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Abstract

The purpose of this study is to examine whether the information about a
company's foreign exchange derivatives contract is used by investors in their
decision making. Specifically, we study the relationship between quantitative
information disclosure of foreign exchange derivatives as required by Financial
Accounting Standards No. 27 of ROC, Disclosure on Financial Instrument, and
foreign exchange risk exposure. We follow the model as developed by Wong
(2000) to examine manufacturing companies in Taiwan, especially focusing on the
disclosure of nominal amount and the change in the fair value of foreign exchange
derivatives contract. The results of the study show that foreign exchange exposure
1s related to nominal amount of foreign exchange derivatives, but not related to the
change of their fair value in most cases. These results suggest that the disclosure of
nominal amount of foreign exchange contract is useful to investors. The
insignificance in the change of the fair value may be due to several reasons,
including the measurement problem resulted from the vagueness of the definition
of fair value and the misuse of hedging accounting on trading purpose derivatives
by companies. The result suggests that the disclosure requirement on derivatives in
the financial statements should be reinforced by the governance agency or the
regulation bodies.

Keywords: Derivative instrument, Foreign currency risk exposure, ROC Financial
Accounting Standard No. 27.
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