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ABSTRACT

The main aim of this study i onthewsefulmssefst i g a't
disclosure provided in the Management Reposupporing their investment decisions
the contextof the2014newlisting rule®requirementsn the Egyptian market.

Thus, t he uswercmdparpdwit tlerdisctosure fvel in the MRs prepared
by thelisted companies in order to wrdtand the level of coherence.

Prior literaturesuggestdthat the financial crisis in 2008 has highlightedittedequacyf

thef i nanci al report in matching the wusersbo
sections in MRcan play an important role in maximizing the usefulness of accounting
information.

A mixedmethod approacWasadoptedn accordance witkhe following steps

In the first step, a survey was carried out by formulating questions that cover both mandatory
and voluntary disclosures items in the MR. The targeted sample of respondentgiattiude
Egyptian banks and insurance companies (as institutional invesitmmg)withthe financial
analysts who workd at the stockbrokerage firms. The collected responses cealsist
thirty-six of respondentsvho wereworking in institutional investors fins and seventy

eight of respondentsvho wereworking as financial analysts. The main findings of the
survey revead that some voluntary informatiowas more useful tharthe mandatory
information, which highlights a gap betwe#he regulation requirementandtheu s er s 0
information needs. Moreover, the respondents coreidtdre information related to
ownership structure bemore important thatheinformation on risks and forwasidoking
performance, whiléheinformation related to board composition, audit committee, and CSR
and environmental performaneere regardedsless useful items in the MR.

In the second stepye analysed 782 MR#hat cover five yearstwo years under the old
regulation and three years under the new regulation. This anafysiaimedo compare
the usersdéd needs (as obtained in the previo

The findings shoedthat the general level of dissure in MR has increased significantly

after switching to the new regulation. However, the results indi¢héd the companies do

not fully commit to requirements of the mandatory disclosuréhatdisted companies do

not disseminatthatmanyof thedvery usefubinformation in MR evenif voluntarily. While

the resultclearly showed that level of mandatory disclosure has increased after applying
thenew regulationthe contrast was noticed fhe voluntary disclosure. These contiast
thefindingsr ef er to the initial role of regulator
increasing the extent of mandatory disclosure to include mlttteitems seerio bevery

useful tothem

Lastly, to provide further understanding, an additional regressodel was carried ot
examine the impact of firmharacteristics on disclosure level in MRs. The results sHow
that the presence of state ownership, chstismg, and manufacturing activities have
significant positive impacts on the disclosure provided in MR and its main sections and
subsectiongOn theother hand, the age, size, profitability, and levefraapmixed findings
throughout thalifferent sections andubsections of MR
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THE USEFULNESS OF MANAGHEWMENT F
| NVESTMENIECI-BARBNNG I N EGYPT

INTRODUCTION

In the stoclcapital markets, every listed company has to presefindngcial annual
report that illustrategs performance and financial situation to external users. As a part of
the annual report, the financial report represents the main financial statemehtsrandin
notes, which were prepared in accordance with the requirements of the accounting
standads Patel and Dallas (2002xgue that the current practice adcounting reporting
includes preparing therfancial reports in complianaeith a set of standardwith limited
disclosure requirements, while many important nonfinamefarmationareunrequiredo
be includedin the financial report. Therefore, an dittbnal narrative repoyt A T h e
Ma n a g e me n tis réguergddor be dissemindtalong with the financial reporfThe
increased criticisms on the content of the financial report have highlighted the important
role playedby the management report (hereafMR) as acomplementarylocumenthat
covers the weakness of the financial reppatiticularlyin matching the needs tbth the
investors and financial analys{giifner 2007. Therefore, MR focusesn narrative
information as it includes different kinds of infonation e.g, operations, risks, key
performance indicats, forwardlooking performance(Clarkson et al. 1999 The
usefulness of information provided in the MR Haeen questionedecently, after the
financial crisis in 2008with suggestnsthat the disclosureis incompatiblewi t h user s ¢
needs of informatiom makingrisk evaluatiosand investment decisiofSaplan ad Dutta
2016. However, according to other authors, there is lack of studies on this issue, especially

after the financial crisi@Ballwieser 2004Hufner 2007.

The regulatory bodies and standards setters have played vigorous efforts to improve
the quality ofthe information disclosed in MR. Indeed, in The U.S., Sarbdhdsy Act
(SOX) demandeddrastic changes to the content of annual repeits forcing listed
companies tqrovide more information in theiannualreports, under the Management
Discussion and Analysgection(Sarbanexley Act, 2002, sections 40409). In addition,
the Securities and Exchange Commission (SEC) added new requirements under the
Regulation &K 303 to increase the trust and the usefulness in the information disseminated
by the companieis order tomake the annual reports more compresigr. Regulation &
303 aims to increase the disclosure on different kinds of information, such as liquidity,

forward-looking performanceand the internal control disclosuyi@EC 2003Hufner 2007.
11



Likewise, inthe UK, wide amendments wemmade inthe Companies Act in 2018
precautionagainstany financial crisisAccording tothe new changes this Act, alllisted
companies have to prepare a ,aseawseparaeppartof c al
the directorsodé6 report, which is affected al
For example, the listed firms in London Stocks market must répduture strategy, risks,
employees, corporate social responsibility (CSid environmenad disclosure. Specific
sectionsoftheseequi rement s must be disclosed in th
remains must be included in the strategicoregFRC 2012. Furthermorejn 2010, the
International Accounting Standards Bodwasissued guidelineghat represent useful and
comprehensive information in the management commentary. All these efforts tieflect

high concermiven tothe role that MR plays in enhancing investments decisions.

Many studies oraccountingdisclosure suggests that MR is a useful source of
information for investments decisianaking compared to other sections in the annual
report (e.g.Barron et al. (1999)Tavcar (1998) This is mainly because MR represents a
variety of information that covers sever al
going concerns. However, so far, evidence regarding thiilosss extent of MR is still

inconsistent.

On one hand, sonsudiesdocumented that MR has a moderate or slight relevance
for investors (e.g.Anderson (1981)Anderson and Epstein (1998 ake and Haslem
(1973) Bartlett and Chandler (199Mines (1982) Lee and Tweedie (1975%Yilton and
Tabb (1978). On the other hand, some studies provided evidence suggesting that the value
relevance of the financial information has decreased by time, whilefimarcial
information has become m® relevant to the users (e.@artlett and Chandler (1997)
Beretta and Bozzolaf2004) Robb et al. (2001)For exampleQrens and Lybaert (2007)
reported that the accur astsyspasitively dsseciated withk nc i a
the extent of noffinancialinformationavailability. However, many previous studies mainly
attempted to test the usefulness of MR against the market model, supposing that the
usefulness of information will be reflectedtamatically on the securities prices. Instead,

us er s finthis nattegemain underexplored.

Furthermore, the majority of the studies that were conducted in the developing
countries show how several differences related to the legal and cultur@nement can
exist in the developed countries (eAredoRamirez and RuiCabestre (2014Antonczyk
and Salzmann (2014Belkhir et al. (2016) For examplePerera (1989jeferred to the

12



effect of cultural differences between developed markets and emerging mtm&etfore,

empirical evidence from the developed countries may not be applicable to the emerging
ones(Dahawy et al. 2002Gray 1988. The current study aims to address this gap in the

|l iterature with giving the financial stater
about the content of the MR. As far as we know, there has not been any previous study that
aimed to investiget t he wusefulness of MR from the u:

example of an emerging market.

This market is distinguished by two features, which may prevent the generalization
of the prior research. Firstly, itis a relatively less efficient markeipeaoed to the developed
markets(Allini et al. 2018) Secondly, as Egypt has a cilaw sysem, the information
asymmetry is more stringent than it is within the developed maikieésd 2009EIdomiaty
and Isnail 2009. La Porta et al. (2006pund that the commelaw baseecountries oblige
the companies talisclosemore information than the civihw baseetountries, which

increases the marketsd transparency.

In Egypt, the MR is a mandatory report aidincludes informationbasically
regarding corporate governance st ksyuand ur e,
sustainability. Thisreportis subject to two different regulations he Compani es 6
(159/1981) and the 2002 listing rules in the Egyptian Stock Market (hereafter, EGX).
Consequently, the MR is an official tool to disclose mandatory finanathhanfinancial
information, in addition to any voluntary disclosure. The Egyptian Financial Regulatory
Authority (hereafter, FRA) has realized the increased importance of the MR as an effective
tool in enhancingransparency andh particular,attracing domestic and foreign investors.

Thus, in January 2014, new listing rules have been issued by the FRA to replace the old
ones that wereissued in 2002. The new regulation addhew mandatory information
requirements. This information is integrated withestinandatory disclosure required by

the Regulation of it e Compani es o A operatigng, Sfdwartio@king ) on

performanceand corporate social responsibility (CSR).

Since the new regulation requires disclosing more information comparing with the
previous version, it is expected that the usefulness ofilvidRecisionmakingis improved.
However, this expectation requires empirical evidence, which the currentastoithyg to
achieve. This study aims to explore whether financial analysts and institutivestors
(hereafter FA&I) perceive the information provided by Egyptian listed firms in the new MR

to beuseful for their investments decisions. More specifically, this study focused on FA&l,

13



as they are the primary users tbke accounting informationThis study adopts mixed
methods to investigate the usefulness of MR in the Egyptian maskeimployed survey
guestionnairandananalysis ofthe content of MR over a perigdefore and after switching

to the newlisting ruleg to presengarigorouscomparison between what the users need and
what the practical disclosure in MR provides. In addition, in order to investigate the effect
of firm-characteristics on the volume of information disclosed in MR, if any, a regression

model based on content aysiswas undertaken

This study provides two main contributions to the knowledge. Firsile prior
studieshavefocused on the usefulness of the MR in the developed markets (especially in
US), this study represents the first investigatmadeon the peceived usefulness of the
MR content in anemergingmarket. Second, prior studiémve focusedmostly on the
usefulness of several sections of the annual report, whilst this study provides greater
understanding about the usefulnesthefifferent kinds déinformation included in the MR
in particular Our investigation caaddto the body oknowledgean the voluntary disclosure
theoryby providingt h e u s e Ma&specificalytisis. study addresses the gap in the
literatureregarding giving the opptunity tothe financial statemestdsers to say what they
think about the content of the MR.

Furthermorethecurrent study provides two practical contributidfgsdingsof this
studyshould be considered by regulators in order to imptogeurrent weaknesses of the
disclosuretomeeheu s er s i nformation needs. Wimat shoa
alsobenefitother emergingnarketghathave similar cultural, socigand economic features
(i.e., Middle-East region and North Africasountrie$. Thus, our results couldsobe useful
for the managers and accountairt encouraging them to increase the degree of voluntary
information thais perceivedo beuseful by investors.

This thesis is structured in four chapters as follow;

First chapter explains theostrelevant theoriesn illustraing the usefulness of
accounting disclosure r om t he u s eAcsodntalpliy theopyant Decisien
Usefulness theoryl’he chapter also providea reviewon the literature bthe usefulnessf
information,while distinguishing between studies in the developed markets and studies in
the emerging and developing markets. It coulaimieal that the majority of prior studies
focused on assessing the usefulness of different seatitresannual report through asking
the users to indicate the impact of evesgction on investments decisiaraking.

Furthermore, empirical evidence from these studies indithéd mostusersdisagree o

14



the usefulness of ann amslthathesepeotions base dgfezentt i o n s

levels of usefulness making economic decisions. However, thadenceregarding the
usefulness of the narrative sections in the annual rejgoitd with mixed results which
canconsidered a research gap to iled by an evidence from an emerging market in the

current study.

The second chaptdocuseson the management report. Firte definition and
importance of MR are presented, in addititie role of MR as a complement to the financial
reportis highlighted Previousliterature suggests that the role of MRanhancing the
accounting disclosure has significantly increagmtticularly after the financial crisis in
2008. Second, th chapter alsdliscusses the main elements that should be considered in
MR based orthe views of regulatory bodies in developed markets such as the UK and the
U.S, in addition to the framework on management commentary presented by IASB in 2010.
Then, we examinethe essatial kinds of information that are required/suggested to be
disseminated in MRwhile comparingthat information with the requirements of the
Egyptian regulation. This comparison slemlithat the mandatory disclosure in MR in Egypt
still far fromitscouré r parts in the developed markets
the research questionsere developed and a full descriptiari the Egyptian context has

beenpresented

According to the previous review, this theaimsto investigate the usefulnest o
MR through examininghreeresearch questiort®vering three main aspects:

- The perceived usefulness of MR as a clament to the financial report;

- The perceived usefulnesstbkdifferent kinds of information provided in MRand

- The perceived uselness of mandatory disclosure ahdsuggested voluntary items to be
disclosed in MR.

The chapter concludes with addressing a gap between the regulation requirements
andtheussd needs of information.

The third chapter is devoted to the reseaesignand collecting data regarding the
user s o6 pAqueskopnaiie sunvey is designédncludes thirtynine financial and
nonfinancial information divided into eight sections and-settions, in addition to eight
general information on MR hesections and subections namelgreOwnership Structure,
Board Structure, Audit Committee, Risk Management and internal Control, Key
Performance Indicators, Changes on Fixed Assets, Foiveanking performance, and CSR

15
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and Environmental performanc€&he financial analysts (hereafter FA) and institutional

investors (hereafter I) have been chosen as twegieaps who are targeted by survey.

Results of chapter three revedthat FA&I consider that the new regulation has
improved the disclosure in MRightly, andthatthey still of need more informatian order
to be able tanake investment decisions. Especially, results docledémit information on
ownership structure, internal control and risk management, folwakihg performance
and financiaperformance indicators are perceived useful or very useful, while information
on CSR isaless important section. Surprisingly, the ownership structure is rankelyfirst
both usermroups, which suggests that the political connections of the blockhatdsrs
affect the firm performance and market prices as it is suggested by Maaloul et al. (2018).
The findings confirm that some mandatorformationis perceived of moderate usefulness,
while severalndividualsindicated thatoluntary informations of high usefulness. These
findingsalsohighlight theshortcomingof the new regulatiom determiningthe content of
the MR.

At last, Chapter four focusses on measuring the disclosure level provided in MR.
This chapter aim$o present two different empiricavidenceregarding that matteiThe
main objective of this chaptds to compare the disclosure level under both the old
regulation and the new one aidéntify to what extent the new regulation has increased the
volume of information in MR. Then, thecliag@r r epr esents a compari s
needs, that were concluded from chapter three, and the actual disclosure practices in MR.
This comparison aims to highlight the | evel
the listed companigzrovidein their MRs. Therefore, a disclosure index is performed using
the same items included in the survey in chapter three, which includesiihetigems. The
sample of collected management reports induoiely MRs issued by the nonfinancial
listed comparas for five fiscal years from 2011 to 20¥@ile taking into consideration the

exclusionof 2013. The final sample includ&82 reportyearof whichhave been collected.

The findings illustrate that the disclosure level in MR has increased significantly
under the new regulation issued in January 2014. The level of mandatory disclosure
increased from 17%under the old regulationo 76%. Despite this major improvement in
the disclosurelevel, t hi s finding i ndi cates a weak C C
requirements. Furthermore, the disclosuretlimsuggested voluntary items is very weak
and doesnot exceed 9. @Hihe thishedethasddcreasedgaind r egu

whenswitching to the new regulatioto only 8%. The disclosure otine very usefliitems
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recorded 39%.vhile that on thenoderate useful items recorded 35%, which suggests that
more efforts stildl needed to enhance wusefu

current disclosure in MR does not provide enough useful informatiom tastrs.

Secondly, a linear regression model has been designed to examine any effeet to firm
characteristics on the disclosure level in MR. The regression model id¢heldisclosure
level as a dependent variable, and five independent vari&asershp structure, Cross
listing, Industry sector, Age, and Size, and three control variathlesRegulation type,
ROE, and Leverage. The results reed#hat the ownership structure (the presence of-state
ownership), crosfisting, and the industry typall have significant impact on the overall
disclosure level in MROtherregression modelawere alsodeveloped in order to identify
the effect of firmcharacteristics on mandatory and voluntary disclosure, disseminating
useful informationanddisseminatingnoderate useful informatiors well as a regression
modelwasemployed to investigate what drives the disclosure on every kind of information
in MR.

The last section of the thesis is devotechike conclusions athe research.
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CHAPTER ONE: The Usefulness of Accounting Information: Overview

1.1 Introduction

The accounting disclosure is an essential tool to provide information to the external
parties. The needf information emerges from the uncertainty condition that probably
should be reduced by the disclos(iagenhofer 2004 Therefore, the disclosure increases
t he wuser betteruanbdielristtyantdko and assess the firmso
the disclosure literature and the professional bodies support a cothimaght that the
investors are the main useof the accounting report¢Elliott and Elliott 201).
Understanding the accourmadpectisgn irdporam [ssuestoat e f r
can indicate the success of the communicatioadebetween the entitigyia theirreportg

and the user@hrough knowing how they perceive these reports

Thews er sd0 vi eevrst iaibcmauged@epemcton the purpéshindusing
theinformation. In thafpoint, there are two primary objectives of the financial reporting,
the accountability and decisianaking. Each objective is considered as independent
theoretical approach that @n beused n assessing and expl aini
information. This chapter presents a discussimund thesebjectives and highlights the
theoretical framework of the current study, in addition to developingetaarch questions

1.2 Framing the Accounting information

I n the usersd perceptions strand, a theo
the disclosure on specific information is important to the users and the eftespecific
i nf ormati on decisions. Uaderstasdeng $hé importance of accounting
information correlates primary with the purpose of using it, whlsbhindicates why some
information is neededyhile other information i€onsideredess important oeven useless.
Accordingl FRS 6 s f {iFR20W3ptihekfinancial reporting is theostimportant
tool that is available to the vast majgrif the investors, lenderand creditors. As it known,
many of these partied nothave theprerogative talemandhe entities to disclose specific
information directly, instead, they depend heavily on the genpuspose reports.
Therefore IFRSH amework considers that the essential objective of the accounting report

is to provide useful information to these par(BRS 2018.

The usefulness is the primary objective of the accounting informatimatever the

purpose of using this informatiomas The usefulness means that the external users desire
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adequateand understandable informatitmatc over s t he fir més perf ol
financial report provides information about the entity to ¢oatracting partieand the

current potential, and other shareholders as wBHkllwieser 2004) argues that the
accounting reporting highlights the firm performance and future planning, this manner,
however, i ndicates the managementds accoun
l enders to make their itewpostaneceefrdvidiggusefalci si or
information is nobnly limited to the direct investors and lenders, ibatsoextendgo their

advisors todFASB 197§.

In the disclosure literature, the debate the main objective of presenting the
accounting reportsstill unresolved; whether it would bée decision usefulness
accountability (Stewalship) or both together. In an interviebased studyljelstrom et al.
(2014) document that financial analysts find that the accounting reporting is useful
makinginvestment decisions, which meahatthey consider the decisiarsefulnesso be
the main objective of representing accounting informatid¥hile, othersthink that the
content otheaccounting reports diffedepending on the objective of presenting tlfeen,
for decisionusefulness ofor accountability (ljiri 1983). However,Cascino et al. (2013)
arqued that both objectives should be considerethm preparatiomnd representatiomf
the accounting reports. While the accountability objective focuses mahe iormation
related tothe past performance and transactjahecisionusefulness objective requires
moreinformation on thdorwardlooking performancéCascino et al. 2033

However, the main purpose of using the accounting information seemsandise
by the ti me. l ndeed, according to the | ASBq
has several objectives, but the priority cemms are always oproviding useful information
that helps users mak economic decisions, an@n enhancingt h e managemen:t
accountabilityto the investors IFRS 2018. Each of these objectivdsasa theoretical
background that helps in explaining the relevancthefccounting informatiofased on
the purpose of using it. Therefore, choosing a specific theory in the disclosure research is
very important becauddis theorywill influence the struatre of thestudy, the designof

therelevant methods, artde explainingof the final findings.

