quality
of decisions (e.g., Chewning & Harrell, 1990, O'Reilly,
1980, Schick et al., 1990). In the realm of accounting,
information overload in connection with public corpo-
rate disclosures, such as annual financial statements,
is often termed disclosure problem, where it is impor-
tant to note that the latter term takes a broader per-
spective. It does not only cover the overload of data in

financial disclosures but rather targets the relevance of
the published information (Zülch & Weuster, 2017).

As early as 2003, Paredes expressed his concern that
the financial reports were no longer understandable
because they had become so full of information
(Paredes, 2003). This ongoing discussion gathered
momentum during the 2010s when several standard set-
ters, such as the International Accounting Standards
Board (IASB), U.S. Securities and Exchange Commission
(SEC), and the European Securities and Markets Author-
ity (ESMA), were internationally addressing this problem
with the objective of solving the issues of information
overload and disclosure problem. In 2013, the IASB pro-
vided survey evidence that more than 80% of the survey
participants agree that the way financial information is
disclosed could be improved. Furthermore, the results
indicate that, instead of letting users search large
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structure of the market. Firms with little available infor-
mation may experience higher costs of capital. The
impact of information in influencing the costs of capital
are indicated by several studies (Botosan, 1997;
Christensen, de la Rosa, & Feltham, 2010; Easley &
O'hara, 2004; Feltham, Robb, & Zhang, 2007; Huang
& Kang, 2018; Hughes, Liu, & Liu, 2007; Lambert,
Leuz, & Verrecchia, 2012; Perera & Nimal, 2017). For
instance, the rational expectations model explains the
relationship between private information and the costs of
capital. Besides, Ahn, Horenstein, and Wang (2018)
explain the effects of asymmetric information on the
asset equilibrium price.

Some researchers have shown the role of private
information in dictating the prices of assets. Bai, Bali,
and Wen (2019) for instance build on the classic analysis
of rational expectation to elucidate the role of asymmetric
information on asset value. They find that the presence
of agents in transactions affects the risk–return tradeoffs
thus affecting the portfolios held by the informed and
uninformed investors. Besides, Dow and Gorton (1995)
explains that informed investors may profit from their
information while the uninformed investors' loss due to
lack of information. The main set back of this setback is
that it does not consider the costs of capital in its
assumption.

Another set of literature considers the role of incom-
plete information and symmetric information. Particu-
larly, Amihud (2018) investigates the effects of capital
market equilibriums in situations where the agents lack
some information about certain assets in the market. In
this model, agents who have information on the existence
of certain assets may decide on the distribution of
returns. However, the information is incomplete because
not all agents have knowledge of such information. The
analysis by Amihud shows that the value of an organiza-
tion's assets may be lower due to the existence of incom-
plete information. However, in normal circumstances,
some investors may have more knowledge about returns
than others. Besides, all the investors know about the
existence of every asset in the market through the infor-
mation that may be asymmetric.

Lastly, information disclosure by a firm may affect
the costs of capital because disclosure of private informa-
tion turns it into public information (Deno, Loy, &
Homburg, 2019). The presence of public information
means that each investor has access to information
regarding investments. Since the process of producing
information is costly, individuals ought to spend consid-
erable resources to collect information. Public informa-
tion increases the value of assets and capital since the
information lowers the risks of uninformed investors to
hold assets (Gârleanu & Pedersen, 2018). Diamond and

Verrecchia (1991) state that disclosure of information can
either improve or worsen liquidity depending on the
decisions by holders of information. The accessibility of
public information affects the riskiness or profitability of
an investment. Other researchers such as Kandelousi,
Alifiah, and Karimiyan (2016) incorporate other impor-
tant elements of information sharing such as insiders and
strategic disclosure issues.

2.2 | Cost of capital

The cost of capital is the amount expected by investors
after they have offered the capital required by a business.
Mostly, the sources of capital in a firm comprises of
investors who purchase stocks and the bondholders who
offer loans to an organization (Hertig, 2019). Conse-
quently, companies are expected to make returns that
ensure that both investors and the debt holders get
expected returns on investments. The cost of capital may
entail the mechanical calculations by financial people,
which is then used by management to come up with a
hurdle or discount rate. Businesses have to exceed the
hurdle rate in justifying investments (Anderson, Byers, &
Groth, 2000).

Mostly, the costs of capital may be slightly under the
required rate of return (McNulty, Yeh, Schulze, &
Lubatkin, 2002). The costs of capital in a firm are used to
determine the soundness of an investment. Besides,
investors use the costs of capital to assess the riskiness of
an investment. Companies only choose to commit their
finances in projects whose return exceeds the costs of
capital. As such, managers should always look for invest-
ments that exceed the costs of capital in an individual
organization (Easley, O'Hara, & Yang, 2016). Conversely,
investors look at the beta or volatility of investments to
determine whether an investment is worthwhile. The
costs of capital determine the corporate strategies and the
ability of an organization to compete in the future. Busi-
nesses may use the costs of capital to make capital
budgeting decisions to offer a strategic advantage to a
firm in the short run.

