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Abstract:  In this paper, we have proposed a new method for calculating the disclosure 
index, which consists of calculating the basic score by accounting standard or category 
of information and determining the overall disclosure index, which is the average of the 
elementary scores. Through two French and Canadian samples, we found significant 
differences between the mandatory, voluntary and total disclosure indices calculated 
using the proposed method and the current method.

 Introduction

Disclosure of information is perhaps the cornerstone of corporate financial re-
porting. It is thanks to the published information that the company can main-
tain business relations with its various partners. Financial information is of 
interest to market participants (companies, investors, bankers, auditors, etc.), 
citizens, employees and the state, and it is therefore insufficient to see account-
ing standards regardless of the socio-economic context (Palea, 2015). 
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Disclosure of information has been the subject of much research with the 
primary purpose of finding the determinants of this disclosure. In developed 
countries, research studies have tried to identify the explanatory variables 
of voluntary disclosure, and in developing countries, they have tried to iden-
tify the explanatory variables of mandatory disclosure since in the last type of 
countries the companies adopt an information retention policy and tend not to 
comply with the regulations governing the disclosure of information.

Whether mandatory disclosure or voluntary disclosure, disclosure studies 
calculated the disclosure index as the sum of published items divided by the to-
tal items that could be disclosed without distinction between categories of in-
formation for voluntary disclosure (general information, financial information, 
operational information, etc.) and between items within the accounting stand-
ard for mandatory disclosure and implicitly assumes that all categories of in-
formation for voluntary disclosure and all standards for disclosure mandatory 
disclosure are equally important.

The interest of this research is to propose a new method of calculating the 
index of disclosure. It should be noted that disclosure studies suffer from a ma-
jor limitation by adopting an overall score. They implicitly assume the superi-
ority of certain standards or categories of information over others since the 
number of items in the standards varies considerably from one standard to an-
other.

In our study, we calculate the standard disclosure score by standard implic-
itly assuming that international standards have the same importance and the 
overall disclosure score is none other than the simple arithmetic mean of the 
individual disclosure scores.

In what follows, we will present the literature dealing with the disclosure 
index, the methodology, the results and the conclusion.

Review of literature

“The disclosure literature has shown that a high quality of public disclosure 
reduces the asymmetry of information and therefore increases the liquidity 
of equities” (Alves, Canadas & Rodrigues, 2015, p. 67). For their part, Avallone 
and Quagli (2015) found that the manipulation of the results through the test 
of depreciation carried out on the goodwill should encourage the standardiza-
tion bodies to demand more disclosure on how to determine the recoverable 
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amount in order to minimize the effect of managerial opportunism. In addition, 
“the quality of the disclosed accounting information is affected by the applica-
ble accounting framework, the political and legal systems of the country and 
the attitudes and motivations of the managers in terms of financial communi-
cation” (Păúcan, 2015, p. 586).

Customers want to know if the company is able to secure their supplies on 
a continuous basis so they need to have a clear idea of   their financial health. 
Suppliers need to know if the company is able to meet its financial commit-
ments. They need to have an idea about the solvency and liquidity of the com-
pany with whom they have business relationships. The state needs financial in-
formation to properly develop economic aggregates and to have an idea about 
the creation and distribution of wealth to put in place fiscal, financial and legal 
regulations. Holders of capital seek profitable investments. In order to make 
investment or credit decisions, these investors (investors and lenders) need fi-
nancial information to evaluate, compare and predict the company’s profitabil-
ity, solvency and financial position liquidity.

Thus, the absence of information on the operations carried out implies that 
the managers manage the affairs in their interests. This means a lack of com-
patibility of the owners’ objectives with those of the managers. Managers act 
opportunistically, therefore, in the absence of a protection mechanism, poten-
tial shareholders buy the shares at a reduced price and the lenders, in the pres-
ence of a high risk, demand a high interest.

Companies that do not publish information are penalized by high capital 
costs. The company is in a better position to determine the nature of the in-
formation to be produced and to increase the trust of funders. Imposing regu-
lations may restrict the choice of accounting methods (for example, imposing 
a single depreciation method) and therefore the efficiency sought in negotiat-
ing contracts to reduce agency costs may not be achieved.

The information must be produced to minimize the cost of capital and in-
crease the value of the business. So provide the information until its marginal 
cost equals its additional benefit.