Collison et al. (1993)explain the relatioship betweenthe understanding and
analysis otthe annual reporin one handandthe specific purpos®f themon anotheas

follow:
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AAny deductive analysis of financial repor
of the purpose that financial statements serve. Such specification is

problematic, because there appear to be two major alternatives, which could

generate different analyses and conclusions. These are "decision usefulness"

and "accountability". The latter might be alternatively described as

"control" or "stewardship".

The next section discusses the two common theories in the usefulaessuriting

disclosure studieshe accountability (stewardship) theory and decisisefulness theory.

1.3The Accountability theory

The roots of account arb inHenitad ypsychology andr d s h i
sociology researchasits main concernis onthehuman behaviathat takes placehenone
personmanagse the utilities ofothes (Davis et al. 1997 Hence, themain aim of the
accountability approach i® improve theefficiency of the contracting agreemenie
accountability is used as a meam justify the behaviors of one party to anotfaacording
to the responsibility principle. In other words, the true accountability means that the first
party isbelieved tdberesponsible for the second pastyterestsandthatall thedecisions
andthe outcomespf these decisionsshould be presented fairly to the other pamtgrder
to aidit in assessing the efforts carried out bgtttirst party (Lerner and Tetlock 1999
Vance et al. 2005 A numberof scholars defineccaant abi | ity as HfAa pro
person has a potential obligation to explain his/her actions to another party who has the right
to pass judgment on those actions and to administer potential positive or negative
consequences i rnVamceed g ¢201He 347)o0 t he mo

In the fields of accounting and finance, accountability is a common cornbeyt
refers to organizing the agreements between the managers and the investoiatstock
entity, the ownersas principles (accounteefhave the right to elect managees the
stewardgaccountor)Gray et al. 1991ljiri 1983). On the one hand, the owners delegate
the managemendft he enti tyds aadie tetsrn theyekpect thatthe r c e s
managers will do their best to make returns on the shares, as well ssfekeep and
ma Xx i mi z e stvalee inethetmidiergn Gand longerm. On the other hand, the
ma n a g e masponsibiltiesinclude protectingt he ent er pr i ssetting r e s ou
strategies and plans to guarant®ere resourcesto face the unfavorable economic
fluctuations(FASB (2006) OB27).
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As a result ofthe accountability view, the accounting reports have to include
comprehensive and useful informatitmnaid the investors in assessitig success of the
company over the long term, whichn directly highlight he st ewdaFR€2042. ef f or t
Therefore, theaccountability objective requires a fair accounting system to share
information between the accountor and the accoutites,the accounting report should

not includeanysubjective informatiorljiri 1983).

From a pragmi point of view, in its report on thébjectives of Financial
StatementgheAICPA (1973)defines the accountability as:

Stewardship refers to the efficient administration of resources and the
execution of plans for cRages26r vi ng and cons.u

The relatioship betweenthe contracting partiegthe stewards and the ownégris
basedon confidence. The accountirggandards and regulati®rshould enhance this
confidence by obligating managers to present comprehensive informaitioim the
accounting reportthat carenabletheinvestors to assess their performaiReberts 200Q
The accountantin the accountability systenplays athird-party role as he prepares the
accounting reporthat hasaccurae conterd, which the owners might use in assessing the
ma n a g e me n (o 1983k Holvaver, tasthe accountants engployersothee nt i t y 6 s
management, the accounting report, sometimes, could indhadel or incomplete
disclosures. The financialisisand the financiabcandalsince 2001 onward have shown
that the managers have the power to coerce the accountamtsdfvithhold disclosure of
someinformationthat couldindicatk a pooror negativeperformancehatswerves from the
targeted performance and retu(Messner 2000 Therefore, the success of accountability

system relatesioreto the moral hazards

ljiri (1983) mentionedhat thedisclosure undetheaccountability principle must be
agreedupon bythreeparties the accountee, the accountor, and the accoutaistprocess
starts withthe accounteavho demandgertaininformationin orderto assess the accountor
performance. Then, the managemeastan accountoy have to agree to disclose what the
accounteedemanded The accountant is the third party who is supposed to prépare
information to the accountpfor internal use, and for thaccountegfor external use.

However, four main challengeuld face the accountee desirereceivingthe needed

I The current study uses the agency theory only to support the theoretical framework on the usefulness of
accounting information as the main aim of this study.
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useful information.The first challenge relates to the accoudtavillingnessto disclose
what the accountee needs, whisltonsidere@ noral issueThe secondhallenge relates
to the capability of the accountingsystem to produce informatidhat typically matcles
with what the accountee requires, whicltamisideredh technical accounting issue. Third,
the accountee right to know information is atwaysguaranteeéspecially ifthe accountor
believedthat disclosingsuchinformationcanthreaen the privacy of the compangr its
competitivebenefits(ljiri 1983). Lastly, identifying who the accountedare is in itself, a
dilemma.More specifically the accounteeoncept carbe a wideone thatincludes all the
shareholderseven those who own onsingle share while it can alsorefer to the
blockholders who have the interesthe power tajuestiorthe managers. These challenges

should beconsideredy both the accountee and the accountor.

Sincethe managers arine ones tadecidewhat informationto be disclosed, the
accounting report should include informatitmatreflects their efforts in achieving profits
and growth, whicttan influencea h e u s e r favoralaylagsdss thstewatdship and
management performan{EASB (2006) OB27). To achieve this goal, the accounting
report should provide enough information to ansseseraklear questions such as: Are the
assets protectedVeretheplansachievedDid the plansaffect the performance positively?
Are the returns reasonable? Hdwe entity will expand its activity in the futurélliott and
Elliott 2011). The answersto these questions help the investors in evaluating the
management 0s efforts. Therefore, the owner :
stewards andanlead the enterprise successfully, or therene@ssarpeed taeplaethe

current managemenewy soon.

It could be argued that thmajor conflict in the accountability systetakes place
when the managers decide to avoid disclosing useful informeditime accountee. ljiri
(1983)argues that disclosure for accountability purposes doesecessaly mean that the
management disseminates all information the owners require. Furthermore, the stewards can
avoid the disclosure on specific information when this informahogatensghe interest of
the management regardlegghe usefulness of thatformation for the owner@jiri 1983).
Respecting the manag e thardnteiesisiver theistérestsdhea t h a't
owners who ertrusted the managers tontrol the entity hopinghat theywill lead it to
better performance and growtHowever the claim of giving the managers the right to
determine whainformation will or will not be disclosed istill a problematic issyesince,
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this notionwould provide a loophole to the managers to gcotheir interest evahit would

beagainst the interests of the entityatthey work for.

Consequentlyto establisha successful accountability system, the regulatory bodies
should adopt more strict rulésat protect the accountants and auditangl prohibit any
managerial fraudljiri (1983) alsosuggests that building accountabiligsed framework
should include both the accounting reports and the accounting records, hvetcim
verifying the independence tfe accounting information. Indeethe British Companies
Act takes into consideratidhe special type of relation between the owners (the investors),
and steward (the manageme(t)iott and Elliott 201). This act enforces the managers to
disclose information thatvould help the owners in assessing the steward decisions
regarding the firmds r esour coersigkrs anggdingwh et he

concern or not.

More recently,Lennard (2007)claimed that the debate about the accountability
approach shoulthe steered toward a different mattérhile the traditional vievthatthe
accountability f ocus edormanrce adpsotedisgithe gsodrdess st e
Lennard2007(p52)suggests that the acciapmovigobdfl i ty ¢
information that provides a foundation for a constructive dialogue between management
and s ha r Asthhetdaditienal sftoughtfocuses onthe accountability role as a control
mechanisnthat utilizesthe voting rights to change the managem#r@ modern form of
the accountability focuses on the conservations between the investors and the management
regarding the risks, oppoinities, strategies, and corporate governance, which means that
the owners can plagnimportant role in preseinty valuablesuggestions and advi® the
managementFRC 2012.

1.4DecisionUsefuness Approach

The decisiorusefulness approach stateminly that the disclosure affects the
shareé prices in the capital marke{Scott1997. This effect, generally, comes from the
messages that the users percdiyereading andanalyzingthe accounting report. The
process of reading arahalyzingthe report depends on some factatsich includes: a)
Whether the report provides enouwayid clear information?; b) What is the general tr@md
the entityp performance? c) Are the same conditions will conti@in the future?; and
probably the most important factal) Is the user qualified to understathé messagethat
can be concludeftom the report?. This means that makihg right decisions requires
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providing information that has a significanfluenceo n t h eereceienwlichk should

bereflecedon makng thedecisionsof buying, sellingor holding the shares or the bonds.

According toEdwards (1989andScott (1997)the decisiorusefulness has become
the prevalent approach in accounting research since 1968. This could be due to the rapid
changes in the business environment in the last five decades; for example, the following
changs (e.g.,AICPA (1994) Elliott and Elliott (2011) FEE (2015) Hjelstrom et al.
(2014) can be noted :

- The wide prevalence of the joistock firms and the existence of some foreign
investors who cannot attend v e r y gereralasdenblyyet they desire
information to make investment decisions.

- The increased complexity in the busines
needs to know some information about the challenges and the opportunities.

- The growth of the entitiesdé activities
usersgroups who seek additiongfesof information.

- The rapid spread ahe new technology, and its effect on reducing the costs of
producing and publishing the accting report.

- Many potential investors and creditoraw desire more information to help them in
understanding the entityés current perfoc

will be changedn the future.

Furthermore, the development in identifyitbe usergyroups who use the
accounting reports has reflected thie rethinking of the main objective of presenting the
accounting repodnd how to increase the usefulness of its content. Unlike the accountability
approach that adopts a narrow conceriitéichonly to the owners, increasing the usefulness
of the accounting report aims to serve the needs of severalgueaps. Despit¢hatthe
decisionusef ul ness gives pri orasitepablsthemtomakei nv e st
right investment decisies (Elliott and Elliott 201}, it also helps other usgroups in
receivinga more relevant informatiocompaed with the accountability approach. For a
share/bond holder, useful information enhances his understanding regarding the future of
the companyhathe'sheinvests monein. Such information is useful too fireprospective
investor who desire to make mwvestment decision based on true informatitwch enables
him to evaluatgfor examplewhetherthe company X otthe company Zwould bethe best

choice. Thus, the decisiarsefulness has a widange ofaimsthat makethe trading of
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shares and bonde be more transparenfccordingly, the accountability has become less
important objectivecomparedwith the that of thedecisionusefulnessas a referencein

presening the accounting repor{&lliott and Elliott 201).

The abovementionedchanges in the business environment tmen alsoeflected
on the accounting bodies bmaking themfocus more on the efficiency of accounting
di sclosure in serving the user sSéveraeffamtsls t o
were carried out to improve the quality tie accounting report as the main vehicle of
transferring information frortheentity totheexternal users. Indee@he American Institute
of Certified Public Accountants (AICPA) issued its repafrthe fiObjectives of financial
st at e m&ar3 (alsd known asrueblood report)This report haktelped replacinghe
main objective of the accoungmreport from the accountability to the decisissefulness
(Son et al. 2006 sinceit stateshat

The basic objective of financial statements is to provide information useful
for making economic decisionsAICPA (1973) p.13.

In 1994, AICPAundertooka study on investors and creditors needs of information,
which aimed to assess whether dmglosure in accounting reports netbeu s edesirés.
The resultshowed that the financial report does not includ¢éhalinformationneededyy
theusers, anthatadditional information istill requiredto help thenin making investment
decisiong AICPA 1994. These efforts by AICPAvere directed toward th@aximization
of the usefulness of accountimgformation andthe assurance hat t he user so

consideredo the maximum extent.

Furthermaoe, in their common frameworkASB and FASBconcluded that the

decisionusefulness is the main objective of the astng reporting, as it statéisat

AThe objective of gener al purpose financi al
information about the reporting entity that is useful to existing and potential

investors, lenders and other creditors in making decisions about providing

resources to the enyit Those decisions involve buying, selling or holding

equity and debt instruments, and providing or settling loans and other forms of

c r e dRASBB 2010 1ASB 20103 Paragrapl©B2

However,the Financial Reporting Council (FRC) in the UK recognibesiuality

of theaccounting reporvbjectives the decisiorusefulness and the accountability. Despite
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theslight different viewof FRC, the decisiomisefulnessbjectivecomes first, whicimakes

it a higherpriority than theaccountabilityobjective. It states:

ARThe purpose of b prevideashanchoidérs witle rplevant is t
information that is useful for making resource allocation decisions and
assessing the diFRE @0ld)Parégrapl8.2 war dshi po

The IFRS foundation issuets latest framework in March 2018 emphasising that
the accounting report have to include useful information for investment decisions. In this
view, managersofge nt i t yds shoul d not whilecpnsideengt h e
the needs of current investors only, but they should contligéaneeds ofthe potential
investors who read these repaxismakeinvestment decisionas well(IFRS 2018. It is
therefore aationalpropositionthat a companyhatdisseminates higdr volume of useful
information is likely to attract more investors tithecompanythatdiscloses the minimum
volume of informationassuminghatthe profits of both companies and other surrounded

conditions are close.

Till now, therehavenot been agreedpon criteriao identifythe extent to whickhe
accounting repoits useful. Therecentaccounting standards (e.gtandards issued by IASB/
IFRS, and FASB) have expanded the requirements of disclosure in the financial report. This
expansionin the accounting report means thatvituld include more pages, which might
distrad¢ the readers withis immensanformation and, therefore, mighegativelyaffect the
usefulness of its conte(itljelstrom et al. 2014 It is true that higla volume of information
wouldinvolve moredeclaration omheitems included in the financial report; howe\aioo
long report is a real challengeitsr eadabi | i ty. FRC calls thi

means that the users cannot acqaivseful information despit#hatthe accounting report

includesmuchof it (FRC 201). To thispoint, webelievet hat mor e r esear ch

needs can help Hothe standards setters and regulators to identify the useful information
and how to highlightt in the accounting repom order for itto be more interesting and

readable to the users. Moreover, different levels of usefulness of information indatate th
the users have priorities in theieedsand the accounting system should present at least all

information that is seen asoreuseful to the users. Generally, The framework of accounting

S

standards addresses that the users are the target of accounting reporting, therefore, standards

setters should assur e cdansideredHarding and MeKmso® per c

1997, which enhancgthe role of accounting disclosure in economies.
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1.5 Reviewing the relevant literature regarding the u s e mpeyc@ptions on the
usefulness of the annual report

The usersodé perceptions regarding the u
increasingly investigated during the last four decades. This trend @&rag as a new one
during the seventies of the last century in the studi@akér and Haslem (1973yhandra
(1974) andLee and Tweedie (19754)1975b)where the researchers tried to explthe
decisionusef ul ness of sdctiordnthereyes @ its ugers, pvioereasMf had
taken place as one of thessctionsHowever, many studies in the developed countries later
followed this trend and tried to compare their findings witkeas in order to highlight what
should the annual repocdompriseto be useful to its users. On the other hand, in the
emerging markets, an overdue attention wa
perceptions wheklVallace (1988presented his investigation in Nigeria. Nevertheless, led
by the raised competition, the enormous development in technology, and the spread of the
joinstock entiteshuge changes were noted in the user.
investment decision@ICPA 1994)

In the last two decades, some scholars have focused more on asserting the usefulness
of the management reppais a separate section in the annual report. In their viewpoint, MR
haveseveraimoreinformation which e morerecentthanin the financial repoét sontent
(Clarkson et al. 199%ufner 2007.

Following this argument, the current studgeksto elucidatethe most relevant
studiesof which are in line with theurrent study aimg.wo main categories of prior studies
can bedistinguisted; he first category focuses on the studies in the developimy
emerging marketsyhile thesecond category includes studieghe context of developed

countries.

1.5.1 The $udies in the Developing and Emerging Markets

One of the foremost studies the less developed markets regarding the usefulness
of the annual report wasarriedout byWallace(1988)in Nigeria. Wallace investigated the
viewpoints of six usegroups namely, chartered accountantdf{viduals who areikely to
be accountantandpreparethe annual reportfor the listed firms ofor external auditors),
investors, financial managers, senior civil servants, financial asafrstia groupof some
professionals in several fields. Using a survey questiond&@® users were invited to fill

the surveyhowever the collected usable responses were 485. The questionnaire consisted
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of 109 items, and the respondents were askextdte the usefulness of every item. The

results revealed that the accountasitewed low agreememti t h t he ot her use
which could be an evidenc# agap inthe perception afhe usefulness dheinformation
betweertheprepares anthe othewusers. Howevetthatstudy focused mainly on examining

the consensus between the usersodé groups rat

itself.

In the MiddleEast Solas and Ibrahim (199Rndertooka comparison study between
the usersod6 perceptions in Jordan and Kuwai
included twentythree financial informatiorand distributed it on two usgroups the
institutonal investors and the individual investors. Thember of thereturned
guestionnaires were eightyne out of 218n total distributed. The respondents were asked
to indicate the reliability of evengiece ofinformation in the questionnaire and its effen
their investment decision3.he findingsshowedthat the Kuwaiti investors find that the
guestionnaire items are less useful and reliable than what the Jordanian investors think.
However, this studjpadmany limitations. First, they made absolute pamison between
the Kuwaiti investors and the Jordanian investors, without classifying them into institutional
investors and individual investothey neglectetb make angomparison between the two
userso6 groups waninkdepthinvestigation Seapndit focused oalg on
the financial disclosure, while the nonfinancial information sections were completely
ignored. Finally, the authors did not arrange the items according to its usefulness, which, if

they did, coulchavehelpedin identifying the most important items to the users.

Ibrahim and Kim (1994alsoused a questionnaire survihatincluded fortytwo
itemsin order toexplorethediscrepancyevel between four usegroups in Egyptas cited
in Alrazeen 1999. The usegroupsincluded the investors, financial analysts, managers
and accountants. The results showed that the nsuaskevel wasaround57% within the
entiregroups, while the highest agreemeratsbetween the accountants and the managers
(67%). Furthermore, the lower consensus percentegebetween the investors and the
financial analysts with only 26%. Despiteat the findings of this study reflead high
degree of dispersion between the users, it did not focus on the usefulness of the items in
general. Furthermore, the study did not presemntsuggestion to improve the disclosure

usefulness or the items that reded high consensus between the users in general.
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Abu-Nassar and Rutherford (1998)vestigated the perceptions of fiveternal
usergroups to the financiakportsin Jordan. The groupgbeyincludedin the study were
the individual investors, institutional investors, bank loan officers, stockbrokerghand
academics. AbiNassar and Rutherford used a questionnaire suamdydistributed 463
guestionnaires, while thhreturnedwvere 224. The resulshowedhat the individual investors
indicated less importance tioe annual repothan the other groups. The authors explained
this as a reflectiorto their, the individual inestors,lack of accounting knowledge.
Moreover, out of eight sections in the annual report, the respondents chose MR as the third
mostsection in to be understopahile, MR was ranked eighth in the readability, relevance

and reliability.