Though investment opportunities' in organizations
differ, the techniques of evaluating the financial returns
are similar. However, the value of investments made an
organization depend on the profitability of the invest-
ment portfolio undertaken by a firm. The expectations
about an investment determine whether a company will
make positive or negative returns. The costs of capital
influence the hurdle rate and the capital structure in a
firm. Also, the costs of capital may determine the opera-
tions of a firm that in turn determine the profitability
(Scott & Pascoe, 1984). According to Kandelousi
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amounts of data, the communication of relevant informa-
tion in the financial statements needs to be revised
(IASB, 2013). In the same year, the SEC Chairwoman,
Mary Jo White, also expressed concern about investors
facing an information overload and mentioned that pub-
lic companies should streamline their disclosures
(Lynch, 2013). The IASB Chairman's initiative to priori-
tize the communication effectiveness and improve the
quality and usefulness of financial disclosures is another
example of the seriousness and topicality of the problem
(IASB, 2016).

2 | ALTERNATIVE REPORTING

Several studies show that simply reducing the scope of
annual reporting is not enough for users of financial
statements: While a reduction in the length of annual
reports increases clarity, it does not increase the decisive
benefit for the addressees: its decision usefulness
(Zülch & Weuster, 2017). Regarding the prevailing lack
of relevant information, a look at the unique regulatory
environment in France may contribute to a solution.

What is so unique about the regulatory environment
in France? As optional supplement, the Autorité des
Marchés Financiers (AMF), supervisor of the French
financial markets, has established a so-called “registra-
tion document” that favors advanced disclosures and
that is intended to provide additional information about
the company's business, financial position, earnings,
and prospects for various stakeholders. In terms of, for
example, financial risks, the AMF provides, in position
paper n� 2009-16, detailed guidance (Autorité des
Marchés Financiers, 2009) on advanced and extended
corporate disclosures concerning the management of
foreign currency risks that go far beyond the applicable
reporting standards of IFRS 7.33 and 7.34. Exhibit 1

illustrates the recommended format by the AMF,
including an exemplary numerical currency position.1

Exhibit 1 shows that the regulating authority advises
companies to state their actual exposure before and after
management by year and currency at the reporting date,
as well as the composition of the risk from assets, liabili-
ties, and forecasted transactions. Following the proposal
of the AMF, companies typically specify their exposed
assets and liabilities (columns [a] and [b] in Exhibit 1,
mostly in the form of FX-receivables and FX-payables),
combined with estimated forecasted positions (column
[c]). Overall, these figures result in a firm-, year-, and
currency-specific exposure before hedging (column [d]).
In addition, companies provide information on the
corresponding hedged amounts (column [e]), as well as
the resulting net exposure after hedging (column [f]). The
entire information is usually provided for each year and
currency on the balance sheet date.

The numerical example demonstrates the unique data
granularity once more: For example, a company reports
120 units of FX-assets and 30 units of FX-liabilities in a par-
ticular currency. These are completed with forecasted FX-
sales of 20 units and forecasted FX-purchases of 10 units,
which lead to an exposure before hedging of 100 (120 – 30
+ 20 –10 = 100) units. Exemplarily, the companies hedges
50 units of this exposure and hence reports an exposure
after hedging of 50 units. Exhibit 2 shows an example of a
published FX risk management report from France.

The disclosure of the exposure before and after hedg-
ing per currency gives the reader a profound overview of
the origin and extent of the risks to which a company is
exposed at the balance sheet date. It also illustrates which
specific hedging measures have been taken, that is, to
what extent the risk has been reduced or increased with
derivative instruments.

For comparison reasons, Exhibit 3 shows an exem-
plary FX risk management reporting of a German DAX

EXHIBIT 1 Guidelines Autorité des Marchés Financiers.

Year
Assets
[a]

Liabilities
[b]

Forecasted
exposure [c]

Exposure before hedging
[d] = [a] − [b] + [c]

Hedging
instruments
[e]

Exposure after
hedging[f] = [d] + [e]

Currency
1

120 30 10 100 −50 50

Currency
2

Currency
n

Total

Source: Autorité des Marchés Financiers (2009), Position - recommandation AMF n � 2009-16: Guide d'élaboration des
documents de référence.
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structure of the market. Firms with little available infor-
mation may experience higher costs of capital. The
impact of information in influencing the costs of capital
are indicated by several studies (Botosan, 1997;
Christensen, de la Rosa, & Feltham, 2010; Easley &
O'hara, 2004; Feltham, Robb, & Zhang, 2007; Huang
& Kang, 2018; Hughes, Liu, & Liu, 2007; Lambert,
Leuz, & Verrecchia, 2012; Perera & Nimal, 2017). For
instance, the rational expectations model explains the
relationship between private information and the costs of
capital. Besides, Ahn, Horenstein, and Wang (2018)
explain the effects of asymmetric information on the
asset equilibrium price.