Environments differ from country to country and therefore disclosure and 
reporting standards and practices will necessarily diversify. Measurement and 
disclosure practices are strongly influenced by environmental factors in the 
country. The influence of environmental factors on the quality and content of 
information disclosure has been defended by the theory of environmental de-
terminism.



Hedi Baazaoui12

The level of economic and social development of the country is a determin-
ing factor of the economic and social disclosure made by the firm. The study of 
Xiao, Gao, Heravi and Cheung (2005) showed that British firms disclose more 
economic and social information than Hong Kong firms, “because of the differ-
ent pressures exerted and the increased demands for disclosure likely to ex-
pose the firm to the political costs and threats of legitimacy ”(Xiao et al., 2005, 
p. 219).

Chan, Hsieh, Lee and Yueh (2015) have shown that the adoption of interna-
tional IAS/IFRS standards has improved the comparability of financial state-
ments rather than accounting quality. In addition, it has reduced the asymmetry 
of information for foreign banks, which are encouraged to make cross-border 
loans. However, Barneto and Ouvrard (2015) have shown the limits of IAS/
IFRS standards by noting that the disclosure of segment information contained 
in the notes to the financial statements as provided by IAS14 and IFRS8 does 
not improve understanding business plans prepared on the basis of the indica-
tors for the statement of cash flows provided for in IAS7.

The non-adoption of certain national standards reflects according to Ding, 
Jeanjean and Stolowy (2005) the state of the economy rather than the national 
culture. In fact, the adoption of the international benchmark is decreed by in-
ternational institutions (the World Bank, the International Monetary Fund, the 
International Organization of Securities Commissions, the IFAC, capital mar-
kets, international audit firms Big4 and the IASB) (Uyar & Güngörmüs, 2013) 
rather than by national economic needs.

Similarly, Nnadi and Soobaroyen (2015) found that, despite the fact that 
a number of empirical studies have shown that the adoption of IAS/IFRS stand-
ards promotes foreign direct investment in developing countries, the full adop-
tion of IAS/IFRS has a negative impact on net foreign direct investment in Afri-
can countries. According to these authors, foreign investors seem to be affected 
by fundamental institutional structures such as the rule of law, the legal sys-
tem and the level of corruption rather than by the adoption of IAS/IFRS.

Eiler, Miranda-Lopez and Tama-Sweet (2015) found that the information 
content of published profits has increased in the new information environment 
(adoption of IAS/IFRS and financial market reform).

Perera and Chand (2015) argued that previous studies have revealed sev-
eral functional complications towards convergence with international stand-
ards. In the same vein, “The difficulties of implementing an international 
standard due to the lack of widespread technical expertise in the accounting 
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environment are also a concern” (Perera & Chand, 2015, p. 173). The educa-
tional resource provides a beneficial learning opportunity in the field of inter-
national accounting (Teuteberg, Voll & Zülch, 2016, p. 14). The case study helps 
students gain an idea of how international standards are applied by account-
ants in bankruptcy (Churyk, Yu, Gross & Stoettner, 2015) for example. Chen, 
Deng, Gupta and Sami (2015) showed that the application of IAS/IFRS follow-
ing the elimination of reconciliations imposed by the American Securities and 
Exchange Committee in 2007 reduced the asymmetry of information on the fi-
nancial market measured by the bid-ask spread.

The economic consequences of applying IAS/IFRS are significant. Along 
these lines, Baik, Cho, Choi and Lee (2016) examined the determinants and eco-
nomic consequences of taking interest payment into account in operating cash 
flows. They showed that “distressed companies, companies with high interest 
payments, companies with majority stake in banks and listed companies tend 
to change interest payments from the operating state to the statement of fi-
nancing flows, thereby increasing the total amount of operating cash flows” 
(Baik et al., 2016, p. 1).

Pierk and Weil (2016) have shown that companies early adopt new reg-
ulations that tend to improve the amount of revenue and financial perfor-
mance. According to De Simone (2016), tax incentives affect the choice of ac-
counting framework in countries that allow but do not require the application 
of IAS/ IFRS standards for individual accounts and cross-border investments 
through the transfer of income through the transfer price mechanism are mo-
tivated by tax reasons and not by the adoption or not of IAS/IFRS standards.

