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Accounting quality, information risk and implied

volatility around earnings announcements
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3. Conclusions

Uncertainty about the future economic performance of firms is expected to influence their stock return
volatility (Pastor and Veronesi, 2003; Wer and Zhang, 2003), at the same time when the quality of
earnings has been considered as a proxy for information nsk, or the hkehhood for firme-specific
information important for mvestor decisions to be of poor quality (Francis et al., 2005). In this study,
we examing the association between financial reporting quality, measured by assessing the quality of
accounting accruals, and levels and changes in implied volatility around quarterly earnings
announcements in option markets. We make vuse of accounting accruals as a proxy for firm information
risk, in accordance with past research (Francis et al., 2005; Ecker et al., 20006), given that because the
quality of aceruals is expected to inform investors about the mapping of accounting earmings into cash
flows, with poor accruals quality to be expected to weaken this mapping and, consequently, increase
imformation nisk (Franeis et al., 2005). We also base our analysis on Rajgopal and Venkatachalam
(2011}, by distingmshing between sources of uncertainty about the future profitability of firms, or
uncertainty about future cash flows from an operating point of view, vs. information about future cash
flows stemming from the quality of accounting information.
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