Some researchers have shown the role of private
information in dictating the prices of assets. Bai, Bali,
and Wen (2019) for instance build on the classic analysis
of rational expectation to elucidate the role of asymmetric
information on asset value. They find that the presence
of agents in transactions affects the risk–return tradeoffs
thus affecting the portfolios held by the informed and
uninformed investors. Besides, Dow and Gorton (1995)
explains that informed investors may profit from their
information while the uninformed investors' loss due to
lack of information. The main set back of this setback is
that it does not consider the costs of capital in its
assumption.

Another set of literature considers the role of incom-
plete information and symmetric information. Particu-
larly, Amihud (2018) investigates the effects of capital
market equilibriums in situations where the agents lack
some information about certain assets in the market. In
this model, agents who have information on the existence
of certain assets may decide on the distribution of
returns. However, the information is incomplete because
not all agents have knowledge of such information. The
analysis by Amihud shows that the value of an organiza-
tion's assets may be lower due to the existence of incom-
plete information. However, in normal circumstances,
some investors may have more knowledge about returns
than others. Besides, all the investors know about the
existence of every asset in the market through the infor-
mation that may be asymmetric.

Lastly, information disclosure by a firm may affect
the costs of capital because disclosure of private informa-
tion turns it into public information (Deno, Loy, &
Homburg, 2019). The presence of public information
means that each investor has access to information
regarding investments. Since the process of producing
information is costly, individuals ought to spend consid-
erable resources to collect information. Public informa-
tion increases the value of assets and capital since the
information lowers the risks of uninformed investors to
hold assets (Gârleanu & Pedersen, 2018). Diamond and

Verrecchia (1991) state that disclosure of information can
either improve or worsen liquidity depending on the
decisions by holders of information. The accessibility of
public information affects the riskiness or profitability of
an investment. Other researchers such as Kandelousi,
Alifiah, and Karimiyan (2016) incorporate other impor-
tant elements of information sharing such as insiders and
strategic disclosure issues.

2.2 | Cost of capital

The cost of capital is the amount expected by investors
after they have offered the capital required by a business.
Mostly, the sources of capital in a firm comprises of
investors who purchase stocks and the bondholders who
offer loans to an organization (Hertig, 2019). Conse-
quently, companies are expected to make returns that
ensure that both investors and the debt holders get
expected returns on investments. The cost of capital may
entail the mechanical calculations by financial people,
which is then used by management to come up with a
hurdle or discount rate. Businesses have to exceed the
hurdle rate in justifying investments (Anderson, Byers, &
Groth, 2000).

Mostly, the costs of capital may be slightly under the
required rate of return (McNulty, Yeh, Schulze, &
Lubatkin, 2002). The costs of capital in a firm are used to
determine the soundness of an investment. Besides,
investors use the costs of capital to assess the riskiness of
an investment. Companies only choose to commit their
finances in projects whose return exceeds the costs of
capital. As such, managers should always look for invest-
ments that exceed the costs of capital in an individual
organization (Easley, O'Hara, & Yang, 2016). Conversely,
investors look at the beta or volatility of investments to
determine whether an investment is worthwhile. The
costs of capital determine the corporate strategies and the
ability of an organization to compete in the future. Busi-
nesses may use the costs of capital to make capital
budgeting decisions to offer a strategic advantage to a
firm in the short run.

Though investment opportunities' in organizations
differ, the techniques of evaluating the financial returns
are similar. However, the value of investments made an
organization depend on the profitability of the invest-
ment portfolio undertaken by a firm. The expectations
about an investment determine whether a company will
make positive or negative returns. The costs of capital
influence the hurdle rate and the capital structure in a
firm. Also, the costs of capital may determine the opera-
tions of a firm that in turn determine the profitability
(Scott & Pascoe, 1984). According to Kandelousi
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company, one of the most important risks for German
companies. The data granularity provided by U.S. compa-
nies is similar, as Exhibit A1 illustrates. We can see that
the reporting covers the fair value of all currency forward
transactions (as an evaluation parameter for the balance
sheet), their total nominal volume (long and short com-
bined), and their residual maturity. Furthermore, a sensi-
tivity analysis indicates potential effects of exchange rate
fluctuations on the income statement.