In Saudi ArabiaAl-Mubarak(1997)investigated the usefulness of the annual report
from the i nv eeirt of @iewt He @arri@d optsatgsesdtionnaire survelys
sample included 249 investment analyatsithe collected questionnaires wenely 126.
The respondents weesked to scale the usefulness of seven sections in the annual report.
The results showed that MRRasrankedasthe least useful section. In addition, the findings
suggested that 51% of the respondents have some doubt about using the annual report
informaion in making thenvestmentlecision, which refers to the lack of transparency and
communications bet ween t helntéréstinghs AMulmeaak a g e me r
asked the respondents to mention the informationvbeg not mandatorilydisclosedyet
has high usefulness amdfect on their investment decisionsle concludedthat that the
respondents seek more disclosure on the future returns and groese. findingsepresent
another evidencen the ambiguity of MR content, which @earlydifferent from country

to another due to the domestic regulations.

Almahmoud (2000xarried out another study in Saudi Arabia. WileMubarak
(1997 focused on one usgroup Almahmoud investigated the usefulness of the annua
reportso sections f r o mgrotph &e individual pneastars, of t
institutional investors, and financial analysddmahmoud designed different vesrionof
thequestionnire foeachusegroup. The returned questionnaires W&26 questionnires out
of 680 distributed. The respondents were asked to indicate whetharathepderstand the
annual reportdéds content. The r eshadbsonsee s s hc
problems in understanding the content of the repatsch supports the results of many
prior studiesHowever, agherewas anothequestionthatmeasure the usefulness of the

annual reportds s edthatiMBwasseen asta enoderatesugefut seurce n d i ¢
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of information. Ina further investigatia, the questionnaire includeshe morequestion to

explore how to improve the usefulness of the annual reports. The results showed that the
users seeko know more financial ratioghatr ef | ect the entityods p
financial sitiuation.At last overall, thefindings indicatedsome weakness in the current
disclosure in MRmeaninghatif certain moranformation was mandatorily required to be

disclosed at the timethe usefulness of MR would be more significad¥nethelessthis
studysought o eval uate the usef ul nbytdlesodyfwithboub e ann-t
asking the respondertsit he useful ness of every sectiono

Ho and Wong (2001as wellfocused on the perceptions of two ugeoups the
chief financial officersas preparersand the financial analysts, as users. Ho and Wong
prepared two different versions of gtiennaires. The first version included fofgur items
and was distributed to the preparetswhile the second version included twemrtyird
guestions an@vasdistributedto the usersin total, theusable returned questionnaires were
ninetyt wo. The results showed weteseenobemaderatch ai r ma
useful sources of information. Furthermore, the respongemitded outt hat t he ent i
managementry to make decisions owhich itemsto be disclosed in the annual reports
without consideringhe efficiency and adequacy thiis informationin meeingt he user s o
needs. Furthermore, while the prepatmtievedthat the current disclosure neaay slight
improvements, the finarai analystgequiremore information antbelievethat the current
disclosure need major reform. Nevertheless, the respondents suggested that improving the
disclosure quality canndte done by the regulation onbnd thathe mostefficientwayin
doing sowould bebyy mpr ovi ng the communications bet we

the usersviat h e i n v e s tandinsréasingkel valuntary disslosure.

In Malaysia,Rahman 2001)tried toshed the lightom he accountantsod g
regarding the usefulness of the annual report. He sent a postal questionnaire to 150 certified
accountants, however, the received responsesaméy difty -five. The vast majority of the
respondent§85%)mentioned that the main purpose of using the annual reporpis\ime
advice to their clientas78% of them use the annual reports to make decisions regard their
cl i ent s & while V1% & theraecountants use this information to manage their own
investments and decisianaking. Furthermore, the respondents considered the financial
report and its notes as the most important sections in the annualaegdhatMR has a
moderate usefulnesRahmanindicated thatthe last findingwould be due tothe
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a c ¢ 0 u nquadity dinsetthey are thenes whoproduce the accounting numbers and

explain it in the notes.

Naser et al. (2003)ied to establish several aspects regarding the usefulness of the
annual report and the necesselnaracteristicshat should be considered to desciitesa
useful source of information. Naseradt surveyed eight usgroups in Kuwaitincluding
the institutional investors, individual investors, bank loan officers, government officials,
auditors, financial analysts, stockbrokers, and academics. They distributed fifty
guestionnaires orachusergroup (400 in totaland received bacR06 questionnaire in
total. Naseretal. askedhe respondents about the extent
sectiongo beuseful, in addition to indicate the usefulness level of &ity items twenty
four mandatory and thirtgwo voluntary informationThe results revealed that the users
depend on the annual report information to make investoesisions andomparethe
performance otthe different companies within the same sector as wédiwever the
individual investorswere found to havesome difficulties in understanding the annual
reports, therefore, theyould depend more othed i r ect communi cati ons
management.Moreovet MR was rankedas third, out of four sectionsin the
understandaility, whereast was considered amimportant source of information and has
a high degree of creditability. The magintrasteftriticised finding of this study is the
contrast between MR importanaes it was chosen by the respondents, and the usefulness
of the voluntary itemsas the users see it. The usefulness of the voluntary items showed that
the futurerelated information is very importgnhowever,that information isalways
disclosed in MR. Tis finding may reflecthe low awarenes®f the respondentsn MR
content or the regulations or/atiditt h e f i r ms 6 payanncy eare svolahtarilyn o t

providing what the usersodé needs.

Still in the Arab regionAl-Razeen and Karbhari (200shvestigated the usefulness
of t he annu a lbasedoptbperteptions ef éhe usersobyrgeying five user
groups in Saudi Arabia. The usgnoupsthey included were thastitutional investors,
individual investors, creditors, financial analysts, and government officials. The authors
collected 303 questionnaires out of GB&twere distributedThe questionnaire included
some questionthataimed to assess the usefulness of seven seatidims annual reports.
The findings suggested that the users consider the financial statéonegitsore important
than the narrative sections in the annual report. However, the respondents considered that

MR has a moderate level of usefulness.
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In Iran, Mirshekaryand Saudagaran (200&%plored the usage of the information
disclosed in the annual reports. Mirshekary and Saudagaran referred to the lack of
mandatory disclosureds requirementsinin 1|ra
evaluaing the firm®performance. The authors used a questiontaisarvey seven user
groups namely, bank loan officers, bank investment officers, tax officers, stockbrokers,
institutional investors, auditors, and academics. They distributed 500 questiommaires
collectedback2450ne The results revealed that the financial statements provide very useful
information, while the other sections, including the notes on the financial statements, MR,
and the auditor repgrtontain less important information. Hoves, one of the limdtions
inthis study is the weak consensus between

still needfor deepeinvestigation

In South Africa,Stainbank and Peebles (20@8nducted a descriptive study based
on a postal questionnaire. Their sample included twogreerps the financial managers
as preparers, and the institutional investors as users of the annual reports. The responses
were 50 out of 172 distributed questionnaires. The respondents were asked to determine the
readability of twenty sections in the annual répehichwould serveas an indicator to the
usefulness of eversection The results demonstrated that the preparers consider the annual
repor t 6 ® bedesscimporantempared tavhat the userghink. Furthermore, the
users chosepbhe; dit hec t amihé foimaldecasissenvderatev
useful sources of information. Nevertheless, the users consttiatedrporate governance
disclosure has a slight usefulneséereasCSR and environment disclosarecored the
leastmeandy both the users and the preparers. However, the low response rate of-the user

group(17%) makes the findings of this studly bedifficult to generalise.

Alattar and AtKhater (2008)rovidedanother evidence regarding the usefulness of
the annual report in Qatar. Their stualjlized surveys to indicatthe perceptions of five
usergroups institutional investorsindividual investorsfinancial analystsbankers and
governmental officers. Alattar and -Khater divided the annual report into eight sections
and asked the respondents to indicate the usefulness of every seditneffecton the
investmeng decisioAmaking. The distributed questionnaires were 220, while the returned
oneswere 150. The findingshowedt hat t he respondents consi de
and MR as useful sources of information, with no significant diffesencéd et ween t he

groupsregardinghose two sections.
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Al-Ajmi (2009)focused on the individual investors in order to explore the usefulness
of the annual report in Bahrain, through identifying the effect oatimaal report parts on
the investmerst decisioamaking. He sent total of 800questionnaires to individual
investorsand received back onl§41one Al-Ajmi asked the respondents to indicate the
usefulness of nine sectioms the annual report. The results revealed that WH® of a
moderate importance. In addition,-Ajmi found that the futureelated items areery

i mportant and affect the userso6 investment s

In the Egyptian contextlassan and Power (200&jopted a survey questionnaire
to describet he f i nanci al anal ystso6é per cpepetof ons r
information The authors sent the questionnaires to 200 financial analysts, but received
twenty-three responses onlflthoughthe findings showed th#te financial analysts find
the information about tolbeusetuhthheirdspoddentalout ur e
consider the historical informatida bemore useful than the forwatdoking performance
information. Furthermore, the results revealed that the quantitative information are more
useful than the qualitative informatioas the mandatory disclosure ismmaiseful than the
voluntary disclosureHassarand Power arguethatthese findingscan be dudo the low
mature level of the market and the limited disclosure requirements under the Egyptian
accounting standardglowever, with a response radé 11.5% oty, the findings of this

studycanstill becriticised and canndie generalizé.

Kribat (2009)aimedto compare between thes emeed$ and the disclosure level
in the Libyan bHerfilstsdesignadiwouiffdrent guegtiannaires then he
sent the first version to th@eparer® f t h e b a n k sadd theatherdodifferemt e p or t s
seven usegroups. The usegroups included the individual investprastitutional
investors external auditorsbankers central bank officerstax officers and academics.
However, the individual investors were excluded laerause Kribat was not able to find
any contact detail® them.Seventyfive questionnairesere sent tahe preparers and 125
to the users, while the returned questionnaires werefbfty and eightyonerespectively
The results suggested that bothhef preparers and the users consider MR as a useful source
for information, despit¢hatthe users scodeit higherthan the preparerdid. In addition,
the results showed that the users considered that MR content is likely to be more
understandable thahe balance sheet and the statement of cash flow. However, MR was
ranked as the least reliability section out of eight seciiotise annual report. The author

sought alsdo explore the problems thahapethe usefulness of the annual report. The
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responeénts indicated many weakness points in the annual repadls aghe irrelevant
information and the lack of information quantity, reliability, understandabjlignd
comparability. In théaterstage Kribat analyzedhe annual reports of the Libyan banks for
the periodbetweer?000and2006 (seven fiscal years). He prepared a disclaosdex that
did not depend on the survey results. The analysis showed that the actual discidisere
managemenaspectsstill weak andthat only less than 30% of the Libyan banks provide
informationrelated toit. Moreover,while only few banks disclosed on its strategies and
keys of financial performance, thesasno disclosuren the riskdy any bank.

Chatterjee et al. (201@)so offeredecent gidenceont he | r ani an user so
on the voluntary disclosure by the listed firms. Chatterjee et al. used a questionnaire survey
thatcovered the usefulness of three narrative categories of information in the annual report
the present, analyticahd prospective relatadformation.The financial analysts were the
target users to run the survevyhile, 51 questionnaires were collected out 60 distributed.

The results suggested that the users seek all the three types of information, but they give
higher priority to the prospective relatadformationthatreflecst he f i r m6s man a
expectations to the future performance and the @natyility in creatingvalue. Chatterjee

et. al. compamtaswellb et ween t he user s O iesacwal disclesmal t he
They used the survey results in preparing a disclosure index; however, the results referred
toadiversityamong he enti ti esd disclosure practices.
i'temso6 di s cl,anaveragethesnesedsclasenl iteins, followed by the present
information, while the analytical items were the less disclosed. Chatterjee et al. argued that

the Iranian firmsattemptto make balance in its disclosure to f@re relevant to the

stakeholders in general.

De Zoysa and Rudkin (201@)yesented the first evidence on the usefulness of the
annual report from the viewpoint of sevenmgeoups in Sri Lanka. The s egrosipdwere
accountants, executives, bankers, tax officers, academics, financial analysts, and investors.
A guestionnaire survey was conducted on 575 umsishe collectecbneswere 264. The
participants were asked todicate the importance of eleven sectiavighin the annual
report. The findingshowedthat therewere significantdisagreemenb et ween t he us
groups regarding the 1 mportance of ei ght o]
report and MR wereegardedas slighty important sources of informatioim decision
making. However, the findings of this studgnstill be criticised. ltmeasuredsame like

many priorstudies he usef ul ness of bakedonalesoniywithoutr e por t
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investigatingthe information types thateredisclosed under ewversection of the annual

report.

In a recent studyni Egypt,Dahawy and Samaha (201diyided the annual report
into eight sectionandsurveyedhe usefulness of these sections from the viewpoints of six
usersgroups.Theselectedusersgroupswereasthesame used ithe studyMirshekary and
Saudagran (2005)Seventytwo responsewere receivegout of threehundreddistributed
andthe results indicated that the auditor repeaiss the highest useful pam the annual
report, while MR hd a slight usefulevel. However, the majority of uselnad difficulties
accesmg the annual reports tfielisted companigsince manyf thesecompanies do not
make tleir reportsto beavailable online. In addition, the study highlighted that the users
were not satisfied with the requirements of mandatasgldsure. The usemsere seeking
informationthat covershe future growth and profit®espitethat thefindings of this study
referredto theinadequacyof mandatory disclosure n meet i ng t hewuser so
numbers ofresponses receivefliom the usersgroups make these findingshardto be
generalisd (sixteen questionnaires were the highest number of respatsdgedrom one
usersgroup, while some responsefrom another usergroup, were only of six

guestionnaires)

In United Arab EmiratesAlzarouni et al. (2011kxplored the usefulness of the
annual r e p o rmaleng invesntent idexisians. Thoough using a questionnaire
survey that included eightyfour items eight usergroups were surveyedamely the
institutional investorsindividual investorsgovernmental investorstock market brokers
fund managers bank credit officers government representativesnd professional
accountants and auditors. The participants were asked to indicate whether the annual report
is enough and sufficienih decisioamaking, as they were askedassess theelying that
they make on sevendifferent sectiors within the annual report. The distributed
guestionnaires were 51®%hile the usable returned questionnaires were 388. results
revealed thab6% of the respondents perceive the current disclosure in the annual report, in
geneal, as not useful. Furthermore, MR were considered as a moderate useful source of
information, as its content has a moderate level of understandability and relevance.
Alzarouni et al. used the survey results in comparing the existed disclosure in thé annu
reports of the listed firms. The results showed that the current disclosure covers only 61%
of the usersod needs, which reflects a discl

resultof the weakness of the obligatiomde byauthorities However, the findings of this
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study highlight some interesting aspects. Firstly, the study aimed to investigate the

usefulness of the mandatory disclosure piiyrprisingly the resultsreferredto some
doubts about the credibility and relevance of this information, which sm®e questions
about efficiency of the regulation and capital market auth@igondly, the study shea

that the individual investors were the least group in usingtimeial report aa primary

source of information, which emphasise that the knowledge of the individual invisstors

still weak as many of th@reviousstudiesindicated

Al-Maliki et al. (2015)providedanother insight othe usefulness of the annual
report in Qatar using a questionnaire survey. faurdred questionnaires wegent to the
individual investors, while the usable returrepgestionnairesvere 313. The participants
were asked to determine the importance of several sources of informatieitbeadmmon

in the financial marketand alsdo mentionthe mai n pur pose of usi

i nformati on. The resul ts il lustrated that

ng

first useful source of information, followed by the annual report. Related to the usefulness

of t he annuas|MRrisecpneideted ad a raotldrateaisefulnesk addition

the respondents seek additional informatbort he ent i tydés | iquidity,

and investments plans. However, as many prior studies, this study focused only on the

usefulness ofthe mainsectionsof the annual repottased oritles, without providing any

deeper analysis on the usefulness of detailed information.

Biswas and Bala (201@)so highlightedhe perceptions of the individual investors
onthe annual report in BangladeshgBestionnaireurvey was carried out and distributed

on five-hundred individual investors, whildhé authors collectednly 316 that were

completed. The questionnaire aimed to rank the usefulness of eighteen sections in the annual

report. The findings suggested that the audit committee disclosure is very useful, while MR

and its related items, the chamanés r evi ew, directorséo
report were seen as moderate useful sources of informati@m.the other hand, the
environmental disclosungas found to havaslight usefulness. Biswas and Bala foatgb
that onethird of the respondents alwaysview the annual reports for the investment
decisioamakingd s p u.rTpey gied® explore the possible reasons of thistter
however,it was found thatmany of the respondentelievethat the lack of inteisting
information is one of thmajorchallengesn maximizng the usefulness of the annual report.

Neverthelessthe same criticisrthat were noted oseveral prior studies still applies here;
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it is not enough taneasurehe usefulnessy only asking theusers about the titles of the

annual r e pwithoutdnsestigating thé wsefudnesktheir contentas well

More recently, Dawd et al. (2018) split the annual report into eight sections and
collected onéhundred and thirtgeven questionnairefn the preparers and the financial
analysts in Kuwait. The results indicated that the management report is a moderate useful
source of information to the investments decisions. Nevertheless, the participants encounter
some insufficiency in the informatiodisclosed in the annual report. For example, they
considered that the disclosure on KPIs is essential to support their investments -decision

making; however, companies are not interested in disseminating this kind of information.
1.5.2 The Studies in théeveloped Markets

The pioneeringstudies on the usefulness of the accounting repoatitggnptedo
provide an evidence regarding the differences in the perceived usefulness of the annual
repor t 0 byingestigating tha sffect of every section oe ihvestmers decision
making.Baker and Haslem (1973jlopted a survey questionnainatincluded thirtythree
items the same items thatereusedby the financial analysts in USA. They distributed the
on a sample of individual investors in Washington, howesad collected 851
guestionnairesThe results suggestthat the individual users find the information on the
future performancéo belikely to affect their investment decisiomsore than the othe
information in the annuakport Moreover, as the questionnaire was prephesid on the
useful informatiorthat is in accordance withh e Amer i can financi al a
the findings indicaté that the individual usersvaluate thenformationin adifferentway

compaedwith the financial analysts.

Chandra (1974) nvesti gated the annual reportso
two different partiesthe publicaccountantsas preparers of the accounting reporting, and
the financial analysiss one of the main usdtbe study usgthe termecurity analyst.
Chandra used a survey questionntiegincluddl fifty -eight items andubmitted it taone
thousand respondenthe results shoad some differences between thweo categories,
which wasrelated,according tahe authorsto thelack of the communication between the
two partiesn identifyingt he user s 6 niewasfaund thetime userd seektmore n ,
information that covers different aspects of the firm performance, while the preparers still
foll ow the mandatory and the traditional di

that the accounting standards maylm®e¢ nough t o meet the usersbo
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The disclosed informatioprovidethe userswith the ability to estimate the future
performanceatherthan focusing only on the present performance. This wasairedriver
for Lee and Tweedie (19758)0 i nvesti gate the usefulness o
survey questionnaire was distributed on 1594 individual investors, who were already
investors ina British listed companyThe colleted questionnaires werd74, where the
respondents were asked to indicate their viewpomt he usef ul ness of a
sections, which included seveactionsand to score the usefulness of several information
regardlessf the section that iwasdisclosed in, such dkehistorical information and future

forecasts.