Pressure groups in the standardization process have been identified by 
Bamber and McMeeking (2016). They have shown that the stakeholders (pre-
parers, users and professional and regulatory bodies) have more influence 
than the accounting bodies on the process of standardization and amendments 
to international accounting standards and more precisely on discussions and 
debates taking place under the accounting standard relating to IFRS7 financial 
instruments from the exposure draft until its final approval. In addition, they 
found that the IASB reacted much less to proposals from the United Kingdom 
than to comments from the United States.

Environmental factors are advanced in the literature as major determi-
nants of information disclosure, regardless of its nature, quantity and quality. 
In this sense, Joliet and Muller (2016) have identified attractive areas of foreign 
direct investment which are peaceful Asia and the United Kingdom but not Lat-
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in America, based on the informational content of the communication of prof-
its and sector information and Elshandidy, Fraser and Hussainey (2015) have 
shown that both mandatory and voluntary risk disclosure presents a high level 
for German firms compared to British and American firms. They also showed 
that disclosure varies according to the specific characteristics of the firm, the 
national characteristics of the country (legal system and cultural values) and 
the systematic risk.

For their part, Lin and Nienhaus (2015) showed that German firms were 
able to reduce the systematic risk and the cost of capital after the change of 
the German or American accounting standards by the international IAS/IFRS 
standards requiring more disclosure and Wilford (2016) showed that foreign 
companies submitting IAS/IFRS financial statements to the Securities and Ex-
change Committee report fewer weaknesses in the internal control system 
when they come from countries with high regulations and report more weak-
nesses in the internal control system when they come from countries with 
weak internal control system regulations.

Ghio and Verona (2015, p. 121) found that the political, cultural and eco-
nomic dimensions are behind the choice of the process of convergence towards 
international IAS/IFRS standards between a simple imitation (the case of Rus-
sia and Brazil) and the actual translation with certain modifications (the case 
of China and India) and Cerbioni, Fabrizi and Parbonetti (2015, p. 174) have 
shown that the financial crisis has shown that the accounting rules have not 
kept pace complex developments in financial transactions such as securitiza-
tion and have given managers a lot of leeway.

The application of international standards in complex social contexts is fac-
ing resistance from their users in seeking to guarantee their interests, thus de-
manding on the part of the global preparer of these standards the IASB to be 
more vigilant in resolving this type of challenge (Maroun & Zijl, 2016). Account-
ing tends towards the adoption of an integral value approach, this means that 
the measurement of the economic value of an accounting item can influence the 
perception of the cultural value of the item in question (Ellwood & Greenwood, 
2016).

Measurement and disclosure practices are strongly influenced by environ-
mental factors in the country. Xiao, Yang and Chow (2004) have shown that 
country-specific country factors are determinants of the explanation of volun-
tary disclosure and the extent of disclosure in content and format. Thus, audit 
quality, foreign equity participation, different classes of shares and regulations 
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are specific variables explaining voluntary disclosure as well as the extent of 
disclosure on the internet.

Studies have addressed the impact of the firm’s and society’s characteristics 
in general on disclosure. These characteristics include “size, listing status, per-
formance, type of industry and nature of audit. The characteristics of the coun-
try are the size of the financial market, the degree of economic development, 
the type of the economy, the activity of the financial market, the dispersion of 
shares and the culture“ (Street & Bryant, 2009, p. 307).

Previous studies have shown the limitations of the firm’s characteristics in 
explaining the disclosure of information. They have incorporated cultural di-
mensions into their empirical validation model because they consider that the 
firm’s leaders are dominated by cultural values and norms. Two firms with the 
same characteristics but belonging to two countries of different cultures do not 
disclose the same quantity or the same quality of information, which shows the 
importance of the effect of cultural dimensions on the disclosure of informa-
tion. In addition, research recommends the consideration of economic factors 
that are external and exogenous to the firm.

Disclosure research can be divided into three categories. Those interested 
in the effect of the cultural, economic, legal, tax and social dimensions (catego-
ry 1), those interested in the effect of the characteristics of the firm (catego-
ry 2) and those interested in the effect of governance mechanisms (category 3).