The significantly higher information content and level
of detail of the French reports is far from being reached.
Instead of the quantitative indication of the risk before and

after hedging per currency, the company merely states that
forward transactions with a total nominal volume of 1,860
million Euros have been concluded, but this is a composite
total of purchase and sales contracts, i.e., opposing long and
short positions. The underlying risk managed with these
forward transactions is not communicated, that is, the com-
pany does not disclose the actual extent of the currency
risks to which it is exposed at the end of the reporting
period, nor are the currencies concerned. An evaluation of
the hedging measures taken is not possible based on these
data, but it does comply with the specifications of IFRS 7.33
and 7.34.2

EXHIBIT 3 Exemplary risk management report of a German DAX company for the currency risk. Source:
Beiersdorf AG, Annual Report 2018.

EXHIBIT 2 Exemplary presentation of a published FX risk management report of a French company.
Source: Kering SA, Registration Document 2018.
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O'hara, 2004; Feltham, Robb, & Zhang, 2007; Huang
& Kang, 2018; Hughes, Liu, & Liu, 2007; Lambert,
Leuz, & Verrecchia, 2012; Perera & Nimal, 2017). For
instance, the rational expectations model explains the
relationship between private information and the costs of
capital. Besides, Ahn, Horenstein, and Wang (2018)
explain the effects of asymmetric information on the
asset equilibrium price.

Some researchers have shown the role of private
information in dictating the prices of assets. Bai, Bali,
and Wen (2019) for instance build on the classic analysis
of rational expectation to elucidate the role of asymmetric
information on asset value. They find that the presence
of agents in transactions affects the risk–return tradeoffs
thus affecting the portfolios held by the informed and
uninformed investors. Besides, Dow and Gorton (1995)
explains that informed investors may profit from their
information while the uninformed investors' loss due to
lack of information. The main set back of this setback is
that it does not consider the costs of capital in its
assumption.

Another set of literature considers the role of incom-
plete information and symmetric information. Particu-
larly, Amihud (2018) investigates the effects of capital
market equilibriums in situations where the agents lack
some information about certain assets in the market. In
this model, agents who have information on the existence
of certain assets may decide on the distribution of
returns. However, the information is incomplete because
not all agents have knowledge of such information. The
analysis by Amihud shows that the value of an organiza-
tion's assets may be lower due to the existence of incom-
plete information. However, in normal circumstances,
some investors may have more knowledge about returns
than others. Besides, all the investors know about the
existence of every asset in the market through the infor-
mation that may be asymmetric.

Lastly, information disclosure by a firm may affect
the costs of capital because disclosure of private informa-
tion turns it into public information (Deno, Loy, &
Homburg, 2019). The presence of public information
means that each investor has access to information
regarding investments. Since the process of producing
information is costly, individuals ought to spend consid-
erable resources to collect information. Public informa-
tion increases the value of assets and capital since the
information lowers the risks of uninformed investors to
hold assets (Gârleanu & Pedersen, 2018). Diamond and

Verrecchia (1991) state that disclosure of information can
either improve or worsen liquidity depending on the
decisions by holders of information. The accessibility of
public information affects the riskiness or profitability of
an investment. Other researchers such as Kandelousi,
Alifiah, and Karimiyan (2016) incorporate other impor-
tant elements of information sharing such as insiders and
strategic disclosure issues.

2.2 | Cost of capital

The cost of capital is the amount expected by investors
after they have offered the capital required by a business.
Mostly, the sources of capital in a firm comprises of
investors who purchase stocks and the bondholders who
offer loans to an organization (Hertig, 2019). Conse-
quently, companies are expected to make returns that
ensure that both investors and the debt holders get
expected returns on investments. The cost of capital may
entail the mechanical calculations by financial people,
which is then used by management to come up with a
hurdle or discount rate. Businesses have to exceed the
hurdle rate in justifying investments (Anderson, Byers, &
Groth, 2000).

Mostly, the costs of capital may be slightly under the
required rate of return (McNulty, Yeh, Schulze, &
Lubatkin, 2002). The costs of capital in a firm are used to
determine the soundness of an investment. Besides,
investors use the costs of capital to assess the riskiness of
an investment. Companies only choose to commit their
finances in projects whose return exceeds the costs of
capital. As such, managers should always look for invest-
ments that exceed the costs of capital in an individual
organization (Easley, O'Hara, & Yang, 2016). Conversely,
investors look at the beta or volatility of investments to
determine whether an investment is worthwhile. The
costs of capital determine the corporate strategies and the
ability of an organization to compete in the future. Busi-
nesses may use the costs of capital to make capital
budgeting decisions to offer a strategic advantage to a
firm in the short run.