The results suggest e dvasthd laghesttrdacpartdineei r ma n
95.7% of the respondents read it completely or briefly, while 78.3% of the respondents read
MR regulaty, which wasranked as thircaamong the section®kegardingthe usefulness
aspect, the chairman reparasrankedas thesecondwith a great useful content, while MR
came forthand considerednoderateamportant source of informatioi®n other hand, the
respondent sdé choi ces r etgpesofdnforimatien shiomettiau | ne s s
future forecasts, income information, and liquidisere the most useful information
respectivelyThe findings of this study were pioneeragtheyhighlighted many interesting
aspectsnunder st anding the use;t dspeciaflyrtheflastresuit c e s ¢

related tahe most useful tygof information.

Lee and Tweedie (1975balso presentedanother evidence regarding the
understandability of the annual reportoés ¢
accounting informationis dependent on whetherhe i nf or mati on r ef | ¢
performance in a clear waBy surveying the same sample of their pervious s{udg and
Tweedie 1975p the findings reg al ed t hat the sharehol ders
statement and MR atke highestunderstandable sections, ahatthey read and depend
ontheirinformation when making investment decision. However, they found that the users
have some problems in uerdtanding the accounting informatjahis resultwas applicable
also on the investors who hold an accounting degree. They argued that the lack of
understandability decreases the usefulness of the disclosure regafdiessdisclosure

quantity.

Chandra and Greenball (197@imed thatif the financial analyst$ound the
disclosedinformationto beadequateand fair,then itwould mean that the information is

usef ul and meet the usersd needs. Chandr a
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on the disclosur@racticesthat explain why the mangers oppdke disclosire of more
information. Some scholamrguel that the entitiehave certainreasons to disclose less
information in the accounting reportinfhesereasonscould include the high cost of
producingtheinformation,the possibility othe informatiorto be usedby the competitors,
andthe fearthat the more disclosuneould confuse the reader. However, Chandra and
Greenball clairad that all these reasons are nogally persuasive. However, their survey
included fifty -eight items and were conducted on 800 of the financial mangers (400
preparers mangers and 400 users raes)gand 400 of the financial analysts in USA, while
therecordedesponses percentages41% overall. The findings revesd manyvariations

on the value of theinformation between the preparers and the users. Moreover, the study
foundthat the financialnanagersas preparersegardthe accounting informatioto beless
valuablethan whatwith the financial manageras usersbelieve it to beThe last finding

of their studyshowedthe true reason that explains why the mangers do not disclose more

information.

Benjamin andStanga(1977)surveyedhe usefulness of the annual regortusing
on the perceptions of two external uggoups the bankers and the financial analysts.
Benjamin and Stanga used a questionntied included 79 items they collected 415
guestionnaires out of 12@0atwere distributed. The results reveasignificant differences
in the perceivingof 51 items out d 79 items between the two groups. Furthermore, the
financial anal yst s ctoleekss tnpartantbmpartectoviaithrems 6 f
bankers did. Thidinding can be explained in light of the risk factor thean facethe
borrowerentitieswhen refunding the loans in the futyreence, the banksould not be
engagd in loans whenthere is a high possibility that the borrower will face bankruptcy in
the near future. Also, the results suppdithat CSR disclosure is tieastimportant part in

the annual report for both the surveyed categories.

Chenhalland Juchau (19773uggested that the accounting reporting helps the
investors indirectingtheir investment decisionsy comparing the expected revenues and
risks. They used a questionnaire surtlegt consisteaf 37 factors(most of them were
taken fom (Baker and Haslem 19Y3tudy), however, they collectet025 questionnaires
from Australian investors. The chosen factors cover the forecaste future performance
andtherisks thamvveres upposed to affect the ialoghtorni dual
of resources. The respondents considered the fatu f or ecasts and t he

informationto bethe most useful parts in the annual report. Chenhall and Juchau argued
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that the high rankinggiventot he management 6s qual i tthe it ems
directinfluenceo f t h e masioas@rethedirn paetfermance and share prices in the
future, whichemphasizeshe importance of the human resoudmisclosure in the annual

report.

Measuring thesymmetry ofinformation between h e i n f @nodueets anadn 6 s
users was the aim &firth (1978)study in the UK(as cited inAlrazeen 1999and Kribat
2009) He aimedto investigate whether the twaarties havesimilar understandingf the
usefulness odeventyfive pieces of informationUsing a questionnaire, 302 responses were
collected from four usergroups the financial managers and the auditors as information
preparers, and the financial analysts and the loan officers as information users. The results
illustrated that the producers and the users perceive the items in different ways. While the
financial andysts and the loan officensider6l itemsto be ofa similar importance, the
perceivingof 49 itemswas significantly different betweemo theloan officers and the
financial directors. This study represengeftirtherevidenceonthedistinctivewayin which
the usefulness of the accounting disclosure is perceived lbhatint he user sd ani
producersodo viewpoints.

l nvestigating the institutionwsalsthevestor
main purpose ofnderson (1981¥tudy. He carried out a questionnaire survey to identify
the importance ofhe informationusedin investment decisiemaking including those of
the selling, buying and holding the shares. The respondents were asked to indicate the
usefulness of t he atoideatdylthe sulejgets thahéyseeksnoret i on s
information on. The survey was distributed on a samiiat included threehundeds
institutional investorsthe received questionnaires were 188 (63.08%). The resultegdhow

that the MR is seen de be of amoderate usefulnesas the respondentsquired more
information on the fir m@rmdthemageartsi 60 ngsu,a Itihfei cf

Courtis (1982 ocused on the Australian individ
usefulness of the annuadport unlike Firth (1978) approach, Courtis focused only on the
annual r e pregardléssfthstyeof infoonraton in @achsection. He distributed
4400 questionnaires on a sample of individual investors in 11 gsthbe listed firms.

Courtis asked theespondents o r ank the i mportance of the
resultsreveabdt hat t he ¢ hai r maeereéaskedrtherdsdne foaurtraunal MR

seven sectiongespectively

In a literature revievarticle Hines (1982)compared the findings of twehmased

survey questionnairemt@ntan aldy iss &vi $thu dioene. bl
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the vast majority of the scholars admit tha
the users' groupsoweverwhen it comes to investment decisioaking the users depend

mostlyon the income statement information. Furthermore, he addressed a conflict between

both categories of th&udiesthat was due tthe timeliness. Hines illustrated that the users

think tha the financial reports aredeedvery important,yet, the annual repors being

announced, typically, several weekfer the end of the fiscayear, limits the possible

usefulness of the annual reports.

McNally et al. (1982)used a mixed approach in order to make a comprehensive
investigationof usefulness othe accounting reportin In order to investigate whether the
current disclosure meet tpeofessionall s e r s 6 n, the alithoreonductedatsurvey
with two usergroups the financial editors and the stockbrokers in Australia. The
guestionnaire incluakforty-one itemsthat cover financial and nefinancial information
and mandatory and voluntary items. The received gquestionnaires were 83 out of 187
distributed. The findigs revealed many important points. First, tlveasa high agreement
betweerthe twosurveyed groupen the usefulness of all the items in the survey. Second,
whencomparing the user so ne e gdtsvasvound thathathhe f i r m:
listed companies failed in disclosing the information Wedseen as highly usefulnelkyg
the usersMcNally et. al argued thatven thougtthe findings of several prior studies in
USA, UK,and New Zealand indicated withnatheset he u:
countries the Australian firms stilunawareof the benefits of providing information that

matcltest he usersé needs.

In the UK Day (1986)focusedort he i nvestments regardng yst s o6
the usge and usefulness of the annual repaats well aspn determiningt he anal y st
suggestonsnhow t o i ncrease the anntha@rineedseapr t 0 s
utilized bothcontent analysiapproachand interviews to obtain the required data.uded
the annual reportf two British companies for the fiscal year ended on 31th of March 1982,
then he held structured interviews with fifteen financial analysts in order to know how they
use the information an@valuateits usefulness, which shoulde reflecied on their
investment decisiemaking. The results illustrated thatthought he chai r mands
includedsome useful information, it still need some improvement to increase its usefulness.

The respondentonfirmedthatprovidingmore informaton on the future performance and

t he management s pl ans wil | make the chairn
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McCaslin and Stanga (198fjoposé that there is aimilarity in the information
needed by the financial analysts and the bankenmaking investment decisions. To
examine that notion, the authors formulated a questiontiatéencluded thirty financial
items and applied it on the USAoGtent. The returned questionnaires were 113 from the
bankers and 59 from the financial analysts (out of 300 questiontizategere distributed
on each group). The findings showed high similarity in the needsnatite estimated
information usefulnessof both usegroups. However, this study focused only on the

income statement and its financial information.

In the Netherlandd/ergoossen (1993)ied todeterminghemain purposes of using
the annual reports and the usefulness of its sections. He conducted a questionnaire survey
with the investment analysts in the Netherlands. The returned usable questionnaires were
215 out of 508hatwere distributedAt first, the giestionnaire includksome questiongn
the main purposes of using the annual report. The results of this part suggested that 54.9%
of the users use tlanualreport for investments decisionaking, 38.9% use it in general
ordination andn knowingthefir ms 6 per f or mance in general,
their clients. Second, the respondents were asked to determine the usefulness of ten sections
of the annual report. The findings revealed that MR was ranked fourth, while the supervisory

b o ar doét same imglastin theranking.

The American Institute of Certified Public Accountants (AICPA), a professional
organization, carried out one thfe mostimportant studiegh exploringt he user sd6 opi
regarding the financial reportingf the American entitiesAICPA recognised the new
changes in the businessvironmenttherefore a committeef high-qualified professional
members was formed in 1991 italicatewhat the use®need The investigation focused
mainly on knowing the responaiis observationgntheweaknessesf the current disclosure
andon what information should be covered in the annual reports to make it more useful
(AICPA 1994. However, the committee held many meetimgfore issuing the final
recommendations on improving the efficiency of the accounting reportingredch
valuablerecommendations, a telephone survey was carrieditutLl200 participant (60%
of them were involved in investment decisimraking while 40% were creditoysThe final
findings highlighted many interesting tips. First, the users seek more nonfinancial
information to explain the firm operations and the relations betwéd&rent activities.
Second, the users need information that covers forealdng performancandincludes

the investmaets opportunities and the risaadtheir effect on the neaerm d least. Finally,
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the respondents showed some doubgmrdingg he management discl osu
the managers tend to avoid the disclosure on informat@t might reflect poor

performance, whickvould likely make many informatioto incredible.

Anderson and Epstein (199%sed a questionnaire survey to investigate the
individual I n vregadingthesadnuapreperasecited mAdrazeen, 1999
They soughtt o arrange t he armccardingto thedr pffect borothke s ect |
investment decisiemakingand, consequently, thaisefulness. The results indicated that
MR is the most read pam the annual reparthowever, when it comes to investment

decisionmaking the income statement was considaretethe most useful section.

The changes in the business environment, the regulatamus the accounting
standardg€anprobablyaffect the 8 e pa@nés of viewon the usefulness of the disclosure.
Bartlett and Chandler (199#)vestigated the effect of éke changes on the usefulness of
the |listed entiUKaelcdmparcsed oslhueier i shosadiegbds f i
Lee and Tweedie & the 1970s Bartlett and Chandler used a questionnaire sutivaly
included the same items that were usetth@study of(Lee and Tweedie 197pwith some
i mprovements due to the recent changes in
was sent to 300 of the inddual investors in a specific British listed firm, whibaly 76
guestionnaires were returned. Thredings provedthat the narrative disclosure sections
have attracted more attention by the investors. Furthermore, the results supported an
increase intharsef ul ness of the chairmands report
execut i vandMR, whigeghe importance of the financial statemesais seen to be
decreased. I nterestingly, corpor atwereofover nce
the least read parts. Bartlett and Chandler atghat despitethat many change$ad
happenedn the accounting and auditing standards and disclosure regulations, the lack of
communications between the mangers and the users still exist, which limitsfiieasse

of the business reporting.

In one of the most interesting studiBgattie and Pratt (2008)vestigated the users
views on the importance specificitems relying on theviews of both the professional and
nonprofessional users in the UK. They adopted a questionnaire sbhatéycluded 130
items and were dividedinto eleven sections. The survesas sent to four usegroups
namely, the expert users, private shareholders, finance directors, and audit partners. While
the distributed questionnaires were 1645, the returned questionnaires wersalyp38
addition to 22 follow up interviewdoneby thetelephone. The findirgpf this study show
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similarity in the usersd perceptionwereacr oss
related tothe information that covers the financial performartbe, firm strategy, the
management discussicand analysis and risk€n the other hand, the information on the
environmental and corporate social responsibility was considerdaltbstuseful items.

Grahametal.(2002) ocused on investigat ihowgtheyhe f i
perceive the information, and how they use it in estimatingtheden y 6 s f ut ur e pr «
sample included 200 financial analysts in New YdHe returned usable questionnaires
were 34 only. The respondents were asked to indicate the usefulrestaofsources of
information. The results revealed that MRsa vey important source of information with
a mean scoref 4.53 out of 5-points scalewith 62% of the respondents always s
their investments decisiemaking. In addition, the respondents were asked to evaluate the
importance of specific types of mimation that affect their expectations for the ebtisy
earningin the future. The respondents indicated that the information related to the earnings
growth, future plans, financial risk, operating risk, recurring and-remurring profits, and
thequai y of the firmbés manger s, respectivel vy,
significantly. This study provided very interesting insigistsdeeper understandirgg the
f i nanci away ddtmnkihgyarsdth@vdhey read and use the annual répartritical
way, with focusing on specific items thanhelp inanticipatingthe entityp performance

in the next year.

Hooks et al(2002)aimed to explore the compatibilibetweert h e uveedsamn 6
the actual disclosure in the annual reports. They prepared a disclosuréhatdesiuded
67 pieces ofinformation, thendebatedt in-depthwith a panel consisted of fifteenght
gualified experts. The panel s members wer ¢
their viewpointoonthe usefulness @achitem. Hooks et al. applied the weighted disclosure
index on a sample of the listed companies in New Zealand. The saeciptied the annual
reports that were issudbtweenthe fiscal yeas 0of 19981999 by thirtythree electricity
firm. The results showed that the information related to the management and the ownership
structure was disclosemtlequatelyIn contrast, the disclosure on many other items were
limited within some reportswhile they were neveatdisclosed in other, such as the items
related tothe forward-looking performance, profiand performance ratios. Hooks et. al.
indicated that what ascommonbetween these items, the less disclosed itentisaisnost
of them werevoluntary items, which highlights the gap between what the regulators enforce
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the entities to disclosahat the firms discloseoluntarilyin its annual reporand what te

information that the usetsuly seek .

In Belgium,Orens and Lybaert (200#)llowed a similar approach that ofHookd s
et al., but followed reversed steps. Orens and Lyladtemptedo assess the usefulness of
the nonfinancial information from the viewpombf sellside financial anay s At §irét,.
they prepared a disclosure indgkichincluded 71 nonfinancial informatiobased on the
annual reports content. These items were divided into five categarasely
management's analysis of financial and-financial datajnformation about management
and shareholders, forwatdoking information, background information about the company
items, and intellectual capital information. The authors found that the nonfinancial
disclosurewasincreasd overthe time in the annual perts. Theyinked this findingwith
the continuous changes in the disclosure requirements and the voluntary disélosure.
secondstage the same index was formatted as a survey questionnaire and was sent to the

financial analysts in Belgium. The aimtbis step wa$o explorethe views of the financial

analystont he useful ness of the discl oadihatthe i nde X

increasing in nonfinancial disclosure reduces the gap between the financial analysts needs
ontheonehandyd wh at t imanagersenditotdisciosed the other

Cohen et al. (2011jocused on the perceptions of MO p hi sti cated i
regarding the usefulness of nonfinancial disclosure. They used a questionnairdtsatrvey
included twentytwo itemsandcover three main categoriestbénonfinancial information
t he economic perf ormanceods indicator s, c
responsibility. The survey was carried onlinbereas thauthors received 750 responses.

The results suggestebat the economic performance indicators arentost usefulness
information, followed by the corporate governance, while CSR information aateast.
Cohen et. alexplained hat the respondents ffeel mor e ¢
informationprovidedit wasaudited or organised by the regulation. Moreover, the csers

be more confident the CSR information if itwasdisclosed byanindependent thirgbarty

(i.e., showingcertificates from institutions thdtadreceived dona&bns from the reprting

entity or certificates from competent authoritiesregjagt he r eporting enti

protecting the environment

Johansen and Plenborg (20E3)well attemptedo evaluate the usefulness of the
mandatory nonfinancial disclosuréthin two section®f the annual repgrthe management

commentary and t he f inDenmark. dsing assquestiormaitean t s 0

45

o

n

I

t



included 24 items they surveyedexploredthe perceptions of four useroups and one

preparer group. The usgroups included financial analysts, professional investors

(contained four categories: asset managers, pension funds, private equity and institutional
investors), pvate investors, and banks officers (both credit analysts and client advisers),

while the targeted preparers were the financial managers in the nonfinancial Danish

companies. The returned questionnaires were 288 from the users and 89 from the preparers.

The results showed that the current disclogtasnot enough, anthatthe actual disclosure

level was moderate across aypesof information. Moreover, the respondents still seek

more information orthe forward-looking information, the past year actieg and results,

key performance indicators, and the risRa.other hand, the respondemtsre still not very

much interestedbout corporate governance andporate social responsibility information.

These findingconfiimt he gap

andthatthe preparerstilu nawar e

bet wedesn atnhde tuhsee rfsiér nmmsebe a cC

or

negl ect

1.5.3 The Lack of Usefulnesdn the Financial Report: Overview

The above two sections illustrated considerable amount of prior studies on the

t he

userso

usefulness of the accounting report. The research in the emerging countbeguras the

eighties of the last centurgfter roughly two decades ibbeingfirst begunin the developed

economies. Byhattime, the studies in the developed markets Hmendecrease, while

more attention has been paid to the emerging markets (Tablel.1). The majority of studies in

the emerging markets focused on the Asian economile lessattentiorwas paido other

markets inthe other regionsAlthough several studies were carried out in the Arab Gulf

countries, the results tifiesestudies may ndbe applicableon the Egyptian contexsince

thesec ount r i es & based maindyrithe getroleum sector, while the Egyptian

economy is more open and does aependmainly on a singleeconomic sector.

Table 1.1 Summary of the Prior Studies through the Last Fieeddes

Years/Markets| Studies on thesefulness of annual repol
Developed Markets  Emerging Markets Total

19711980 7 - 7
19811990 6 1 7
19912000 7 5 12
20012010 6 14 20
2011 2018 3 4 7

Total 29 24 53
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However, the subject of these different investigations/studies was not always the
same. While, some studies sought to arrangc¢
(e.g.,Abu-Nassar and Ruthiard, 1996 Alattar and AlKhater 2008;Almahmoud 2000;
Al-Maliki et al. 2015; AIMubarak 1997; Anderson 1981; Biswas and Bala 2016; Courtis
1982; Kitindi et al. 2007; Lee and Tweedie 1975b; Mirshekary and Saudagaran 2005; Naser
et al. 2003; Rahman 2001tathbank and Peebles 20@her studies tended to divide the
annual report into several sections, however, the number of these sections was different
from one study to another. For example, the annual report was divided into four sections
(Naser et al. 2003seven sections (e.g., Almahmoud 2000:Mlbarak 1997; AlRazeen
and Karbhari 2004; Alzarouni et al. 2011; Courtis 1982; Kitindi et al. 20@€; and
Tweedie 1975a, 1975b), eight sections (e.g., Alattar aridhater 2008; AbtNassar and
Rutherford 1996; Samaha & Dahawy, 20D@wd et al. 2018Kribat 2009; Mirshekary and
Saudagaran 2005), nine sectigAs-Ajmi 2009), ten sections(Al-Maliki et al. 2015 De-

Zoysa and Rudkin 201®ergoossen 1993fifteen sections iiBartlett and Chandler 1997
eighteen sections ifBiswas and Bala 20)6and twenty sections {itainbank and Peebles
2006.