Disclosure of information is considered in terms of quality and quanti-
ty. Two measurement methods are applied: content analysis and calculation 
of disclosure indices (Joseph & Taplin, 2011). According to these authors, the 
abundance of disclosure refers to the analysis of the content and volume of the 
disclosure and the occurrence of the disclosure refers to the disclosure index. 
The abundance of the disclosure takes into account the number of words, sen-
tences, lines, pages, etc. and the occurrence of the disclosure takes into account 
the items disclosed to calculate the disclosure index or score.

An abundant literature has dealt with the disclosure of information by 
companies and mainly voluntary disclosure. Most disclosure work considers 
a particular determinant of disclosure (firm characteristics, governance mech-
anisms, etc.) or studies the impact of financial market disclosure on firm valu-
ation or risk assessment or costing of capital.

Debates have focused on the content of the published information. Some 
have argued that the disclosure of non-mandatory information may be against 
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the interest of society (negative externality) and others find in this type of dis-
closure benefits for society (positive externality). 

According to Verrecchia (1983, p. 191), disclosure is measured in terms 
of the nature of the information proprietary to the firm. Firms operating in 
a fiercely competitive industry consider that public disclosure represents a po-
tential cost since it can be exploited by competitors and firms operating in 
a low-cost sector do not bear the cost associated with public disclosure. This 
is why managers are in a better position to determine the nature and quality 
of the information to be disclosed.

Indeed, financial communication is a strategic and complex decision em-
anating from the people who constitute corporate governance (La Bruslerie 
& Gabteni, 2014).

The research methodology and the course of the research process

We will study the disclosure of mandatory and voluntary information since the 
adoption of IAS/ IFRS does not necessarily reflect their application and empiri-
cally assess the degree of application by category of country given the variabil-
ity of application of the international standard.

Disclosure can be voluntary or mandatory. We have chosen to work on full 
disclosure which includes both voluntary and mandatory disclosure because 
any information can be useful to a particular user. It is therefore recommended 
to disclose as much information as possible. 

Previous studies have used different categories of voluntary information 
to calculate the voluntary disclosure index. In this study, we rely on IAS/IFRS 
standards to identify mandatory or voluntary disclosure items. 

Our goal is to show the utility of applying the new method since it considers 
that all standards and all categories of information have the same importance. 
Thus, the significance of the difference in the disclosure indices computed ac-
cording to two methods must be tested. The first method is to calculate the 
score by accounting standard and to average the basic disclosure scores. The 
second method is to relate the sum of the items disclosed to the sum of items 
that may be disclosed.

It should also be noted that disclosure studies suffer from a major limita-
tion in adopting an overall score. They implicitly assume the superiority of cer-
tain standards over others since the number of items contained in the stand-
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ards varies considerably from one standard to another (IAS1 (79 items), IAS2 
(8 items), IAS23 (2 items), IFRS7 (115 items), etc.). In our study, we calculate 
the standard-by-standard disclosure score implicitly assuming that interna-
tional standards are of equal importance and the overall disclosure score is 
none other than the simple arithmetic mean of the individual disclosure scores.

The method of calculating the average of elementary indices gives the same 
importance to all standards and therefore it favors elementary disclosure by 
accounting standard. On the other hand, the method of calculating the disclo-
sure index by the ratio between the disclosed items and the applicable items at-
taches importance to global disclosure and neglects the usefulness of basic dis-
closure attached to the accounting standard. The disclosure policy adopted by 
companies must be understood in depth and evaluated in detail if we want to 
objectively assess the degree of application of IAS/IFRS standards.

To test the significance of the difference in disclosure scores, we will com-
pute the mandatory, voluntary, and total disclosure scores for both methods.

Table 1. Calculation of index disclosure

Proposed method (method1) Actual method (method2)

Elementary disclosure score

 Proposed method (method1) Actual method (method2) 

Elementary 
disclosure score Eds =

 


p
i

p
I

1
Where Ii: item i that has 1 if 

it is disclosed, 0 otherwise, and p: the 
number of applicable items of the 
information category or of the standard.

- 

Disclosure index Di =
 


n
ds

n
E

1
Where Eds: the elementary 

disclosure score and n: the number of the 
information categories or of the 
standards. 

Di =
 


k
i

k
I

1
Where Ii: item i that has 1 if 

it is disclosed, 0 otherwise, and k: the 
number of applicable items for all 
information categories or all standards.

Source: calculation of disclosure index: prepared in this paper. 
 

