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Abstract

The present article discusses the role of
voluntary disclosure practices in transparency in
financial reporting. The term transparency here
means the extent to which theinvestors can access
the financial information includes the share
valuation, credit worthiness and ultimately the
financial position of the company. Disclosureisa
detailed statement about the transactions. The
present work identifies features and benefits of
voluntary disclosure practices, the role played by
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Introduction

Theincreasing emphasison voluntary disclosure and increased transparency ismostly dueto thefact
that these two concepts serve as the cornerstones for safeguarding shareholders’ rights. Complete disclosure
procedures and opennessin financia reporting can foster an atmosphere of trust and increasetheinvestment
community’s confidence. Voluntary disclosure promotes business success and safeguards shareholder interests.
On the other hand, opaque disclosure policies may lead to unethical and suspect activity that lowers a firm’s
vauation.

Full disclosureand opennessinfinancial reporting are strategiesthat can foster asecure environment,
ensuretheprotection of al stakeholders, particularly investors, and boost profits. Thelack of clarity and
ambiguity in reporting the suspicion of immora behaviour may |ead to reductionin theva ueof the company.
If afirm becomeavoluntary disclosure practitioner, it automaticaly buildsthe reputationintheindustry. The
information risk can bereduced by enlightening the practices of voluntary disclosure.
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Review of Literature

1. (Elfeky, 2017) thispaper criticisesthetraditional practicesof firmsduring financia presentation and
interpretetion. Better interpretationshel p the sharehol dersto confidence. Millionsof documentsreveded
the offshoretax practices of vast corporationsand wealthy individuals. It a so specifiesthe Canadian
revenue agency.

2. (Saberietal., 2019) this paper describesthe theoriesand determinants of voluntary disclosures. The
determinants here mentioned werethefactorswhich congtitute the concept. Theoriesawaysboost up
the concept a so. Both thesefactorswill path anew way to the emerging system.

3. (AbuAliaetd., 2022) thewriter here completely anaysed the meritsand demerits of the concept of
voluntary disclosure and a so discussin what extend the reporting standards hel psin better practices.
For the evidencethewriter provides some exampleswith quoted notes.

4. (Saha& Kabra, 2022) thearticletitled corporate governance and vol untary disclosurean evident from
Indig, isadetaled study on disclosure practicesin thebasisof corporategovernance. Theterm corporate
governanceisof course avoluntary concept, and nowadaysit become mandatory concept in some
extend. The new companiesact statesthat all the listed compani es should set apart aportion of two
percentages of their net earningsfor corporate social responsibility. Theseall are covered under this

paper.
5. (Ronoowah & Seetanah, 2022) thispaper showsdisclosure mandatory themes.

6. (Mekaoui etd., 2022) writer exhibitsal the standard setting formalitiesatrein themanner of investing
publiccriteria

Objectives of the Study
1. Tostudy theconcept of voluntary disclosure practices.
2. Todiscusstheroleof voluntary disclosure practicesand transparency infinancia reporting

M ethodology

The study entitled “The Role of Voluntary Disclosure Practices in The Transparency of Financial
Reporting.” is descriptive in nature. Secondary data is used for the study. Data regarding the human resource
accounting and reporting standards are collected from vari ous published and unpublished sources

Data Collection
TheVoluntary Disclosure

Thereisabig gap or difference among giver and receiver. Herethe giver indicates corporate and the
receiver isinvesting public. They should think that they get everything they want, but the caseisthe corporate
only explorethe eventswhich arefavoring them. Therece ver or investing people makestheinformation more
wisely to get better investment decisions. Here aretheimportant liesthat the full disclosure, it provides
vauableingghtsintointerna structure. Thisprovidesforecasting of management for better planning.

Voluntary disclosure providesvauableinsght intointerna structureand management policiesof afirm.
Firmsprovidevoluntary disclosure such asrel ease of earningsforecast by management, investor and analyst
meetings, conference calls, pressrel eases, investor presentations, investor rel ation disclosure on company
websites, and required statutory filings.