Unlike of this approach, other studies focused on investigating the usefulness of
specific types of disclosure or specific itefesy., Baker and Haslem 1973; Benjamin and
Stanga 1977; Chandra 1974; Chandid@reenball 1977; Cohen et al. 2011; De Zoysa and
Rudkin 2010 Firth 1978; Hassan and Power 2009; Ho and V200d.; Hooks et al. 2002;
Ibrahim and Kim 1994; Johansen and Plenborg 2013; McNally ,e1982; Orens and
Lybaert 2007; Solas and Ibrahift992) while, finally, very few studies followed both of
these approach altogether (eA-Ajmi 2009; Alzarouni et al. 2Q1; Backer 1970Bartlett
and Chandler 1997; Beattie aRdatt 2002; Graham et al. 2002; Lee and Tweedie 1975a).
The author believe thatvne st i gati ng the usefulness of t
competitors to one another is not sufficient with the existence of accounting standards in
every country around the world, while, it is more important to focus more on the usefulness

of the infaomation types in every section.

Another noticeable phenomenonsame ofthe prior studies in genere that the
usersgroups who were subject to the investigatism@seinhomogeneous, which may lead
to inaccurate findingsThe researcher argutsat the usefulness of accounting information
depends mainly on the purpose that the targesed needg for, which means that it is not

accurate to survey the tax officers or the governmental officers if a study tries to investigate
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the influence of iformation on invetment or lending decisiemaking. For instance
Mirshekary and Saudagaran (200KYyibat (2009) and De Zoysa and Rudkin (2010)
surveyed the tax officers as one group in their surwelide Naer et al. (2003¥urveyed
the governmental officers as one group in their study. In such cases, somecdoul¢s
raisedregardinghe relation between thessersgroups andhe evaluation afhe usefulness
of informationthat covers the firm strategy, thmangers skills, the financial performance
indicators,andthe expected revenues in the next y#anaspresumedhat some of these
usersgroups,as a result ofthe nature of their work, focus only on the quantitative
information included in the main financial statemerdsd the importance of narrative

sectionswvould be lowerfor them

Nevertheless, many prior studies assumed thasebgons on thenain financial
statements$o be ofthe highest usefokssin the annual remrt; therefore, the surveys they
used were designed to investigate the usefulness of information disclosedsén th
statements, while other sections in the annual reports were seen as seagsefidsources
of information. Thefollowing arguments wilhighlight the increased criticisnibat were
directedto the financial report, and the necessary refogmwhich the usefulness of its

contentcan bemaximized

Thus, from the methodological perspective, there are three main methods that are
popular in the literaturef the usefulness of annual report. First, the questionnaire surveys
are the dominant met hodol ogy i n i wpoietsti gat
Second, the content analysis approaes alsdollowed in several studies, sometins
its ownwhile other times, more oftemith another methqdsuch agjuestionnaire survey
or interviews. Some scholars tendecatalyzet he f i n an cepats in @deratd y st s 0
determine which information is wuseful and r
advices and decisiongOn theother hand, some scholasalyzedhe annual report itself in
order to compare the disclosure practices wighfilidings oftheir questionnaire survey or
the undertakerinterviews. The aim of #it analysiswas toprovide a comparison between
the usersd perceptions regarding the wuseful
of theannual report. Thirdhere was only d&ew scholarsvhoadoptedheinterview methog
probably becausthis methodchassome limitatiols and d@snot present accurate results
especiallyif it wasbased oronly few usergdue to the limitations of the time and the cost)

to determinghe usefulness of the annual report. Therefore, in many cases, the interviews
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were adopted side by siddth another methgdsuch as questionnaire survey or content

analysis.

It is alsonotedthat he accounting disclosure might be considered as a pr({ioyet
200)). In thecases ofntense competition, the successful enterprises represent its products
and services in awahatmat ches the clientsd needs. The
follow the same strategy ipreparing the business report, as the usetbeghformation
expecto receive some useful informatiotinat ispresumedo reflect the current situation of
an entity and whethats investors should sell, buy, or hold their sha@ECPA 1994.
However, the financial repoon its owndoes not provide enough informatitor the users
to havea complete viewof the entity. A first limitation of the financial report is the
standardization process that controls how to prepare it and how to explain the numbers
through the notes.hk financal report includes specific information, as required by the
accounting standards, which reflecied on the information that appear in the financial
statements anttheir notes(Schroeder and Gibsdr990. Another limitation of the financial
report is the lack of forwartboking performance disclosure. The financial statements
include, by its nature, historical informatiomat reflects the past andhe current
performance, while the users seek enarformationon the planned expansions and the

future performance FASB (1978) parayraph2l).

This weakness in the financial report highlights the important role of the
management repéPtin improving the usefulness of the accounting rep@tarkson et al.
1999. MR provides explanations of the surrounded conditions that infiitbedinancial
st at eme nt sekplanatioeshauld highliglet moreletailson the events thawere
not disclosed in the financial repdtASB 2010h. This disclosure is supposed to support
the financialreport and to increase the usefulness of the business report in g&nettad.
other hand, many of the accounting numbeesemeasured based on estimates, therefore,
the business report shoutttludeinformation to explain the assumptions and surrounding
conditions that led to these numbefAGB (2006) Parapraphs: OB15, OB19 & OB26)
This kind of information helps the users in better understanding the factonmplaat the

@ The management report (MR) has several names that differ from one country to anothemfpte,dASB

called it Management Commentary ( MC), in the US ar
Anal ysiso (MD&A), while in the UK the entityds m
important reports include the Strategic Report, Baafd Di r ect or sé Report , and C
Report. However, in Egypt, the entity6s management
Reporto. I n the current study, the names of MR, MC
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preparingof these numbers. However, many of this information does not appear in the
financial statements arttieir notes thus they be showiin the management commentary.

In addition, regulatorsf thedifferent markets have realised that the financial reparois

longer considered asformative as it was before anbdat substantial éform is strongly

needed to improve the quality of accountingreposte r vi ng t h(&irdhasreet s 6 n e
al. 2012.

Foll owing this argument, Al CRhatdosusede por t
onthe useful information faheinvestment and lending decisions. The model inddide
main parts with anajorconcern on notfinancial information. The first part covers financial
and nonfinancial informatiorrelatedtd he f i rmés activities and p
thatwereused by the mamgement in the internal decistiomaking. The second part inclutle
informationont he management 6s analysis of changes
The third section focuskeon the risks and opportunitiethat wererelated tothe forward
looking informationand how the mangers set plans to overcomsethgks or seizethe
opportunities. The fourteectionmentiored theinformationrelatedtana nage mesat boar
compositions and ownership structure. Finally, the fifth sedibmasedon t he ent it

objectives and strategiepng witha brief description of the business sector.

After more than two decades sintbeissuingof theAl CPA6s report in
is known regarding the role of MR in enhancing the transparency in thal caprketsand
insupporting the investorsdé ability to make
domestic regulation is the principle guide to identifyatvolume and quality of information
have to be disseminated in MR suggests that evepapital markehasits own rulesin
determiningsuch a disclosur@.he next chaptewill attemptto closdy view the usefulness
of MR in the accounting literature and illustrate wigbes of information should be

presented in MR in order tnaximizeits usefulnessn investments decisiemaking.

SUMMARY

The research omsefulnessof accounting reports has gathhuge attention by
scholars and professional bodies. The increased role of stock markets in the economic
growth has shown that the accounting system should produce and present enough and useful
information in ordeto enlightenthe usersegardingnvestments dasionmakingandalso
to enhancehe accountabilityof the managergo the ownersNotwithstanding thenany

studiesthathave been done on the usefulness of accounting refi@tmajority of tlese
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studies focused on evaluatiwdatparts of the annua¢portwere the mosiseful depending
on the current disclosuneithin them Many of these studies did not present empirical
evidence regarding how to increase the usefulness of differentrptirésannual report, as
the research on that painparticularly in North Africa region still very limited.
Furthermore, itvasshown that the financial statements anelir notes are not enough to
explain the surrounded conditiorm$ an entity, which emphasizeghe role of MR in

complementinghe usefulnss ofthea c c ou nt i rogtcomes.st e mo s
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CHAPTER TWO : The Usefulness of Management &port and the

Development ofResearch Questions

2.1Introduction

The regulatory bodies have set specific rtiescontrol the content of management
report. However, theraresome differences in the requirements of disclosure in MR from
onecountry to anothelThis chapterseekgo define MR and to highlight its importance as
a complement to the financial report. Thére chapter discusses the main elements of MR
in thelight of the rules set by some regulatory bodfdso, a full description to the effective
and usefupreparingMR of will be illustrated.At last, the chaptewill discuss the relevant
theoretical famework for the current study and theveloping the research questiohbe

chapter concludes with identifying the Egyptian context.

2.2 Definition and Importance of the Managemat Report in the International
Accounting Standards Bards

The management rept concept refers to a report that includagxtra information
which differs from the financial statements content, whereas the main objective of this
information is to capturawide viewonthe past, current, and expected performance of an
entity, andto highlight thecaseghat are expected to have impact on the ewiityerin
direct or indirect wag. The International Accounting Standards Board (IASB) represents a

comprehensive definition on the management commenta$B((2010b) IN3)

fiManagement commentary is a narrative report that provides a context
within which to interpret the financial position, financiaperformance and
cash flows of an entity. It also provides management with an opportunity to

explain its objectives and its strategies for achieving those objedives

This definition debates several components that should be disclosed in the
management commentarwhile management commentary is a narrative report by its
nature, this does not mean that its content is limited on qualitative information only. The
narrativeinformation in management report covers the objectives of the enterprise and the
strategies thatvere stated by the managers to aclei¢vese objectives. In addition, MR
providesmore detail®nthe firm performance and the surrounded conditions thab et
performance and affesdithe cashflows. The management repstiouldalso include some
guantitative information to highlight some aspects that do not appear in the financial report.
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IASB highlights the importance of management commentary togées:

AfUsers routinely use the type of i nf or mat
commentary to help them evaluate an entity?d
as wel |l as the success of management ds str
objectives. For many entite management commentary is already an
important element of their communication with the capital markets,

supplementing as well as complementing the financial statementASB

20108 Paragraph IN3

It was proverthat the users use MR to assess the firm performance and the risks.
Information about the risks could be helpful to the users in assessing thecgnaegn
issue, whether the firlns  a c Wwerewuni fdcti steapely specific risks, and the strategies
that the management follows to overcome these risks. Assessing the firm performance is a
reflection to the management successadministeringits plans and strategies. This
evaluation serves the users in tways; first, in making investment decisionsn the
enter pri s e 0 3nassdssing hes managemend stedvardship and whether the firm
performancavasconsistent with the previous faa&sts. Tkse two aspects support, in a way
or armother,thebetterresourcesallocation for the successful enterprises, wipissurethe

firms that havewveak performance to improvkeir strategies and returns.

Hufner (2007)suggestdthat MR provides some vital informatidinataims to help
the users in investmentecisioamaking. He argugthat overcoming the weaknesn the
financial report requires improving tieformationquality and quantity in MR. Moreover,
some scholars documented empirical evidence that thsidelanalysts in the US depend
heavily on the MD&A information(Regereandt hey
Grant 1997. However, there is aotablelackini nvesti gating the use
regarding the usefulness of MR and whether it fills the gap between what the users need and
what the financial report prades (Hufner 2007. Furthermore, the SEC suggests that
presenting the MD&A aims to explain the financial statementshe eyes ofthe
management and to increase the quality of financial disclosure through explaining the
conditionsthataffected the earnirsgand the cash flom&SEC 2017.

Consideringheuse8n eeds shoul d affect the manager
informationshouldbe disclosed to the users. The management should consider the needs of
the primary users, current and potential investors, lendedsother creditors. MR should

include information that complement the financial report, and provide integratedsiofage
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the enterpris€lASB 20100 . In order to achiee this integration, MR should includiee
informationthatcover the past performandbe current progress, atite forward-looking

information.

Being a regulated report, the quality of MR content depends mainly on the
effectiveness of legal requirememégyarding the extent dfe information to be disclosed
in MR andon the power ofenforcing andobligating the companies to disseminate that
disclosure. The main aim of MR is not only to explain narratively the outcomes of an entity
over the fiscal perigdbut italsoextends to highlighting the past and future conditions and
their effect on the current and future performariGrdharry et al. 2011 Indeed, MR
should enable the reader to know the current trends and whether these trends are expected
to continue in the sheterm andlongterm and affect the future of the compangither
positively or negatively. Therefore, one can say that the umsefsilof MR depends on the
comprehensivenesgegree of the content provided withinand whether the regulated

requirements and the preparing process fotloavrde of Gsubstance over forin

2.3Elements of the Management Report

The content of the managent report depends primary on two factéine mandatory
disclosure requirements and the manageméw regarding the voluntary disclosure.
Generally, the effective MR should cover, at least, the following asf)a&B 2010h ASB
20006:

- The nature of the entity activitieaformationonthe industry, thenain markets and
the competition statues in this industry
regul ations that control the entityds ac
entitybés structure

- Objectives and Strategiesvery entity hasome objectivethat it worksto achieve.
MR should provide information to highligttteseo b j ect i ves and t he 1
plansin achiewng them which helst he wusers i n understand
priorities and the required resources to achieve the results. In addition, the report
should indicate any significant change in the objectares explain the reasons for
thatchange and its effects on the entigrformance

- Resources, risks and relationshipthe management report should include
information on the availablefinancial and noffinancial resourcesand illustrage

how the management employsemin the enterprise operations in order to create
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value. The disclosure on the resources include, for example, the cash flows and
liquidity, human and intellectual resources, and the capital structure. The report
should disclose informatioonthe primary risks thatepet he ent i t yds act
the stratems takento overcome theseisks this disclosure helps the user in
assessing the impact dheser i s k s on t he entityos re
relationships between the shareholders and the entity and the effect of those relations
on t he e mtancé shaulsl bejsceliscfosed in the report.

- Results and prospecti:is important to provide the report with a description of the
entityods per f or mafinanaal restilts, mrad rwhetharlthe futnrd n o n
performance could be estimated basedhendurrent performance @rould it be
different. On the one hand, the report explains the performance during the ended
period and the factors that influenced the performance. This explanation enables the
users to understand the general trends behind tfeempance, which could be useful
in assessing the managersd performance &
not. Moreover the past performance could be used in estimating the future
performance. In the normal conditions, it is supposed thatutbesfperformance is
an extension tdhe past andthe current performancehence the report should
illustrate whether this attitude will continue in the futarenotand what the factors
thatcouldlead to different trends, if any.

- Key per f orcat@atle@dfsrmanae thdictors highlight the management
performanceand compare the actual results wit|
include some indicators that reflect the
and the performance. Using indicators and measurements helps the users in
understanding the realdeperformance. To enhance the usefulness of these
indicators, the report should explain why the performamaechangedthan the
predictedone in case it was changetiowever, the indicators could lsembined
of financial and notfinancial, while it is peferred to be financiain some aspects
it is not possible to use quantitative indicators to assess the perfor(handbe

effect of a new regulation @n increasing the taxes rajes

In addition, FRC has a different classification regardingsthiges that should be covered
by MR. As it mentioned previously in this chapteRC emphasises dualitytheobjectives
of the business report. In thagard the MR should include relevant information to help

the users in making investment decisionsd @a help also witht h e managemen
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accountability. Therefore, the following aspects should be covered adequafiy(FRC
2014:

- The ent ity 6 srfomnanceahdatpposiiontat,the peend;

- Informationthatclarifies the future prospects;

- The stated strategies for achieving the
- The business model and how the enterprise generates value in tterfang

- The governance ants mechanisms; and

- The directorsd r e munvereusedindeterminimglit. t he f act

In the US, the content dhe MD&A is subject to the requirements thie S-K 303.
Accordingly, every listed company in SEC $#o disseminate information ued the
following partsof theMD&A (SEC 2017

- Liquidity and Capital Resources.

- Results of Operations with distinguishing between irregular components of the
income

- Off-balance Sheet Arrangements.

- Tabular Disclosure of Contractual Arrangements: including-tengn Obligations
and Finance Leases.

- Forwardlooking performance.

- Research and development activities.

- Related Party Transactions.

- Fair Value Measurements

It coud be arguedhat the differences irelements ofthe management report are
inconsiderableand that the mainobjective of the regulatory bodies it0 enhane the

usefulness of this report.

2.4 The Wsefulness of the Management Report: Some Insights from International
Accounting Bodies
| n I t sA RaooBnglisii Handbook: How to create clear SEC disclosure
documens, t he U.S. Securities and Exchstmge Cor
improve the nderstandability and the usefulness of the reports that the listed entities have

to prepare and present to SEC. The book highlights four important tips that the preparers
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shouldbe concered with when they prepare any repaovith the SEC requirements. The
tips areas follow(SEC 199&

a Does the report structure is in simple amdlerstandable language to the investors?

b- Does the report include useful information to the investors?

c- Does the report neglect some important information?

d- Does the report include voluntary infor:

investment deciens?

Furthermore pased orboth the literature on MR and the efforts of the professional
bodies; the current study concludes that preparing interesting and useful MR should follows

somecharacteristics

Diversity and comprehensive information

The managene reportprovidesa view of the firm in eyes of the management,
therefore, the report should present a comprehensivtent taken from the information that
the mangers use in managing the entity. As MR is a geperpbse report, theiversity is
a necessityto meet the varietpft h e u s e Atsthie same taehys order to provide
relevant information to the users, the report should focus more omdkesignificant

aspects and activities, whichdsnsistentvith the materiality principl€ASB 200§.

Tavcar (1998¥riticised the content of the management report because it proardes
incomplete informationFor example, when an enterpriseeksto explain thancreasean
its revenues, iis likely to usesomesentences uch as fArevenues i ncrea
ofthehi gh r at es (Tavtarl®9g.r Whialnel stohe ent it yds mana
this sentence represenanadequate disclosurthis information isin factambiguous and
toogeneral sinceit does not explain the real reasdmehind that increase (i.eeducing the
production and mar keti ng c o,sotthe exitiohspnteovi ng

competitorant he mawc)k et é

MR should cover informatioant he f i r mé s o goekinggeifoomargce, f or w
risks and opportunities, corporate governance, corporate social responsibilitg|ced
informationonthe managers themselves. This informahdpsthe users in understanding
the past performance and the surrounded conditions that affected it, as, welt@gdes
someinsightsinto the future performance and whether the managemastqualified

enoughand respect the governance rules or not.
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The Credibility

To be credible, the content of MR should be sulkpict anauditing bysomeexternal
auditor. In addition, when it isecessarysome information requireds beindependery
estimaedby an external expertor examplethe expectationsegardinghe adjudication of
somelegal disputes. These actions make the information indsemore transparent and

useful.