Given the widespread adoption of international IAS/IFRS standards, we have chosen to 

study disclosure of information (IAS/IFRS). We have chosen to work on IAS/IFRS 

international financial reporting standards.  

Our database is imported from the study of Baazaoui, Sahnoun and Zaraï (2015). We 

selected both French and Canadian samples. The study period is limited to fiscal year 

2013, the most recent fiscal year when data was collected. Since the principle of 

permanence of the methods requires the application of the same methods of measurement 

and presentation over time, unless the change is made by a new standard or if there is a 

structural change in the operation, it is so it's useless to work on several exercises. In all 

cases, in the event of a change in accounting method, the Company is required to disclose 

in the notes to the financial statements the nature, the reasons and the financial impact of 

this change. 

Our study covered 35 French companies listed on CAC40 and 36 Canadian companies 

listed on ^ TX60. 

The samples in the study are as follows: 

 

Table 2. Samples of the study 

Source: samples of the study: Baazaoui et al. (2015). 

 

 French sample Canadian sample Overall sample 
Initial sample 40 60 100 
Financial Institutions  4 10 14 
Subsidiary of foreign parent 1 1 3 
Companies presenting their financial 
statements according to US GAAP or 
national GAAP 

 13 13 

Total 35 36 71 

 

Where Ii: item i that has 1 if it is 
disclosed, 0 otherwise, and p: the 
number of applicable items of the 
information category or of the 
standard.

-

Disclosure index

Where Eds: the elementary disclo-
sure score and n: the number of the 
information categories or of the 
standards.

Where Ii: item i that has 1 if it is 
disclosed, 0 otherwise, and k: the 
number of applicable items for all 
information categories or all stan-
dards.

S o u r c e : calculation of disclosure index: prepared in this paper.

Given the widespread adoption of international IAS/IFRS standards, we have 
chosen to study disclosure of information (IAS/IFRS). We have chosen to work 
on IAS/IFRS international financial reporting standards. 
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Our database is imported from the study of Baazaoui, Sahnoun and Zaraï 
(2015). We selected both French and Canadian samples. The study period is 
limited to fiscal year 2013, the most recent fiscal year when data was collect-
ed. Since the principle of permanence of the methods requires the application 
of the same methods of measurement and presentation over time, unless the 
change is made by a new standard or if there is a structural change in the op-
eration, it is so it’s useless to work on several exercises. In all cases, in the event 
of a change in accounting method, the Company is required to disclose in the 
notes to the financial statements the nature, the reasons and the financial im-
pact of this change.

Our study covered 35 French companies listed on CAC40 and 36 Canadian 
companies listed on ^ TX60.

The samples in the study are as follows:

Table 2. Samples of the study

French sample Canadian sample Overall sample

Initial sample 40 60 100

Financial Institutions 4 10 14

Subsidiary of foreign parent 1 1 3

Companies presenting their financial state-
ments according to US GAAP or national GAAP

13 13

Total 35 36 71

S o u r c e : samples of the study: Baazaoui et al. (2015).

Results of research process

For the first method, which consists in calculating the disclosure index based 
on the average of the elementary disclosure scores, the various disclosures are 
marked by the index 1: mandatory disclosue1, voluntary disclosure1, total dis-
closure1. 

For the second method, which consists in calculating the disclosure index 
based on the ratio between the items disclosed and the total items, the various 
disclosures are marked by the index 2: mandatory disclosure2, voluntary dis-
closure2, total disclosure2.

The characteristics of the variables in the study are as follows:
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Table 3. Variables characteristics

Variable minimum maximum mean standard 
deviation skewness kurtosis Prob (Ja-

rque-Bera)

