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External Information Environment and Non-GAAP Reporting:

Insights from Options Markets
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This study examines how options trading activities influence the disclosure
and quality of non-GAAP earnings information. We find that a higher options
trading volume is associated with an increased likelihood of non-GAAP
earnings disclosure and an improvement in the quality of such disclosures.
Specifically, the negative relationship between non-GAAP exclusions and
future operating performance is mitigated as options trading volume increases.
These results are robust to endogeneity concerns. Our additional analyses
reveal that companies with greater options trading volumes tend to increase
capital expenditures while reducing the use of recurring excluded items. We
also find that under pessimistic market sentiment, managers provide higher
quality non-GAAP disclosures. Our findings suggest that the information
environment created by options trading motivates companies to provide more
transparent and higher quality non-GAAP earnings information, contributing
to our understanding of how external information environments shape

voluntary disclosure practices in modern capital markets.
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