New informatior

When MR present the same information thiasalreadyexistedn the financial report
thenits content will be uslessin order for it tobe useful, MR should provide two different
typesof information. First, additional explanatiofts some information thatasdisclosed
briefly in the financi al report due to the
should notproviderepeated information that was already disclosed in the previous yeatr/s.
According tothese two aspect®very information in MR should ddnew insights to the
user 6s lofithe firn (@alcprel993

Relevant Language

In some cases,however, MR can include some technical and complex
terms/informatiorthatmay notoeeadl y understandabley all the users. However, thissue
would not mean that the firm have the right to avdistclosingthis informationaltogethey
alternativelythe firm should explaithat informatiorin the most simple and understandable
language to the user@avcar 1998 Furthermore,(SEC 1998 points outto several

problems in the language that is used in preparing fidiRexample, it

- Useslong sentences or very abstracted words which makes the ctimbettoring
or fuzzy;

- Usesvery complex wordshatmakestheinformationto benonunderstandable;

- Usespassive voic¢hatconfuses the readeand

Presentghe report in a vapid design.

As the objective igo provideuseful information, every firm should considbese
aspects and prepare its report in a way that maxathisedecisiorusefulnesgFraser et al.
2010.

The Flexibility (Materiality)
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Despitethatpreparinghe MR is subject to some legal requirements, it is better to give
the entities a level of flexibilitywhenpreparinghem Even thoughhere are several sectors
and disciplines in aapitalmarket the entities within the same sector have similar actiyities
these activitieson the other handre different from one sector &wother. This argument
shouldbereflecied on the process of preparitige MR. In such this case, the flexibility is
an important factorin giving the managemerthe ahility to present the information ia
more suitable form rather than omginglefixed one(IASB 2010h Bryan 1997. However,
the intendedflexibility would not imply the absenceof the regultion enforcement and
control entirely; ratherjt would meanto follow the substance over the forfirstly, the
regulation should guarante@ adequatdevel of disclosurewnhile giving the firmsthe
ability to choose the best form which theyrepresenthe informationin anarrativeway
or by using graphs and tabldsor example the Canadian Securities Administrators (CSA)
have set specific requiremerits disclosure in MR, however, theay of representing the
content of this report is completelariable in accordance witthe vision of every listed
company and its activitie¢Girdharry et al. 2011 Secondly the entities should be
encouraged to provide more volionasdessingothdi scl @

thedecisionusefulness and the management accountability.

Relevant Presentation Tool

MR covers many aspecishich include qualitative and quantitative information.
While the qualitative information cannot be disclosedlinarily, in a singleform, many
guantitative items become easier and more understandable wthey aredisclosed in
graphs and tablgBeattie and Jones 200B92). Therefore, th managers should consider
themethod that iselevant clear, andmakes the information more useful to the readers.

The cost

As some argue that producing and presenting more useful information requires
additional cost, these costs couldactbe reduced. Every firm produces informatiorbéo
usal eitherinternallyor externally, and the mangers decide the items that wilbhantarily
included in MR. Thereforeexternallydisclosing andeporting more information by using
some of the usefuhternatpurpose informatiortan onlyincur the entity low cos(FRC
2009.
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2.5 Reviewing the 8idies on the Usefulnes of the Management Report

The concern regarding the usefulness of MR has stantaderious waywo decades
ago. One of the elest efforts on thamatterwas done byBryan (1997) Bryan examined
the compatibility between BI&A content and the financial analysts forecastthe future
performance disclosurasan empirical evidencen the usefulness of MD&A content in
USA. The sample included 250 MD&A reports for the fiscal year 1990 and it was suabject
to a logistic regrssion model. The results revealed a positive relghipnbetweenthe
entityodés futur e ptérminvestnentssdecisions. Desgitattaisistudys h o r t
didnottestt he wuseful ness fr om t mdirectemmricatedidece e ws |,
which suggests that MD&A hashe potentiality of guiding the investment decisions.
Nevertheless, the findings illustrated that the forwlaaking disclosures is important to

the current and prospective investors and their investment decisions.

Barron et al. (1999%pllowedasimilar approactoBr ayandés. Barron et .
the usefulness of MD&A byssessing the relatisiip between MD&A quality and the
accuracy ofanal gat®adngs forecasts i n USA. The
requirements by the Securities Exchange Commission (SEC) to evaluate MD&A quality.
They agred with SECviewpointthat the financial statement® their ownare inadequate
in providingthe users with a predictability informatiofhe authors carried out a content
analysisthati ncl uded the annual MD&A for 284 1i st
forecasts reportor the same firmsThe resultgeported that the analy$t®recasts errors
wereassociated negatively with historical capital expenditures, forlaking disclosure

on the operationgnd the capital expenditure

Clarkson et al. (1999%pcused on investigating the role of MB& as a part of the
firmdéds disclosure, and the usefulness of ML
They used a mixed approach that were based on interviews and a questionnaire survey. First,
they interviewed fiftyfive financial analysts who we working at Toronto Stock Exchange.

The interviewees assessed the usefulness of five categories of information that were
disclosed in MD&A; namely, financial conditions, operations, liquidity ratios, risk
management, and forwatdoking performance. Furermore, the scoring points ranged
between 20 points for thaperationsategory, and 10 points for every other section. Second,

t he authors used the interviewsd findings t

of MD&A; accordingly, they digibuted 416 questionnaires on the safle financial
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analysts, whereas the usable collected questionnaire weretinggyones only. The survey
results were consistent with the interviews findings, which confirmed that MD&A provides
many useful andovd information. Finally, in order to measure the actual disclosure by the
listed firms, the authors performed a content analysis on 91 listed companies in the Toronto
Stock Exchange. They reviewed the forwarydking performance disclosures that were
published in MD&A in 1992. They found that 68 out of 91 company provided new
information that was not published at any other source or channel of disclosure. The authors
argued that MD&A is an essential part of the firms reporting and that it plays a major role

in directing the investment decisions.

In a literature review articleCole and Jones (200@nalyzedthe prior studies on
MD&A done onthe USA. Their analysisshowed that the content of MD&A provides a
value relevant information. MD&A helps the users in understanding the firm operations
expecting the future performance, as it provides more d#tatiexplain the goingconcern
issue. Moreover, the authorauind that the prior empirical studiegusedon the usefulness
of the financial statements afitkir notes, with less concelon theMD&A content. The
authors added that tlexistingresearcton the usefulness of MD&A and its effect on the
investment desion-makingis still limited. Finally, they reported that the majority of the
prior studies on MD&A focused on some industrial sectors, which lim&generalization
of theirresults. They argued that more evidergstill needed especially on the ndiva
sections of MD&A.

In aconceptuakvaluation studyHufner (2007)alsoe val uat ed t he SEC ¢
requirements in MD&A and the role of MD&An providing useful information to the
investors. He pointed out that MD&A should contain predictive informatyen, the
forward-looking mandated disclosurie still insufficient since it has a slight indirect
foretelling ability. As well as the futurends 6 di scl osure is wuncl
entitydéds management t o di biledeglestiagtlegconditbns e x p e
that affeced these trends. In addition, MD&A reflects the management standpoint, thus,
there is noguaranteehat thereportwill include the items thatere demanded by the
investors and the users in general. Hufner argued that MD&A would be more sufficient and
mat ch t he i nfutemvida inb@nationeoa thacompetition and available
opportunities in themarket, with highlighting the risks thashapeevery activity or

production line.
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Sun (2010) investigated the relationship between the disclosure tlom
disproportionate increa®f inventoryin MD&A r eport and t hefthaeser so
future performance. The authors suggested that when a firm provides more information to
explain that increasen the inventory, that type of informatiowould reflect more
transparency and help the users irdtng the future returns. The study used experimental
approachtand dependedn observationghe sample included 568 industrial entities and the
covered a period of five years. All the chosen firms had reported, in MD&A regport,
increasan their invertories, but not all of them provided more explanationghe reasons
behind that increase. The results revealed that explainindigpeoportionate inventory
increases correlate positively with good performance in the futunegh includes the

growth am the revenues.

2.6 Discusson on the Prior Studies of the Usefulnes of Management Report

This section includes an overvi@mthe studie®f the usefulness of the annual report
that was mentioneih the first chapter, andnthe studieshatfocusedon the usefulness of
management report onlgsin the previous section.

Overall the vast majority othe studiesonthe developed markets found that MR and
chairmandés | etter are t he mmemttarywitstbefrasdlts sect i
from the emerging markets. However, many of these studieboth developed and
emerging marketaimed manly to” investigate the usefulness of the annual reports sections
with headlinesonly, which would make the survey result® be dependenbn the
respondent orothe kypeinifoenthtipe thavasdisclosed ineachsection.In
that case, the responsaeuld bedifferent according to the legal systéne., common or
civil) and theu s e awérsnessf the most efficient way imsng the informationOn the
other hand, some studidemandedhe users tstatethe most important information that
they desire to find in the annual report. Inth#ése studies the emerging markets, results
showed that the respondents seek more infornrata the future performance and risks.
This findingemphasizethe high usefulness that MR might presentdasers if it includd

thesetypesof information.

In addition, many prior studiegnoredthe legal environment and did ragmonstrate
the mandatory requiredisclosurein MR; instead, they focusednly on evaluating the
current disclosure without asking the respondents about the information they desire. As

result, many prior studies could be desatibs@valuation studigghat do noprovide any
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suggestions to increase the usefulness of accounting reports. Never{fradess 1980
signified the effect of the cultural differences between the developed and the developing
countries,which therefore indicatesthat any empirical evidence from the developed
countries may not applableon the less developed markets. Itwsll known that the
domestic culture and socioecononfiactors affect the disclosure practices significantly
(Gray 1988 Dahawy et al. 2002

In the North Africa region, onlywo recent studiewere undertakerby Hassan and
Power (2009) and Dahawy and Samahg42010) However these studiefiad a major
limitation since the response rate that they received was very low (around 15% and 24.7%
respectively), which limits the credibility of their findings and plessibility of generalizing
their resultsThe first studyfocused only on the viewpoint ttie financial analysts, which
is neverenoughin providingcomprehensive viewn the usefulness of the annual regart
investments decisiemaking for example.ln additions, the second study included six
usersgroups who have different motives in using the accounting information (e.g., the
auditors, academics, loan officers, financial analysts), therefore, the findings do not serve in

understanding the needs of #ie usersgroups together.

Additionally, some scholars investigated the usefulnefisedfusiness report from the

pr epar er(Gdahameti ab B00% suggested that the directors are awafehe
importance ofvoluntary disclosure, thus, they endotbe increasingof the voluntary
disclosure taupholdthe stocks priceshowever they have certain controtiat limit the
disclosurequartity if a specific informationwould cause any unwanted behavidmgthe
shareholderdNonethelessthe studies thattemptedo compare between the perceptions

of the preparers and the users have found significant differences. All the studiesubed

on the pr epaieqgrCGhdndrg £974¢ €hartdria and $Sreenball, 1977; Firth,
1978; Ho and Wong, 2001; Johansen and Plenborg, 2013; Kribat 2009; Stainbank and
Peebles 2006; Wallace 1988pcumented that thegegardthe informationto be less
important compared tthe usersThis common findingndicatean exising gap thaisshows

how the listed entities do not provide enough disclosure to the users, which plays a

significant effect on the market efficiency.

Moreover the majority ofthesestudies have similar limitatigrtheir methodology.
Many studieshaveonly employed questionnaire surveyghile not consideringanalysng
the content of annual reports in order to evaluate to what extent these reports include
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voluntary information, whictwould provide stronger evidenam the disclosure practices

and whether the preparers, as the controller of the voluntary disclosure, disclose more
information rather onlythan the mandatory itemer not. On theone hand, the financial

and nonfinancial idclosurehaveincreasedoy the years, but there ill a lack of the

accounting researcthat distinguises between the useful anithe useless information
(Johansen and Pleoty 2013. On the other handTrombetta et al. (2012kferedto the

lack of the academic researthat supportsthe standards setteend highlightsthe
weaknesss of the disclosurebyi nvesti gating the wusersodo vie
information.The researchdyelievethat what Trombetta et al. cla@gt can be applicabtan

the capital market authorities arefjulatorsas well

The prior studies that focused on the usefulness of MR ethtivat the financial
anal ystsod6 forecasts accuracy <correjyattes po
these studieswere concerned onlywith the developed markets, SA and Canada
particularly, which refers to a gap the research otie usefulness of MR in the emerging
marketsThere was onlpnestudy in Chindahatfocused on the usefulness of the supervisory
boar doés r didnatindlude MRhThecchrrent study will focus only on MR content
with considering the mandatory disclosure requirements in addition to some voluntary
information.To thebest ofther e s e a knowleelge,ilss is the first studlyatfocuses on
only MR in the emerging markets. The findings of the studylmaappied on the similar

economies in Africaandespecially in Mrth Africa countries.

Based orthe previous argumes)tthe current study aims to investigate the usefulness
of MR in Egypt, as aemergirg market, through two phases. Fiestploringthe perceptions
of the users whavere involvedin makinginvestment decisionggardingthe stocks using
a questionnaire survey. The questionnaire will include mandatory information and some
suggested voluntgritems. This step aims to identify the information that they consider
be useful and #ect their investments decisianaking. Secondanalyzingthe content of
the management reports prepared by the nonfinancial listed companies in the Egyptian stock

market.
Therefore, the studseekgo answer the following questions:

1- Do the current regulations provide useful information in MR that meetthee r s 0

needs?
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2- What are the usersdé views regarding tFh
sections more useful than otk@r

3- Is there any difference in the usefulness of mandatory disclosure and the
suggested voluntary items in MR?

4- Doesthd i st ed cuwrempdisciosueesndVIR provide useful adkquate
informationthatmeest he user sd needs?

5- To what extenthefirm-characteristicsffect the disclosure level in MRs and its

sections?

2.7Background of the Egyptian Context

Egypt is one of the olstworld civilizations sinceoverthan seven thousand years, as
it playsan effective political and economic role in the Middiast area. Two uprisings
January 2011 and June 20&8lded a momentum to the Egyptian cont@kieseactions
have reflectediponan increasedlesirein the anti-corruption and transparenayithin all
thefields in the country. In this section, a discussion keélprovidedhatcoversfour factors
in the Egyptian contexthe culture, theccounting standards and practices, thelatign

system, and the capital stock market and the control bodies.

2.7.1 Culture

The disclosure practices vary between countries dubeaultural factors.Gray
(1988) argues that the environmental, societal, and institutional values have significan
influences on the accounting values. This influence includes how the accounting system

works and what the outcomes of this systam be

Understanding the cultural factors may help understla@domestic context and the
accountingconductsn there.Hofstede (1984arguedhat there are four cultural factdahsat
vary fromonecountry or civilization to another. Eee factors includethe Individualism
versus Collectivism, Large versus Small Power Distance, Strensgis Weak Uncertainty
Avoidance, and Masculinity versus Femininfyo | | owi ng Hof s Graydamdd s di n
Vint (1995) soughtto provide a simukégon model to explain the effects of cultural values
on the accounting disclosure. Their model inctlé®ur cultural values. The researcher
attemptdo explain these values on the Egyptian context as follows:

- Professionalism versus Statutory Control: whthe accounting standards are

supposed to be the main guide to the accounting practices, some of the Egyptian
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lawgpracticescontrol the accounting worleven if these practicegere incontrast

to theaccounting standardse., Lease and Fair Valuenplicationg. On theother
hand, the government is theain determinerf updating the accounting standards,
while theprofessional@role is restricted and limiteadnly to help the governmental
authorities in updating the accounting standards.

- Uniformity versus Flexibility:Sinceit is acivil-law country, uniformity is common
within the Egyptian entities. Every entity has to disclose the required information
using the sam#rm, whichmainly applies on MR.

- Conservatism versus OptimistAhmed and Hussainey (201pjovided the first
ever evidence on the conservatism practices within the listed entities in EGX. They
measured the conservatism in two eliéint periods; before and after 2011 uprising.
They found that the conservatism practices decreased to the half after 2011 uprising
compared with the previous period&ccording tothe researcher opinion, this
evidence would suggest that the conservatism or optimism are affected by political
and the economical actions more than the cultural aspects.

- Secrecy versus Transparency: some cultwadd prefer to restricanyaccounting
informationand make itinobtainabldor the public. This aspeetould indicatdess
transparency anldwer ability of makingma nage ment 6 s account abi
to Dahawy et al. (2002)Abd-Elsalam and Weetman (200@nd Dahawy and
Conover (2007)the Egyptian environment is secretive in its nature. They drgue
thatit is not easy for the Egyptian managerditeert to thefull disclosurewhenthey

gotused to disclossolittle information.

AbdelFattah (20083uggestdthat the firsttwo valueswvould berelated to the legal
environment and the enforcement authority, while the other two valugs bedependent

on the dominant culture in the societyd the personal values.

According tothe researcher opinioit could be a challenge if a culture inclddegh
conservatism and secrecy valudsen atthe same timghe enforcement authoritiegere
weak. In this case, the accounting disclosure wilelss usefuand the investors mdgok
for another market where the cultural valigssupporéd bystrong enforcement authorities

andahigh useful disclosure as well.

2.7.2 The Accounting Standards and Practices
The current accounting practices in Egyre backedo two different systems

Uniform Accounting System and the Egyptian Accounting Standards. However,
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understanding the current accounting practices requires knowirtdgdeéopmentsn the

accounting envonment over the last century.

2.7.2.1The Egyptian Uniform Accounting System

Before the Egyptian revolution in 1952 the Egyptian economy was agrictiiasa
mainly, basedespeciallyon exporting cotton, while the industrial activities were stationed
aroundthe cotton productéAbd EI-Salam 1999 After that revolution, more concern was
directed toincrease the industrial investmentHowever, this changevas focused on
managing the economy undiée notion of thecentral planning and nationalizati¢Abd
El-Salam 1999 These changesere alsoreflected onthe increag of the public-sector
companies (Statewned companies) anoh theexpandingof their activities, while the
private sector was fiddling. Therefore, there v@asecessityin unifying the accounting
practices in order to control the public firms. In 1966, the Egyptian Uniform Accounting
System (UAS) was issued, and all the public firems;ept for thebanks and insurance
companies, have become obliged to follow its requirements in both bookkeeping and

preparing the financial report.

According to UAS, every public sector compdrasto present several statements in
its annual reportnamey;, thebalance sheet, the account of profits and losses, the account
of production and trading, the production account, the changes of the financial position
statement, and cash flostatemen{CAO 1966. The sole userof these reportsverethe
central government who own all tipeiblic-sectorentities. However, as was discussed
earlier, with the partial privatization of many firnis the public-sector companies in 1990s,
the business report of these companiesrheaisableby other users. While the companies
that werestill owned completely by the Egyptian governmerrec al | ed fApubl i c
companies the privatized entitiewerek n o wn balsi cfi pobuu s i Thesecancepte ct or 0

are well known in the business environment in Egypt.

It is noteworthythatthe regulation mandatésr the records and accounting reports
of both the publiesector firmsandpublic-business firms tbeauditedby the Accountability
State Authority (ASAJ. However, some firmis the public business sector foll@adouble

3 ASA was founded in 12 The purpose of ASA is to monitor the expenses and the revenues of the
governmental unitsASA is an independent authority and it follows the Egyptian presidency directly (the
Egyptian constitution guarantee this independence).
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check auditby being subjected t&SA auditingas well as taanother external auditor

especially froma big/known professioil offices in Egypt.