Though investment opportunities' in organizations
differ, the techniques of evaluating the financial returns
are similar. However, the value of investments made an
organization depend on the profitability of the invest-
ment portfolio undertaken by a firm. The expectations
about an investment determine whether a company will
make positive or negative returns. The costs of capital
influence the hurdle rate and the capital structure in a
firm. Also, the costs of capital may determine the opera-
tions of a firm that in turn determine the profitability
(Scott & Pascoe, 1984). According to Kandelousi
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With regard to the intended increase in the usefulness
of financial disclosures under the initiative of the IASB
Chairman, the comparison clearly shows the enhanced
decision usefulness for the addressees of annual reports.
In addition, several studies indicate further benefits for
various stakeholders.3 As the extant literature shows,
derivative financial instruments are used for both risk-
decreasing (hedging) and risk-increasing (speculative)
purposes. While the French risk management reporting
enables the reader to examine whether derivative finan-
cial instruments have been used for hedging or specula-
tive motives, the German or U.S. reports leave the
reader in the dark in this respect.4 Furthermore, specu-
lative intentions to generate additional profits has often
led to endangering corporate losses in the millions and
billions (Poitras, 2002). The increased transparency
stemming from the French reporting could also raise
the inhibition threshold for speculation and could thus
prevent imperiling corporate losses from derivative
transactions. Overall, such a proactive financial commu-
nication, which goes beyond the statutory requirements,
creates trust and credibility among shareholders and
various stakeholders.

In order to substantiate our results with professional
judgment, we interviewed four treasury executives of
major German companies, including two DAX 30 compa-
nies. Further to the above, the treasury executives indi-
cated that such an enhanced data granularity could also
benefit financial analysts, shareholders, or potential
investors through more meaningful analyses. In addition,
the interviewed practitioners stated that such an informa-
tion base would enable companies to carry out unprece-
dented competitor analyses and thereby benchmark and
improve their own risk management.

3 | CONCLUSION

Effective decision-making not only requires an appropriate
amount of information but also an adequate level of rele-
vant data. The example of the unique regulatory environ-
ment of France with its alternative reporting model shows
that the supervisor of the French financial markets is com-
mitted to providing more relevant information to the vari-
ous addressees of corporate reporting. Along with the
demonstration that the approach from France increases the
decision usefulness for the addressees, we also illustrate that
the new reporting entails numerous benefits for several
stakeholders. In summary, we demonstrate that the various
financial supervisory authorities and standard setters of
financial reporting could gain useful insights to tackle the
issues of information overload and disclosure problem from
the French reporting model.

ENDNOTES
1The original document is in French language and not available in
English.
2With respect to risk management reporting, IFRS 7.33 and 7.34
require accounting entities to provide a qualitative and quantitative
description of the nature and extent of financial risks arising from
financial instruments. For the qualitative description (7.33), this
includes both the extent and the origin of the risk exposures, as well
as the “management's objectives, policies, and processes for manag-
ing those risks.” In quantitative terms (7.34), “summary quantita-
tive data about exposure to each risk at the reporting date” must be
disclosed.
3For example, Hecht, 2019 (https://www.emerald.com/insight/
publication/issn/1526-5943/vol/20/iss/5) or Hecht & Lampenius,
2018 (https://ssrn.com/abstract=2987901).
4While the literature is in agreement that investors are unable
to identify speculation by analyzing publicly available data
(Géczy, Minton, & Schrand, 2007), the new data granularity
provided by French companies allows, henceforth, speculative
activities to be identified based on public corporate disclo-
sures (Hecht, 2018, https://papers.ssrn.com/sol3/papers.cfm?
abstract_id=3001668).
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structure of the market. Firms with little available infor-
mation may experience higher costs of capital. The
impact of information in influencing the costs of capital
are indicated by several studies (Botosan, 1997;
Christensen, de la Rosa, & Feltham, 2010; Easley &
O'hara, 2004; Feltham, Robb, & Zhang, 2007; Huang
& Kang, 2018; Hughes, Liu, & Liu, 2007; Lambert,
Leuz, & Verrecchia, 2012; Perera & Nimal, 2017). For
instance, the rational expectations model explains the
relationship between private information and the costs of
capital. Besides, Ahn, Horenstein, and Wang (2018)
explain the effects of asymmetric information on the
asset equilibrium price.

Some researchers have shown the role of private
information in dictating the prices of assets. Bai, Bali,
and Wen (2019) for instance build on the classic analysis
of rational expectation to elucidate the role of asymmetric
information on asset value. They find that the presence
of agents in transactions affects the risk–return tradeoffs
thus affecting the portfolios held by the informed and
uninformed investors. Besides, Dow and Gorton (1995)
explains that informed investors may profit from their
information while the uninformed investors' loss due to
lack of information. The main set back of this setback is
that it does not consider the costs of capital in its
assumption.