Role of Transparency in Financial Reporting

Transparency is the prompt and appropriate disclosure of acompany’s operating and financial results
aswell asits corporate governance practicesrelating to its ownership, board, management structure, and
procedures. As acrucia component of corporate governance, transparency plays a significant rolein
determining how appealing a company is to investors. The level of transparency is a function of management’s
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readiness and capacity to addressany informationa gapswith market participants. Capital marketswill only
surviveinthelong runif an environment of openinformationiscregted.

Honesty in Financial Reporting is essential in today’s information economy. Companies who don’t meet
the transparency criterion run the risk of having their management’s credibility severely damaged. In the worst
situation, businesses may experience adeclinein shareholder confidence, which might harm their market
capitaization, credit standing, and liquidity. Ontheother hand, increased voluntary disclosure has benefitsfor
cregting atrangparent system. Transparent financia reporting and voluntary information disclosureaid businesses
in creating long-lasting competitive advantages.

Characteristics of Voluntary Disclosure

By bal ancing knowledge not only between investors and corporate management but al so between
variousinvestor groups, voluntary disclosurelessensinformation asymmetry. Depending on how useful this
informationis, voluntary sharing may or may not reduceinformeation asymmetry. However, voluntary disclosure
only lessensinformation asymmetry whenitisbeneficid.

>  Reevance, reiability, comparability, timeliness, and understandability arethefive primary quditiesthat
are seen as desired for the fulfillment of the information’s usefulness.

> Voluntary information must be pertinent to investorsin order to be useful. When information influences
investors’ choices by assisting in their assessment of the history, present, and future of a company and
theenvironmentinwhichit operates, suchinformationisreevant. It must betrustworthy in order to be
effective.

It must be correct for it to be dependabl e.

Information must a so have the comparability featurein order to bevauable. It must permit both intra-
firm and inter-firm comparison in order to be considered comparable. To get information to end
consumersasquickly asfeasible, it must includethetimelinessfeature.

> Intoday’s information economy, where company is undergoing rapid change, timely information is
crucia for closing theinformation gap. To be useful, information must be presented inanintelligible
manner. In other words, smply giving dataisinsufficient; additionaly, explanations or mathematical
techniquesarerequired.

Significance of Voluntary Disclosure and Transparency

Thedisclosure made voluntarily goes above and beyond what isrequired for regulatory filing. Although
itisnot legaly mandated, voluntary disclosureisthe processof sharing informationwith thefinancial markets
fromthereporting firm. Firmsvoluntarily divulgeinformation that isnot needed by theenforcement authorities
inan effort to influencethe opinionsof other stakehol dersand market participantsin order to gain better terms
of exchangewith them. Information asymmetry and low transparency arerelated.

Y VvV

Low transparency impliesthat theinvesting community isnot given accessto enough information, which
inturn suggeststhat thereisan information gap between thosewho are aware of theinformation and those
who are not. Therefore, there ought to be more “information premium” as a result of this higher informational
asymmetry. The present val ue of anticipated future net cash flows, discounted at the proper risk-adjusted rate
of return, is what is meant by the term “firm value” in an efficient market. Therefore, the purpose of financial
disclosureisto giveinvestorsinformation they may useto eva uate the magnitude, timing, and uncertainty of
future cashflows. An effective alocation of resourcesintheeconomy isfacilitated by the useful information
offered by voluntary disclosures to investors and other users of a firm’s disclosure.

Benefits of Voluntary Disclosure

Firmstoday understand that they havetremendousincentivesto maintain high disclosure standardsin
order to prevent surprises. With more accurateinformation, firmsand investors can coordinate their capital
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investment decisions more effectively. Investors’ prices are more accurately reflected by a higher rate of
discounting of firms’ anticipated cash flows. Capital market efficiency allows for accurate valuation of business
disclosure over time. “Information premium” refers to the intrinsic worth of upcoming disclosures by the
company. The “information premium’ for companies with high-quality voluntary disclosure is anticipated to be
steady in comparisonto riva swith comparabl easset and market conditionsbut with lower-qudity disclosure.
Themost important benefits of compl ete disclosureand better communication are:

Greater analyst support.

