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Accruals quality vis-a-vis disclosure quality: Substitutes

or complements?
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7. Conclusion

This study examines the relationship between two proxies of information risk, accruals quality and disclosure quality,
employs the absolute value of discretionary accruals as a proxy for a firm’s accruals quality, and the number of future-oriented
statements in corporate annual report narrative sections containing earnings-related topics as a proxy for corporate disclosure
quality. We examine whether disclosure quality and accruals quality are complements or substitutes as risk factors in
explaining the time-series variation in portfolio returns.

The results from the portfolio groupings suggest a positive association between accruals quality and voluntary disclosure,
consistent with Lobo and Zhou (2001) and Francis et al. (2008). These findings carry implications for the regulatory bodies’
efforts in encouraging firms to enhance information disclosure, in order to increase the incentives for managers to meet
earnings expectations. Our findings are consistent with the Verrecchia’s (1990) theoretical model, in which an increase in the

quality of information available to managers leads to more disclosure on their part.
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