Another set of literature considers the role of incom-
plete information and symmetric information. Particu-
larly, Amihud (2018) investigates the effects of capital
market equilibriums in situations where the agents lack
some information about certain assets in the market. In
this model, agents who have information on the existence
of certain assets may decide on the distribution of
returns. However, the information is incomplete because
not all agents have knowledge of such information. The
analysis by Amihud shows that the value of an organiza-
tion's assets may be lower due to the existence of incom-
plete information. However, in normal circumstances,
some investors may have more knowledge about returns
than others. Besides, all the investors know about the
existence of every asset in the market through the infor-
mation that may be asymmetric.

Lastly, information disclosure by a firm may affect
the costs of capital because disclosure of private informa-
tion turns it into public information (Deno, Loy, &
Homburg, 2019). The presence of public information
means that each investor has access to information
regarding investments. Since the process of producing
information is costly, individuals ought to spend consid-
erable resources to collect information. Public informa-
tion increases the value of assets and capital since the
information lowers the risks of uninformed investors to
hold assets (Gârleanu & Pedersen, 2018). Diamond and

Verrecchia (1991) state that disclosure of information can
either improve or worsen liquidity depending on the
decisions by holders of information. The accessibility of
public information affects the riskiness or profitability of
an investment. Other researchers such as Kandelousi,
Alifiah, and Karimiyan (2016) incorporate other impor-
tant elements of information sharing such as insiders and
strategic disclosure issues.

2.2 | Cost of capital

The cost of capital is the amount expected by investors
after they have offered the capital required by a business.
Mostly, the sources of capital in a firm comprises of
investors who purchase stocks and the bondholders who
offer loans to an organization (Hertig, 2019). Conse-
quently, companies are expected to make returns that
ensure that both investors and the debt holders get
expected returns on investments. The cost of capital may
entail the mechanical calculations by financial people,
which is then used by management to come up with a
hurdle or discount rate. Businesses have to exceed the
hurdle rate in justifying investments (Anderson, Byers, &
Groth, 2000).

Mostly, the costs of capital may be slightly under the
required rate of return (McNulty, Yeh, Schulze, &
Lubatkin, 2002). The costs of capital in a firm are used to
determine the soundness of an investment. Besides,
investors use the costs of capital to assess the riskiness of
an investment. Companies only choose to commit their
finances in projects whose return exceeds the costs of
capital. As such, managers should always look for invest-
ments that exceed the costs of capital in an individual
organization (Easley, O'Hara, & Yang, 2016). Conversely,
investors look at the beta or volatility of investments to
determine whether an investment is worthwhile. The
costs of capital determine the corporate strategies and the
ability of an organization to compete in the future. Busi-
nesses may use the costs of capital to make capital
budgeting decisions to offer a strategic advantage to a
firm in the short run.

Though investment opportunities' in organizations
differ, the techniques of evaluating the financial returns
are similar. However, the value of investments made an
organization depend on the profitability of the invest-
ment portfolio undertaken by a firm. The expectations
about an investment determine whether a company will
make positive or negative returns. The costs of capital
influence the hurdle rate and the capital structure in a
firm. Also, the costs of capital may determine the opera-
tions of a firm that in turn determine the profitability
(Scott & Pascoe, 1984). According to Kandelousi

TÜREGÜN 3

structure of the market. Firms with little available infor-
mation may experience higher costs of capital. The
impact of information in influencing the costs of capital
are indicated by several studies (Botosan, 1997;
Christensen, de la Rosa, & Feltham, 2010; Easley &
O'hara, 2004; Feltham, Robb, & Zhang, 2007; Huang
& Kang, 2018; Hughes, Liu, & Liu, 2007; Lambert,
Leuz, & Verrecchia, 2012; Perera & Nimal, 2017). For
instance, the rational expectations model explains the
relationship between private information and the costs of
capital. Besides, Ahn, Horenstein, and Wang (2018)
explain the effects of asymmetric information on the
asset equilibrium price.

Some researchers have shown the role of private
information in dictating the prices of assets. Bai, Bali,
and Wen (2019) for instance build on the classic analysis
of rational expectation to elucidate the role of asymmetric
information on asset value. They find that the presence
of agents in transactions affects the risk–return tradeoffs
thus affecting the portfolios held by the informed and
uninformed investors. Besides, Dow and Gorton (1995)
explains that informed investors may profit from their
information while the uninformed investors' loss due to
lack of information. The main set back of this setback is
that it does not consider the costs of capital in its
assumption.

Another set of literature considers the role of incom-
plete information and symmetric information. Particu-
larly, Amihud (2018) investigates the effects of capital
market equilibriums in situations where the agents lack
some information about certain assets in the market. In
this model, agents who have information on the existence
of certain assets may decide on the distribution of
returns. However, the information is incomplete because
not all agents have knowledge of such information. The
analysis by Amihud shows that the value of an organiza-
tion's assets may be lower due to the existence of incom-
plete information. However, in normal circumstances,
some investors may have more knowledge about returns
than others. Besides, all the investors know about the
existence of every asset in the market through the infor-
mation that may be asymmetric.