Improved accessto capital with alower cost of capital.

Improved rel ationshipswith theinvestment community.

Morelong-terminvestors.

Higher trading volume.

Higher ingtitutiona ownership.

Increased liquidity.

Decreased volatility.

Decreased bid-ask spread.

Higher shareprices.

Amongdl theadvantages, management reputati onisundoubtedly themost Sgnificant. It isunquestionably
necessary for the realization of others. The market will accept management’s decisions if it has credibility,
evenif they short-term dilution of current earnings. Increased voluntary discl osurelessensknowledge gaps
between management and investors, which enhances the stock’s liquidity. The stock should be more appealing

toinstitutional investorsdueto increased liquidity. The advantages of greater disclosureinclude enhanced
liquidity, which encouragesgreater institutiona ownership and andyst support, al of which lower thecost of
capitd.

Today, companiesare assessed based ontheir disclosure practices. By creating an Information Disclosure
Committee, businesses canimprovetheir stakehol der information disclosure procedures. Thiscommittee

chooses the methodol ogy, topic, and amount of disclosurefor significant information. Informationthat is
deemed important to stakehol dersbut isnot subject to mandatory discl osure obligationsis published voluntarily.

VVYVY VY VYVYYVYVY

Major Issuesin Voluntary Disclosure

Companiesvoluntarily provideinformationin an effort to lower information risk, but they dsoaimto
avoid creeting apattern of disclosurethat will bechalengingto upholdinthefuture. Firmsmust comparethe
possibleadvantages of increased di sclosure to the specific cost factorsin order to determinethe best amount
of disclosure. Theexpense of gathering and di sseminating theinformation aswell asthe cost of acompetitive
disadvantage dueto voluntary disclosure must be wei ghed against the consi derabl e advantages of expanded
disclosure.

Ingenerd, preparation and distribution costsare not extremely high, especially for large businesses.
Additionally, the company isresponsiblefor covering these costs, yet many end consumersgainfromiit.
Therefore, itiseconomically sensiblefor the company to takeaction to prevent thevarious private gathering
of thesameinformation. Theavailability of firm-sensitiveand crucia information that could helprivalsisa
significant problemwith voluntary disclosure. Asaresult, the cost of acompetitive disadvantage dueto their
disclosureisincreasingly significant for many organizations.

However, one must keepin mind that every company that experiencesacompetitive disadvantagedue
to disclosure could experience acompetitive benefit due to comparabledisclosureby riva firms. Theideaof
net competitive disadvantage from transparency istherefore created. The Financia Accounting Standards
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Board (FASB) statesthat thetype of information, thelevel of detail, and thetime of disclosurearethethree
variablesthat influencewhether or not knowledge resultsin acompetitive advantage. Companies may come
to the conclusion that enhanced voluntary disclosureisfavoredif the expense of information collectingand
dissemination doesnot outweigh theoverd| va ue.

Conclusion

Traditional financial reporting is becoming more and more disengaged from shareholders’ expectations
and needsfor making wiseinvestment decisions. Markets have started to reward disclosure methodsthat go
beyond thestrict parametersof traditiona financia reporting, aswell asusing reporting practicesasaproxy
for managerial excellence. Uncertainty is brought about by companies’ incomplete information among
stakeholders. Investorsand creditors are exposed to information risk asaresult of thisuncertainty, and asa
result, they expect agreater rate of returnon their capital.

Lower stock pricesoccur from higher cost of capital for the company, whichiscaused by higher rate of
return. Increasinginvestor understanding and trust through voluntary disclosure methods| owersthe uncertainty
surrounding the returns to capital providers, which is again anticipated to lower the firm’s cost of external
capital and raiseitsvalue. Sound disclosure procedures|essen thedanger of increased taxes, lawsuits, and
excessveregulation aswell asthe politica costsof non-compliance.
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