2.7.2.2The Egyptian Accounting Standards(EAS)

In the early 0f1990s, the Egyptian government adopted a reform prodinam
targetedhe economyAccordingto the government view, the privatization was the primary
tool in undertakingthis reform. Therefa, many public entities were subjedtto a full
privatizationby sellingthemto one investor oagroup of investors, while some firms were
subjecedto partial privatizatiorby listing a percentage teir capital in EGXvia theinitial
public offering. There are three types of the privatization in Egfpl privatization, partial
privatization, and privatization with holdiregminority proportion. Full privatization refers
to the case where the government sell a full siateed company to @investor or a group
of investors (natural or moral person/s). Partial privatization means that the state holds at
least 51% of the capital of a company and doms#ie board of directors, while the
remaining capitabetssubjeced to listing in EGX. Pivatisation with holdinga minority
proportion refers to the case when the stat
with holding a proportion less than 49%. Theestcase means that the stdteesnot have
the right to dominate the boarddifectors.Almostone holding company ieachbusiness
sector in the case of privatisation with holding minority proportiethe authority who
has the right to manage the statened companieandtakeinvestment decision regarding
the minority sharethat are stilbeingowned.

These changes in teevnershigype, combined with a governmental common policy
encourage the growtlof the private sectomand lead to the economicdevelopment
Therefore, the need of a complete accounting syghamcanprovide information for the

investors was a necessity.

In 1992, the Egyptian Institute of Accountants and Auditors (EIAA) issued twenty
accounting standards (EASven though they wouldeems like a locahade standards,
these standards were vecjoseto the international accounting standards (IA&8hd EI-
Salam 1999 In 1997, the economy minister isswedecree (503/1991) be effective from
January 1998.that substitutedthe previous standardwith twenty-four accounting
standards. However, this version wasce againsubjeced to a small number of

amendments in 200¢gbaid 2013 In 2006, a new version of EAS was issued by the

4The researcher noticdsis aspect when analysed MR reports that will take part in chapter four.
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ministry decre®f (243/2006), which included thirtfive accounting standards.was clear

based on this versiorthat EAS isnothing buta translationof the IASs with some
modificationsthat makes itonsistent with the Egyptian acts. The current version of EAS

has been issued in 20l8th an enforcement date of January 2016 and incltideg-nine

accounting standardalthough thategypt hasts ownaccounting standardisat isofficially

named thehn Egy pti an Account i ng in3g iatloduciondssctiori, EAS) 0
acknowledgesthat the standards werpreparedin accordance withthe International
Accounting Standards (IAS). MoreovanalysingeAS shows clearly that wasa modified

Arabic translationfrom the IAS English version, with some differences in EAS to be

matchedwith the local regulation.

The previousvidence clarifieshat there are two different accounting systems exist
in Egypt. The first one is UASvhich applies on public business sector entitzasl the
second one is EASvhich applies on the private sector entities evehel werenot listed.
Thismeans that the annual redttve some differenceelated tdahe number of statements
that must béncluded inthem as well asthe presentation form of these statementsiagid
notes. Interestingly, once a company becomes listed in EGstih follow the listing rules
and preparatiorof the MR regardles®f its ownership typdi.e., Private, Stat@wned, or
Partial stateowned). As itwasdiscussed in the Chapter 2, every listed ehi#sto prepare
its MR following the requirements of both the Companies act and the listing rules. Likewise,
while the companies act originally applies private joirtstock entities, the listing rules
enforce all the listed entities, regardless the ownership type, to follow the mandatory
disclosure in MRas itwasexplained in both the listing rules artetexecutive regulation
of the CA(159/1981).

2.7.3 The Regulation System

Egypt isknown to beone of the civillaw countries. Affected by Belgian and French
regulations, Egypt introduced the commercial and civil lagthe first Arab country to
havethem (Abd El-Salam 1999). Egypt has a traditionadding role in the Middle East
and the Arab region. Considerable number of the Egyptian regulators have worked as
experts in many of thArab countries, especially in the Arabian Gulf countries, and have
participated inthe preparation omany acts, whichndicatesthat many acts in these

countries haveeenaffected by the Egyptian culture and legal systabd ElSalam 199%
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Despitethatthe Egyptian regulatiois basednainly on the civil law, regulationsf
the Egyptian CapitaMarket (EGX) represent interesting andique setting. The CA
(159/1981), like the majority astherEgyptian acts, has been prepawvath insights from
the civil law.Onthe one hand, according this act, the joint stock entities have to disclose
specific information irtheir MR. On the other hand, the Listing Rules (2002 and 2014) and
the Capital Market Act (95/1992) have been prepapedrding tdhe common law and the
listing rulesof someAngelo-American countries (Abddtattah 2008). ThismadeMR to
besubjecedto two different legabackground®). As a result, every listed compahgsto
prepare its MRvhile considering both The CAhat is witha civil-law background, and the
Listing Rules,that arewith a commoraw background.

Moreover, while modifying the listing rules requires only a ratification from
Financi al Regul atory Authority (FRA)OGs boal
Act must be approved first by the Parliamandthen from the Presidenthis may explain
why the companiésctis still in its original texs despitethe passingof more than thirty

seven years, while the listing rules were sulg@td somemajor changes withithe past
thirteen years.

2.7.4 Capital Stock Market and Control Bodies

The Egyptian Stock Exchange (EGX) was founded officially in 18§3opening
Alexandria stock exchangedthen followed by Cairo Exchange in 1903. EGX was very
active andgrowsrapidly, it was rankedsthe fifth inthe world in the 1940s (egx.com.eg).
Dramatically, EGX role was retreated in the 1980eto theadoption ofsocialism(Fawzy
2003. In 1992, he Egyptian Governmentastrended tavard a privatization program;
consequentlyEGX was revived again and bathe Alexandria andhe Cairo exchanges
workedtogetheras one market under one management board. It has beocomeonthat
a proportion of the capital of public business sector to be listed as a partial privatization.
This means that the listed firmgere distinguishedfrom private sector firms and public

business sector firms.

The growth of EGX was rapid ithe 1990s. h 1994, EGXwasrankedamongthe
most active marketéAbd El-Salam 1999 By 1997, EGX was classified as one of the
highestemerging market¢Abd ElSalam 1999 The market capitalizatioenormously
raised from 5 billion L.E in 1990 to 112 billion L.E in 1998hmed et al. 20156 In 2002,
based on the market capitalizations, E@asrankedassecondn the middle east and north

5> The disclosure requirements in MR is discussed earlier in this chapter.
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Africa region(Ahmed et al. 20156 Starting from 2009, theames ofCairo and Alexandria

exchangesverechanged tde the same;the E g y [Etxicahran g e 0O .

Over the first decade of this century, EGX has succeeded in attracting huge amounts

of investments (Table 2.1). In 2007, the market capitalization recorded a total of 768 billion
L.E; which equals 86% of the Gross Domestic Product (GDP). Affected by the financial

crisis in 2008 and the uprising of 2011, the market capitalization in 2015 fell to represent
only 24% of GDPEGX (2015) 8). In 2016, Morgan Stanly foundation ranked EGX, based

on local currencies to measure the market capitalization, as the highest growing market
compared with other emerging mark€isX 2016. Moreover, EGX wagsankedby the
world bank aghe 28" globally according to thelisclosuréndex for 2016 EGX (2016) 3).

Table 2.1 Some Statisticsdets abait the Listed Gmpanies in EGX

Years | Number of Number of Trading Trading Market Market
listed traded Volumes(In  |Amounts (L.E. | capitalization |capitalization

companies | companies billion) billion) (in L.E. billion) to GDP
2000| 1067 659 1 45.8 121 36%
2001 1110 643 1.18 24.66 112 31%
2002 1151 671 .707 25.8 122 32%
2003 978 540 1.2 23 172 35%
2004 795 503 1.79 36 234 43%
2005 744 441 4.2 151 456 74%
2006 595 407 7.8 271 534 80%
2007 435 337 11.4 321.5 768 86%
2008 373 322 21.9 476 474 46%
2009 306 289 28.6 333.5 500 48%
2010 212 211 28 273 488 40%
2011 213 204 16.9 130.5 294 21%
2012 213 204 33 166.5 376 24%
2013 212 206 27 146 427 21%
2014 214 206 56 265 500 25%
2015 221 217 43 226 425 22%
2016 222 213 66 265 600 25%
2017 222 213 76 296 825 30%

Source: the Annual Reports of EGX (available atwww.egx.com.eg/english/Services Reports.ajpx

Regarding the control bodies atieir role in enhancing the transparepnE{zX was
subjecedto the control of Capital Market Authority (CMA). In 1999, CMA established a
AThe di

new

|l i sted

disclosuré. In 2009, CMA along withother supervisory authorities in several economic

sector

c al

ed

scl

oVvgas foreview hev i

S i

ent i and suggest mew poticie® t® impreve the transparency of the

5 http://www.egx.com.eg/arabic/history.aspx
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sectorswasreplaced by FRA. Theole of thatnew bodywas tosuperviseand control all
the nonbanking activities in Egyptyhichincluded, for example, the listed entities in EGX,

the insurance companies, mortgage finance caiepalease, and securitization
2.8 The Egyptian Regulation Regarding the Isclosure in MR

The peviousdiscussionshows that MR should provide useful information to the
users. As it known, the mandatory disclosure in MPRasednai nl y on the reg
requirements, which is supposed to be useful to the users. Preparing MR in Egypt is a
mandatoryprocesghat issubjecedto two regulationsThe Companies Act (159/1981) and
its Executive Regulation (Hereafter, CA), and the Listing Ridaghermore, the Egyptian
guidelines regarding the corporate governanceengzhasizedhe important role of MR
content in enhancing the transpareatthecapital stocks market. This part includes a brief
descriptiorof the content of MRaccordingo corporate governance guidelines and the legal
requirements, with distinguishing betweée tegal requirements under the old listing rules

(for the year of 2002) and the current listing rules (issued in January 2014).
2.8.1 The Content of MR in the Egyptian Market

The Egyptian code on CG was issued for the first time in 2005; it presented

recmmmendations and guidelinestbh@listed companies. In 2016, CG codasupdated for

the first time sincehe issuingof the first code in 2005. The 2016 coeluded awide
range ofaims to enhance the usefulness of the accounting repbstiagvisingthe listed
companies to prepare and dissemimat@mprehensive accounting repadinat includes
several sulveports. Thesameissuesof the old version of CG code stilaveexisiedsince

this current code presens®meguidelines to increase the usefulmasd disclosurebut
without emphasize oany benefits or finem the cases afomplianceandnoncompliance.

CG code (Section number 3.idicatedthatin orderto have a useful MR, the following
information should béully covered:

- Discussion onthefinancial results.

- The main achievements over the ended year.

- Analyzing ofthe competition in the market.

- The companyb6s strategy.

- The main changes in the administrative structure.

7 http://www.fra.gov.eg/content/efsa_en/efsa_pages _en/main_efsa_page en.htm
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- The boar@ somposition anthenumber of its meetin@and the samrtheb o ar d 6 s
committeel.

- Information related to the employees.

- Any fines or lawsuitissuedagainst the company or one or marfeits board of
directors.

- CSR and environmental performance over the year.

However,sincethe Egyptian Cds still merely asguidelines withouthaving any
obligatiors, the disclosure on many of these sectisrssill voluntary and dependaoreon

the viewofeachc o mpany 6s manager s.
2.8.2 The requirements ofthe mandatory disclosure under The Egyptian regulation

The management repasas prepared under specific artigldse appendix No. 1 of
the executive regulation of the Companies Act (N0.159/1981) and the article No. 4 of the
listing rules. Table 2.2 illustrates briefly the mandatory disclosure required by both Acts,
with highlighting the changesiadein disclosuran the old and the new listing rules.
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Table 2.2 Comparing he Disclosure Bquirements before and after 201

Panel A: The requirements @@¢ompanies Act (159/1981)
-The ent ity 6 mcomeandefutuaelperfertnamdeu s ,

- Thesuggestediividends.
- The suggestions related to the company reserves.
-The companyo6s and its subsidiaries e

subsidiaries ownership.
- The assets favalue, if there areignificant differences comparewith the book value.
- The main changes in the fixed assets, in the entity and its subsidiaries entities.
- The segments performance and profits (or losses).
- The exports.
-Therumber of t he eseandtthe total dftheiesatqriéso y e
- Any stocks were issued through the year.
- The donates and subsidiaries amounts/ activities through the year.
Any extra information that the board of directors think it is important to be included in
with comparing itwith the last year values.

Panel B: The requirementsf TheListing Rules (2002 Versus 2014)

The old listing rules (2002) The new listing rules (January 2014)

-The name of th¢ a) General information:
responsible person of th - The entityname.
investor relations,andhoy-The entityoés objectives.

to acces$im/her. - The company duration (the period that the entity is supp
-The mard me to achieve its objectives and therefore going to volun
names and their role natu| liquidation)
(Executive Norn- | -Themainr egul ati ons that <contr
Executive Independent). | - Thelisting date.
-The board - Par value per share.
qualifications ang - The authorized capital and the paid capital.
experiences. b) Investor relations:
-The mard me - The responsible person
ownership. - Head office address.
- The shareholders who ow - Phone number/s, Fax number/s, Websitel Email.
5% or more. c) Information related to the external auditor

-The bs ocammmittées - The auditor name.
names, every comittee| - The nomination date.
responsibilities, and th{-The auditor Registration

memberé names| records).
especially the audi d) The ownership structure
committee. ownership

- The outstanding contrac| - The shareholders who own 5% or mpthe shares that a
that the entity or ity owned for every owner (5% or more), and its percentage t
subsidiaries entities. stocks capital

-The litigaions that the - The Board Members Ownership, their shares amounts ar|
entity takes parin it, and| percentage for every member.
the situation of every cas| - Treasury Stock if any- classified according to the purchasi

- The same informatiothat| dates, comparing with the previous year amounts and
is required by He| percentage to the whole capital.
executive regulation of th e) The board of directors
Companie6 Act . -Thelobar d me mb and an§ changesilease occurred

the board composition through the fiscal year.
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- Every member position and their nature (Extéve-Non-

Executivelndependent)

-Theboardme et i ngs® number duri

f) The audit committee
-The me mber so names and t

Executive or Independent).

- The committee responsibilities.

- The numberof the committee meetings during tiiear and
refer to any Important notes were detected through.

-Whether the audit committ ¢

board of directors, and any important notes were solved o

g) The employees
-The average f the entityods empl

fiscal year.

-The averageof t he empl oyeesd i nc
wages) through the fiscal year.

h) The stockoption (if any)

- Theavailablereward and incentive stock option

- Total shares that were given to the board members
employees through the year

- Thenumberof the recipient persons

- Sharesamounts are given since applying the Rewardl
incentive stock option system

- Namesand Positions of persons who are received 5% or I
from the available shares (or 1% fromthdén ar e s ¢

i) Infractions and actions related to the capital market law

and the Listing Rules

(Explain the actions that were taken against
company or & board members or directors by stock markeg
Egyptian Regulatory Authority (FRA), which relate
violations of the Capital Market Law and its implement
regulations and listing rules during the year and its reasons
how to address them and avdineir recurrence in the future "
any").

j) Deals with Related Parties
(Including any contracts have been signed between the con
and one of the blockholders or their relatives through the
year, with every contract value and its specificationsildgt

k) Information related to <cial responsibility and

environmental activities.

[) The sameinformation that is required by the executive

regulation of theCo mp a nActe s 6

2.83 Discussing the Disclosure Requirements in the Egyptian MR

The new listingulesaim to increase the usefulness of informabgrobligatingthe

entities to provide more information on corporate governance and the social responsibility.

However, there are several weakmsss the new requirementsomparedwith IASB

framework on the management commentary. In order to highliggseshortags, the
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researchewill compareébetweerthe Egyptian regulatioandl ASB 6 s Veregavding i nt

the information that should be disclosed in MR to increase its usefulnes

- The nature of the entity activitiethe Egyptian regulation covers many information
relatedto this sectionyet,there isstill no explicit texs thatexplain what information
should be disclosed teflectthe competitiorconditonsand t he enti tyods
This issuecan providd he ent i t y évih thechaneegoedimaoset faw
information regardlessf its extentof usefulness.

- Objectives and Strategiegeither the old nor the new requirements include any
informationont he management 6 strategies.

- Resources, risks and relationshipsthile the regulationdemands providing
information on any transactions or contragdtsiebetween the firm and argther
parties, there is a cletack of disclosure on the risks and risk maeangnt. This
lack enables the managers to avoid the disclosure onthmegts;which may
accordinglymislead the investors and affect their decisions.

- Results and prospectalthoughthat anyentity has to reporton the profit/losses of
its main activitiesthere is nospecificationon what information can describer
explain the profits/losses and the reasons belttiedh Furthermore, the same
limitation applieson theforwardlooking performance disclosure. The regulation
states that every entity $ito provide informatioron the future performance, but it
does not explain the volume and the extent of this informdtialikely that some
firms mention one sentence to cover this requirepfentexamplefi The f ut ur e
per f or ma ncHowevessudnexmrassion does notarify in which context
the future will be gooddoes itmean the revenues volumes, the profits, the market
share, thalividends,etc. Thistoo wide explanatiorcanbe used by managers to
provideauseless level of disclosure watht breakingthe regulation.

- Key per f or ma nleedeno requiredmeatthatcovershe performance

indicators (.e.,the profitability indexes and the liquidity ratios).

These argumentsighlight, apparently, some weakness the Egyptian regulation
even after the amendmem2014. However, this conclusiaos still an assumptiomade

by reviewing the regulatiowith norealevidenceo confirm it;therefore, investigating the

8 The framework was discussed previously in this chapter in section 2.3.
® During running thecontent analysis of the management reports in chapter four, the researcher noticed that
this expression is being used in many management reports.
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Egypti ans ©an provel@an empieal €videnceon the efficiency of this

regulation in meeting the usersdéd needs.
2.9Theoretical Framework and developng the research questions

While there isalargeagreementhatdecisionusefulnesss the main objective of the
business reporting, the debrelatedtot he management s st ewar dsh
the disclosure still exist There arewo viewpoints about characterising the stewardship.
Some argue that the stewardship shd@donsideed asa separate objective atithtthe
business ngorting should include specific information to enable the useess$esshe
stewards6 per f a«y hhe supporterd ofdhis adtidn iargue ¢éhat there are
somevariationsint he usersé needs, wimicovdingthediffezemit anot h

and conflicted objectivega ageneralpurpose business reporting.

Alternatively, others claim that it would not easy to develop an accounting framework
if it was based on multiple objectives for the high cost of preparing a specific repadhto
and every usegroup (Almahmoud 200). Therefore, the vast majority of the accounting
bodies and the researchers argue that the main objective of the business reporting is
decisionusefulness, while thstewardships a lesser objective; thus, the information that
help the users to makevestment decisions could be also effectively used in assessing the
manager so6 JASER (R@08) dPardgiaghs BC(L.24 & BC1.2kennard (2007)
Furthermore, the common framework of IASB and FASB on the accounting standards
places the accountability objective as second, while deeisefulness as the first purpose

of introducing the business report, as itesat

ABot hBotaredmbcs t he | ASB6s previous framewc
providing information that is useful in making economic decisions as

the fundamental objective of financial reporting. Those frameworks

also state that financial information that is useful in making economic

decisions would also be helpful in assessing how management has
fulfilled its staé@B@hzdship responsibilit)

Furthermore, as iwvas previoushdiscussed, each of the approacbasbe used in
designing a studthat explores h e u s e r s 6fthpusageoétpetbisimassreport and
provide an explanation ofheir findings. However, the comparison between the two
approaches highlights some poititathelp in choosing the nsbrelevant approach to the

current study:
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- The accountability focuses momn the historical information, while decision
usefulness requires information on the past, current, and future performance. It can
be argued that decisiarsefulness providesiuchbroaderframework tharthat of
the accountability approach.