Lastly, information disclosure by a firm may affect
the costs of capital because disclosure of private informa-
tion turns it into public information (Deno, Loy, &
Homburg, 2019). The presence of public information
means that each investor has access to information
regarding investments. Since the process of producing
information is costly, individuals ought to spend consid-
erable resources to collect information. Public informa-
tion increases the value of assets and capital since the
information lowers the risks of uninformed investors to
hold assets (Gârleanu & Pedersen, 2018). Diamond and

Verrecchia (1991) state that disclosure of information can
either improve or worsen liquidity depending on the
decisions by holders of information. The accessibility of
public information affects the riskiness or profitability of
an investment. Other researchers such as Kandelousi,
Alifiah, and Karimiyan (2016) incorporate other impor-
tant elements of information sharing such as insiders and
strategic disclosure issues.

2.2 | Cost of capital

The cost of capital is the amount expected by investors
after they have offered the capital required by a business.
Mostly, the sources of capital in a firm comprises of
investors who purchase stocks and the bondholders who
offer loans to an organization (Hertig, 2019). Conse-
quently, companies are expected to make returns that
ensure that both investors and the debt holders get
expected returns on investments. The cost of capital may
entail the mechanical calculations by financial people,
which is then used by management to come up with a
hurdle or discount rate. Businesses have to exceed the
hurdle rate in justifying investments (Anderson, Byers, &
Groth, 2000).

Mostly, the costs of capital may be slightly under the
required rate of return (McNulty, Yeh, Schulze, &
Lubatkin, 2002). The costs of capital in a firm are used to
determine the soundness of an investment. Besides,
investors use the costs of capital to assess the riskiness of
an investment. Companies only choose to commit their
finances in projects whose return exceeds the costs of
capital. As such, managers should always look for invest-
ments that exceed the costs of capital in an individual
organization (Easley, O'Hara, & Yang, 2016). Conversely,
investors look at the beta or volatility of investments to
determine whether an investment is worthwhile. The
costs of capital determine the corporate strategies and the
ability of an organization to compete in the future. Busi-
nesses may use the costs of capital to make capital
budgeting decisions to offer a strategic advantage to a
firm in the short run.

Though investment opportunities' in organizations
differ, the techniques of evaluating the financial returns
are similar. However, the value of investments made an
organization depend on the profitability of the invest-
ment portfolio undertaken by a firm. The expectations
about an investment determine whether a company will
make positive or negative returns. The costs of capital
influence the hurdle rate and the capital structure in a
firm. Also, the costs of capital may determine the opera-
tions of a firm that in turn determine the profitability
(Scott & Pascoe, 1984). According to Kandelousi

TÜREGÜN 3

Lynch, S. N. (2013). SEC chief concerned about information overload
for investors. Available from https://www.reuters.com/article/
us-sec-white-publicreporting-idUSBRE99E0DK20131015.

O'Reilly, C. A. (1980). Individuals and information overload in orga-
nizations: is more necessarily better?. Academy of management
journal, 23(4), 684–696.

Paredes, T. A. (2003). Blinded by the light: Information overload
and its consequences for securities regulation. Washington Uni-
versity Law Quarterly, 81(2), 417–485.

Poitras, G. (2002). Risk management, speculation, and derivative
securities. San Diego, USA: Academic Press.

Schick, A. G., Gordon, L. A., & Haka, S. (1990). Information over-
load: A temporal approach. Accounting, Organizations and Soci-
ety, 15(3), 199–220.

Zülch, H., & Weuster, C. (2017). Das Disclosure Problem – Ein mis-
sverstandenes Phänomen. Kapitalmarktorientierte Rec-
hnungslegung, 17(7-8), 350–351.

AUTHOR BIOGRAPHIES

Dr. Andreas Hecht He was research associate from
2016 to 2019 at the University of Hohenheim (Chair of
Accounting and Finance (Prof. Dr. Dirk Hachmeister).
His dissertation was on corporate currency and inter-
est rate risk management. He now works in Corporate

Finance | Treasury at MAHLE International GmbH.
Publications: https://papers.ssrn.com/sol3/cf_dev/
AbsByAuth.cfm?per_id=2631133.

Prof. Dr. Dirk Hachmeister Since April 2003, he
holds the chair of Accounting and Finance at the Uni-
versity of Hohenheim. His research focuses on corpo-
rate valuation and financial statement presentation.
Dr. Hachmeister is co-editor of the IRZ (Journal of
International Accounting). His publications can be
found at: https://accounting.unihohenheim.de/
fileadmin/einrichtungen/accounting/Downloads/
Bilder/Publikationen/Schriftenverzeichnis_Dez_
2019.pdf.