French sample

Mandatory disclosure1 0.54 0.79 0.65 0.06 0.49 2.63 0.45

Mandatory disclosure2 0.64 0.90 0.73 0.06 1.11 3.91 0.02

Voluntary disclosure1 0.11 0.67 0.39 0.19 -0.08 1.70 0.28

Voluntary disclosure2 0.13 0.60 0.37 0.15 -0.01 2.09 0.55

Total disclosure1 0.48 0.77 0.60 0.08 0.47 2.32 0.37

Total disclosure2 0.62 0.89 0.71 0.06 1.10 3.95 0.02

Canadian sample

Mandatory disclosure1 0.49 0.85 0.72 0.07 -0.44 4.07 0.23

Mandatory disclosure2 0.69 0.90 0.81 0.05 -0.84 3.38 0.11

Voluntary disclosure1 0.00 0.79 0.56 0.15 -1.74 6.98 0.00

Voluntary disclosure2 0.00 0.80 0.50 0.13 -1.60 8.71 0.00

Total disclosure1 0.39 0.84 0.69 0.08 -1.08 6.09 0.00

Total disclosure2 0.68 0.89 0.80 0.05 -0.82 3.31 0.13

Overall sample

Mandatory disclosure1 0.49 0.85 0.68 0.08 0.10 2.73 0.85

Mandatory disclosure2 0.64 0.90 0.77 0.07 -0.04 1.8 0.12

Voluntary disclosure1 0.0 0.79 0.48 0.19 -0.71 2.45 0.03

Voluntary disclosure2 0.0 0.80 0.44 0.15 -0.64 3.12 0.09

Total disclosure1 0.39 0.84 0.65 0.09 -0.19 2.73 0.72

Total disclosure2 0.62 0.89 0.76 0.07 -0.03 1.8 0.12

S o u r c e : variables characteristics: the disclosure indices for the proposed method (method 1) 
are imported from Baazaoui et al. (2015).

It appears that the disclosure indices calculated according to the second meth-
od are higher than those calculated according to the first method and that dis-
closure indices of Canadian firms are higher than those of French firms. The 
gap is important for mandatory disclosure and full disclosure. According to the 
French sample, it reaches 0.08 for mandatory disclosure and 0.11 for total dis-
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closure. According to the Canadian sample, it reaches 0.09 for mandatory dis-
closure and 0.11 for total disclosure. According to the overall sample, it reaches 
0.09 for mandatory disclosure and 0.11 for full disclosure. The voluntary dis-
closure index of the first method is higher than that of the second method. The 
difference between the voluntary disclosure indices is 0.02 for the French sam-
ple, 0.06 for the Canadian sample and 0.04 for overall sample.

To test the significance of the difference in disclosure indices, we use the 
parametric test difference of means for the variables that follow the normal 
law (voluntary disclosure (1.2) for Canadian sample and mandatory disclosure 
(1.2) and total disclosure (1.2) for overall sample) and the non-parametric test 
difference in medians (Wilcoxon test) for variables that do not follow the nor-
mal distribution. 

The results of the statistical tests are as follows:

Table 4. Means (medians) equality

Paires Mean (Median) T-test (Wilcoxon test) Significance

French sample

Mandatory disclosure2-Mandatory 
disclosure1

(0.71 – 0.64) (4.5) 0.00

Total disclosure2-Total disclosure1 (0.70 – 0.59) (5.24) 0.00

Voluntary disclosure1-Voluntory disc-
losure2

0.39 – 0.37 0.52 0.60

Canadian sample

Mandatory disclosure2-Mandatory 
disclosure1

0.81 – 0.72 6.33 0.00

Total disclosure2-Total disclosure1 (0.81 – 0.69) (5.90) 0.00

Voluntary disclosure1-Voluntory disc-
losure2

(0.63 – 0.53) (2.83) 0.03

Overall sample

Mandatory disclosure2-Mandatory 
disclosure1

0.77 – 0.68 6.84 0.00

Total disclosure2-Total disclosure1 0.76 – 0.65 8.37 0.00

Voluntary disclosure1-Voluntory disc-
losure2

(0.50 – 0.47) (2.13) 0.03

S o u r c e : means (medians) equality: prepared in this paper.
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The different differences are statistically significant except to voluntary dis-
closure for French sample. Thus, the indices calculated according to the two 
methods are different and therefore the new method differs from the conven-
tional method of calculating the disclosure index.

 Conclusion

We have proposed a new method of calculating the disclosure index that con-
sists of calculating the elementary disclosure index and averaging the elemen-
tary disclosure scores to determine the overall disclosure index. Thus, for 
mandatory disclosure, a basic disclosure score is calculated per accounting 
standard and for voluntary disclosure and in this study, an elementary score is 
calculated per accounting standard and for studies that use voluntary catego-
ries of information (information general, financial information, social informa-
tion, environmental information, operational and strategic information, etc.), 
we propose to calculate the score by category of information and average these 
scores to determine the overall disclosure index.
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