How to cite this article: Hecht A,
Hachmeister D. Advanced financial reporting—
The French approach to the disclosure problem.
J Corp Acct Fin. 2021;32:139–144. https://doi.org/
10.1002/jcaf.22455

HECHT AND HACHMEISTER 5



HECHT and HACHMEISTER144

structure of the market. Firms with little available infor-
mation may experience higher costs of capital. The
impact of information in influencing the costs of capital
are indicated by several studies (Botosan, 1997;
Christensen, de la Rosa, & Feltham, 2010; Easley &
O'hara, 2004; Feltham, Robb, & Zhang, 2007; Huang
& Kang, 2018; Hughes, Liu, & Liu, 2007; Lambert,
Leuz, & Verrecchia, 2012; Perera & Nimal, 2017). For
instance, the rational expectations model explains the
relationship between private information and the costs of
capital. Besides, Ahn, Horenstein, and Wang (2018)
explain the effects of asymmetric information on the
asset equilibrium price.

Some researchers have shown the role of private
information in dictating the prices of assets. Bai, Bali,
and Wen (2019) for instance build on the classic analysis
of rational expectation to elucidate the role of asymmetric
information on asset value. They find that the presence
of agents in transactions affects the risk–return tradeoffs
thus affecting the portfolios held by the informed and
uninformed investors. Besides, Dow and Gorton (1995)
explains that informed investors may profit from their
information while the uninformed investors' loss due to
lack of information. The main set back of this setback is
that it does not consider the costs of capital in its
assumption.

Another set of literature considers the role of incom-
plete information and symmetric information. Particu-
larly, Amihud (2018) investigates the effects of capital
market equilibriums in situations where the agents lack
some information about certain assets in the market. In
this model, agents who have information on the existence
of certain assets may decide on the distribution of
returns. However, the information is incomplete because
not all agents have knowledge of such information. The
analysis by Amihud shows that the value of an organiza-
tion's assets may be lower due to the existence of incom-
plete information. However, in normal circumstances,
some investors may have more knowledge about returns
than others. Besides, all the investors know about the
existence of every asset in the market through the infor-
mation that may be asymmetric.

Lastly, information disclosure by a firm may affect
the costs of capital because disclosure of private informa-
tion turns it into public information (Deno, Loy, &
Homburg, 2019). The presence of public information
means that each investor has access to information
regarding investments. Since the process of producing
information is costly, individuals ought to spend consid-
erable resources to collect information. Public informa-
tion increases the value of assets and capital since the
information lowers the risks of uninformed investors to
hold assets (Gârleanu & Pedersen, 2018). Diamond and

Verrecchia (1991) state that disclosure of information can
either improve or worsen liquidity depending on the
decisions by holders of information. The accessibility of
public information affects the riskiness or profitability of
an investment. Other researchers such as Kandelousi,
Alifiah, and Karimiyan (2016) incorporate other impor-
tant elements of information sharing such as insiders and
strategic disclosure issues.

2.2 | Cost of capital

The cost of capital is the amount expected by investors
after they have offered the capital required by a business.
Mostly, the sources of capital in a firm comprises of
investors who purchase stocks and the bondholders who
offer loans to an organization (Hertig, 2019). Conse-
quently, companies are expected to make returns that
ensure that both investors and the debt holders get
expected returns on investments. The cost of capital may
entail the mechanical calculations by financial people,
which is then used by management to come up with a
hurdle or discount rate. Businesses have to exceed the
hurdle rate in justifying investments (Anderson, Byers, &
Groth, 2000).

Mostly, the costs of capital may be slightly under the
required rate of return (McNulty, Yeh, Schulze, &
Lubatkin, 2002). The costs of capital in a firm are used to
determine the soundness of an investment. Besides,
investors use the costs of capital to assess the riskiness of
an investment. Companies only choose to commit their
finances in projects whose return exceeds the costs of
capital. As such, managers should always look for invest-
ments that exceed the costs of capital in an individual
organization (Easley, O'Hara, & Yang, 2016). Conversely,
investors look at the beta or volatility of investments to
determine whether an investment is worthwhile. The
costs of capital determine the corporate strategies and the
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budgeting decisions to offer a strategic advantage to a
firm in the short run.
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differ, the techniques of evaluating the financial returns
are similar. However, the value of investments made an
organization depend on the profitability of the invest-
ment portfolio undertaken by a firm. The expectations
about an investment determine whether a company will
make positive or negative returns. The costs of capital
influence the hurdle rate and the capital structure in a
firm. Also, the costs of capital may determine the opera-
tions of a firm that in turn determine the profitability
(Scott & Pascoe, 1984). According to Kandelousi
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APPENDIX A.

EXHIBIT A1 Exemplary risk management report of a S&P 500 company for the currency risk. Source:
Walmart Inc., Annual Report 2018.
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