- The accountabily mainly adopts the concept of control. The roléhefcontrol can
be played by the current investors, which means that the informaiibrbe
designed only for the #Aprincipleso role
contrast, decisiomsefulressis concerred moreabout the current investors as well
as the potential investors. This is reflected on tipes of information thatare
disclosed in MD&A to motivate the current and potential investors.

- Theinvestsd a bof disciplimngpunishingthe management, whehee nt i t y 6 s
management fail protect the assets and achieve relevant returns, has a different
range of decisions. According to the accountability approach, replacing the
management is the ideal way to punisbm However, this aton requiresa high
level of agreemenbetween the owners, which means that the marggersemain
in their positions if the blockholders dhaome common interests with theWhile,
according to the decisiemsefulnessthe investor can sell the sharesits of the
unsuccessfulenterprises and buy new shares/bonds of the successéd
According to this view, decisieusefulnesgsanprovide more protection and options
to the investors.

Based on these argumerttse current study adopts the decisimefuness approach.
The current study suggests tl@atorderto attainan adequate and reliable disclosure, the
u s efeeslliackon the usefulness of the accounting information is necessdnglpng,
both the regulators and the manager® pr ovi de t he content that
and consequentlymaximize theMD&A usefulness. Figure (1) illustrates the overlapping
between the accounting standards and the regulation. The accounting standards focus on the
financial statemenéstemsthatseem to be similar within many countries, such IAS (under
the widespreadchdoption of IAS), while the regulation concentrates imlg on other
disclosures, such as MD&A, CSR and environment statementthanelrning release.
Thesedisclosures arassociaté with the local conditionswvhich relatively differ, while the
final product is the annual repathat includes both the financial report and MD&A.

Moreover, the annual report includesore informationy logically, there are some
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differences in th usefulness of this information, and therefbrdr effect on the investment

decisionmaking.
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The disclosure channels and increasing the usefulness of accounting reporting
(The source: SeHelaboration by the researcher)

Assessing the usefulness of this information should be done by the usetakimigh

into consideratiorthat the financial analysts plagn important role in advising both the

sophisticated and the unsophisticated users.uThee feeslb@ack should be considered by

both the regulators and the managers. According to the fact that theséekt® comply

with themandatory disclosure, the priority should beipolatet h e

di

scl osur ebds

which would include adding new items to be disclosed and ignore sbrteold items in

the futuredisclosure based on tiesights oftheir benefit to the users. In orderreduce the

information asymmetry, the managers should provide important information evevas it

not mandated. The benefits the disclosure will be reflected on the successfpltation

of theentities and will make the resources allocatmbemore sufficien.

However, the mandatory MR disclosigrcompasseisvo issuesthat may threan

its usefulness. The first issue is the power of the enforcement authority and its ability to

obligatethefirms to provide information. It is noteworthy thise firms are more likely to

be more concernedwith the rigorous regulationsthus, theregulatorsshould consider
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issuing stringent mandatory rules to ensarproper manageriabehaviour When the
authorityis powerful,thefirms are more likely to ada@pransparent disclosure policigigce

it may reduce the potentigl of a greater scrutiny byhe agenciesor anygovernmental
sanctions(Deegan and Gordoh99§. Some empirical evidence, however, found huge
variations in the disclosure practices actbggirms within the same capital market, which

could indicatehe weakness dhe enforcement authoritig$ljelstrom et al. 2014

The second issue relates to the relevance of the disclosure rdgutredregulators
in the usersodo viewpoint. Assuming that the
on the investmentecisionmaking, regulatorsshould force the firms to provide the
i nformation that meet the usersd needs. How
the lack of mandatorgisclosuraequirements.nitially, AICPA (1994)found that the users
were dissatisfied with the mandatory disclo
needs.Similar findings werenotedin the studies oAl-Mubarak (1997)Alzarouni et al.
(2011) Chandra (1974)andMirshekary and Saudagaran (200%hansen and Plenborg
(2013) presented recent evidence suggesting that the regulators do not have an adequate
awareness of thaformation needed by the users. Despite the continuous effamptove
the regulation, the empirical evidence confirmed the existing gap between the views of

constructeeorld and realworld userqYoung 2006.

Theaboveargumend highlightthe importance of consideritigeu s er s 6 i nf or me
needs byheregulatorsespeciallywhile changing or updatinthe disclosure requirements.
The new listingrulesfor the MR that wergrovided by the Egyptiaregulationin 2014
represent an opportunifpr investigation We investigatewhether the new requirements
have improved thesefulnesof the MRthat wasprovided bythe firms operating in the

code | aw environment from t he researelrgeedtionvi e wp

RQZI Towhat extent the useconsiderthat new regulatiomprovideuseful disclosure
in MRs?

Several authors argd¢hattheusers othefinancial reporting have unique attitudes
and needge.g.,Durocher& Fortin 2011; Durocher et aR007; Schalow 1995; Tandy
Wilburn 1996). The need ofhe accounting information depends on the decisions that the
users intend to make. Normally, the investors lookHetinformation that enables them to
make profitablenvestmentdecisions(Chenhall and Juchau 197Making this decision,

typically, requires informatiorthatcoves, for examplet he companyo6s perf or
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past years, the estimated revenues and profits (fowakihg performancelndtherisks

andthe way themanagement deals with them (risks disclosure).

Other studieshave also confirmed that users of accounting reports have different
priorities regardng the information needed in making thévestmentsiecisions For
exampleGraham et al. (20028Jocumeng¢dthattheinformation related to earnings growth
and risksare vital to the investors. Likewise, other authors incladdirwardlooking
performance informatidfi ashighly usefulsource oinvestment decisiemaking(AICPA,

1994; AFAjmi, 2009; Al-Mubarak, 1997; Anderson, 1981; Baker & Haslem, 1973; Beattie

& Pratt, 2002Benjamin& Stanga, 1977; Chatterjee et al., 2010; Chenhall & Juchau, 1977,
Day, 1986; Graham et al., 2002; Lee & Tweedie, 1975a; Naser et al., 2003; Stainbank &
Peeble, 2006)A recent study bylohansen and Plenborg (20®nfirmed that the users

still seek moranformationthat covess theforwardlooking information, key performance
indicators and risks. Similar findings were highlightad wellby Cohen et al. (2011yvhile
Biswas and Bala (201&uggestd thatthe usersarenot in fact concermd with corporate

governance and CSR.

What should be noted is th#te current literature does not provide consistent
evidenceon theextent of the effect ofhe different typesof information on investment
decisionmaking. Weseekto fill this gap in order to understand whether users have different
perceptions regarding the usefulness of informatibMR provided bythe firms, which
can enhanceur understandingn the way the sophisticated investors perceive information
and its effect on their investmentsd deci s
we aim to test the usefulness of each sedftibinin the MR, especially for firms operating
in the code dw environmentBased on these base® prwide the followingresearch

guestion

RQ2:To what extenthe usersonsider differenkinds of informationn the MRuseful?

According to the theoretical framework of voluntary disclosure, as suggested in the
literature(Verrecchia 1988 it is argued that disclosure of information should help investors
gain a better under st anvibieavay, vatuhtaryt ds@osufeiisr ms 6
expected to provide @ositives i gn al to the marketds parti

performing well and are concerned also with their responsibiliBasnett and Salomon

"Some studies used the expression of Afuture foreca:
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2012. Recent evidence showed that the mandatory disclosure is still weak and additional
useful information are needed to increase the market efficiency through the simlices
allocation(Alzarouni et al. 201;1Johansen and Plenborg 2008rshekary and Saudagaran
2005 . We argue in this studyat investors in the code law environments are likely to
consider voluntary disclosures to be useful for evaluating the risk in making investment
decisions. This expectation is based on the premise that disclosures would mitigate
information asymratry between managers and invest@Ronen and Yaari 1998ealy and
Palepu 200Land, thus, enable the investors to make proper investment de¢iSionand

Lyon 2012.

By contrast, it isrecognizedthat the usefulnessfovoluntary informationin
investments decisiemakingmay have somehallengesas pointed out in the literature.
First, it is possible that voluntary disclosure may not truly retleet i r més per f orm
especially when it involves proprietary co¢ts et al. 1997, and therefore may not be
considered useful fanakinginvestment decisions. Second, it is also possiblestiantary
disclosure may result in potential litigati@®atsumura etl. 2014; Jaggi et al. 2018)jo the
best of our knowledge, themeere onlyfew studiesthat testedhe usefulness of voluntary
disclosure based on the perceptionthefusers. EmpiricallyHassan and Power (2008und
that the users perceive mandatory disclosure provided by Egyptiatdib@siore useful than
voluntary disclosure. One could expect that if current regulatiaviges high useful
information to users, thwoluntaryd i scl osur e failure in tkewar ene
inconclusive evidence on the usefulnaess of
decisionrmaking especially for the firms operating in the code law environment, we empirically
test u s e r segardipgthe osefgirtess @fntte mandatory and voluntary disclosure
provided in the MR on thieasisof the followingresearch question

RQ3 To what extent mandatory disclosures vs voluntary disclosures in the MR
are considered useful lige user8

A guestionnaire survey will be carried outaioswerthese threeguestionsasshown
in the next chapter. Thetheresults of the survey will besaed in formulating a disclosure
indexthatmeasure the disclosure leyviel Chapter four. Chapter foseekgo answerwone
guestions and examine one hypotheBge question relates tbe comparison betweehe
actual disclosure provided in MRy listed companiesandt h e usersbo need

distinguishing between the disclosure level under both the old and theegelation

82



Therefore,a high level of disclosuravould mean that thes s e meedé arevoluntarily
consideredby the managers whemumber of thétemswerenot required byheregulation.
By contrastthe low disclosure levebould suggest that users do rafitaintheinformation
they desire to makeeal investment decisionslherefore, this question is formulated as

follow:

RQ4Does the current disclosure in MR provide

Finally, the prior literature on the disclosure suggests that thechiaracteristics
may affect the disclosure practices among different comp#éaigs Akhtaruddin, D05;
Alanezi & Albuloushi, 2011; Alanadi et al., 2013; Aljifri, 2008; Aljifri et al., 2014;
Boshnak, 2017; Cooke, 1992; Eng & Mak, 2003; Haniffa & Cooke, 2002; Hassan et al.,
2006; Lan et al., 2013; Makhija & Patton, 2004; Ntim et al., 2012; Streeta§, @002;
Wallace & Naser, 1995; Wang & Claiborne, 200B)could be interesting to provide a
complete analysis on the usefulness of MR starting by the views of users, then comparing
bet ween the actual discl osur e investigMiRgtrend t h
effect of firmcharacteristics on MR content. This analysis will depend mainly on the results
of the survey; the index will include the items that the users indicated to be either very useful
or moderate useful, while any useless itemk be ignored. Therefore, the following

hypothesis is formulated to examine this notion:

HPZL1 There are significant impact of fintharacteristics on the disclosure provided in MR
by listed companies in EGX.

SUMMARY

The management repoftas become ammportant toolin supplementingthe
weaknesss ofthe financial report. Indeed, many professional bodies and regulators have
tried to increase the extent of disclosure provided in MR and improve the usefulness of its
content toback the investment decisie madeby the investors. However, our analysis
shows that the Egyptian regulatianstill far from obligatinglisted companies to provide
high quality informationin MR comparedwith the suggested disclosures IASB
framework regarding the managemenmeooentary. Theollowing two chapters aim to
provide an empirical evidenceon the usefulness ofne current mandatory disclosure

required in MR in addition to suggestomevoluntary items to be disclosed in MR using a
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guestionnaire survey. Then, a content analysis will be adopted in light of the regpoases

by the usergroups on the questionnaire. The disclosure indexuseful toolin measuing

the disclosure level in MR and assessg whether the current disdure refledt he user s 6
needs.
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CHAPTERTHREE: The User s 6 ¢&arding éhe Wsefdnessof MR

on Investments DecisiorMaking

3.1Introduction

As it wasdiscussed in Chapter two, any scientific investigaispasel mainly on
the using of some methods tprovide evidenceregarding aspecific phenomenon. The
methodsprovide the researchemwith ability to reachsomeconclusions on theubjects
undertheinvestigation. This chaptevill include the firsutilized methodin this study the
suvey questionnaire. The next section of this chapt#rdi scuss the quest
design followed byanidentification ofthe usergroups n section three. Section fowill
illustratethe data collecton andthenit will highlight the relevant statisal tests thawvas
used inansweringheresearch question¥heremaining parof the chaptewill cover the
guestionnaireos ,rleé¢ i phi t i ¢ gnd themesesrdh apestians it ly e
of the study.

3.2The Methodology design

Ewert and Wagenhofer (2018jsapprovedhe use of questionnaires since they are
not a favourable methodology in the accounting fielolwever, some scholars claimed that
the survey and the interviews are the main methods that could be used in assessing the
usefulness of the accounting information as seen by the [Betor{ and Taffler 201;
Dhaliwal 1980;Hassan and Power 2009o0hansen and Plenborg 2013). Furthermore,
invedigating some phenomena solely using surveys or interviews could be an effective and
relevant method when there is no other method that could be applicable or give accurate
results(Bouwman et al. 1987; Cooper and Schindler 2003; Johansen and Plenbgrg 2013

Based orour opinion, studies thaeekto measure the usefulness through analysing
only eithert he anal ystsd reports oshortconingsThaser k e t
approaches depend on assessing the usefulness through evaluating the cuwsatejiscl
which meansheypresumehat the current disclosureadequatand provides all the useful
information that the users desire. Whilssing the survey orthe interview method can
highlight the missing information that the current disclosure does not provide, and probably
the investors decisions coutdvebeendifferent if this informatiorhadbeendisclosed.

Likewise, the survey is the dominant methadin moststudies 6 usefulness of
the accountingnformation(e.g., AICPA, 1994; AbtNassar & Rutherford, 1996; Ajmi,
2009; AFMaliki et al., 2015; AMMubarak, 1997; AlRazeen & Karbhayi2004; Alattar &
Al-Khater, 2008; Almahmoud, 2000; Alzarouni et al., 2011; Bartle€l&andler, 1997,
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Beattie & Pratt, 2002; Benjamin & Stanga 1977; Chatterjee et al., 2010; Dahya et al., 2003;
Dawd et al., (2018)De-Zoysa & Rudkin, 2010Hassar& Power, 2009; Kribat, 2009; Lee
& Tweedie 1975b, 1975a; McNally et al., 1982; Naser et @032 Rahman, 2001;
Vergoossen, 1993We argue that usingquestionnaire approacetould providea deeper

understanding of the usefulness of MR content.

Formulatinga brief, focused and comprehensive questionnaire is necessary to get
accurate responseA/hen decithg to usea questionnairghere are three optios choose
from indesigning it(Bourque and Clarck 1992

- Usinga questionnairtha has been alreadysed ima differentstudyandwithout
making anychangs to it

- Modifying a questionnairthat has beeunsed ina differentstudy.

- Designng a new questionnaire.

The first and the second optmare useful if the primary purpose of thgended
studywas to comparés findings with the original studies). The third optior{designinga
new questionnaijes morerelevant tamurstudyobjectives. As the current study investigates
the usefulness of MR f r ounbestknewledgihasnobbeani e wp o |
investigatedbeforein any previous study. For this reasonwias decided to design a

guestionnaire based on the natof¢he MR content.

Wallace (1988)claimed that when a researcher decides farmulate his own
guestionnaire, he should consider three possible options to dnowsehen decidinghe

items that will appear in the questionnaire, which could be:

- Mandatory disclosure itesn

- Another study examinedeins or

- Another study suggesditems;but neverexamired

However, we add fourth element to Wallace classificatidhati s fimandat or
disclosure item in another country as wassuggested by @rofessionalbody or an
i nternati onaflheordgeareil zogpteidomoa.r ket sé6 context
to the disclosureof MR; higher mandatory requirements disclosure and additional
guidelines to the voluntary disclosure. It could be intergdtininvestigate the usefulness

of some items thatteremandated or suggested as voluntary items in an emerging market.

Following this argument, two phases were followed in order to identify which items

shouldappearin the questionnaire. Firstly, in order to identify the mandatory disclosure
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items the researcher carefulleviewed the disclosure requirements of the Egyptian
regulationswhichincluded The Companies Act and the new listing rules. Secondly, another
review was carried out to covdroth literatureson the voluntary disclosure and the
regulations and the guideline§ MR as wel| such as SEC in USA, CPA in Canada, FRC
in the UK, and IASB framework on the management commernitdug.aim ofthatreview

was b identify whether ther&vassome useful information should be included in R

the current regulation in Egypt does not requirénitluding these suggested items in the
guestionnaire can highlight the weakresssf any, and provide a feedback toboth the
managersthat can promotenore voluntary disclosure, and the regulatdngt can be

consideedwhen updating the listing rules.

Analysing the mandatory disclosure6 r
disclosures are incomplete. For example, elistgd firm hasto providedisclosire onthe
manager 0s,asndivideals,ahwelpaonthe shareholders who own 586 more
of the shares, while the changhat occurredn these ownerships compad with the last
year are not required. The users mahowever,find the changeshappenedin the
bl ockhol der sé6 and man athareflecothedinm pexforrmamde pnsl a s

the success of its strategy. Another examsléhatthe regulations do nalemandany

e (

disclesureonthes ki | | s and experiences of the board

every secbtin in the questionnaire includesandatory items and sorpeoposedsoluntary
items.
The following phase wat® formulake the questionsf the questionnairélhere are

two main approaches formulaing the questionsclosedended questions and opended
guestions, however, both of them has some limitations.

Openended questionmeanthat the respondent should read every question and think
onhow to write an aswerto it. This gives the respondetite chance to write down his own
viewpoint freelyandwithout any forceeanswers. Howevem some cases, the respondent
may misunderstand what the question means and what are the possible tngyveinsch
may leal to incomplete or false responses. Furthermorthese types of questionsquire
writing the answers, the response rate maybeoteryhigh due to the long time that the
respondent should speadthe writing. Moreover, if the respondemasnotusedto express
his opinion in a writtefiormat hisresponses may nbeclear tothe other partyFinally, it
would notbeeasy to code the answers andgtgatisticallyanalysehem sincéherewereno

specific possible answefSaunders et al. 20R9
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Closed ended questions basedn providinga number of possible answers éach
and everyquestionwhile the respondent circter marks the relevant answeo his view.
This type of questions amuchclearer eager, and quick to answesincethey aresasier to
becodal and analyse compaedwith theopenended question®e Vaus 2002 However,
the main problem of thiformatis related tothe question ofvhat would happen ifthe
respondent id not find the answer thadiestreflects his opinioramongst theprovided

answers? Thisvould mean thathis case wouldikely to get inaccurate responses.

De Vaus (2002xrguedhat there is no wrong approaahdthateachapproactcould
be used depending on the context and the purpose of the study. Howeugyéstedhat
the closeeended questions caroducehigh qualty answers ifthe researchemadehis
guestionnaireas aselfadministrated, whiclwould enable the respondents to understand
eachquestionbetterwithout neethg anyfurther explanations from the interviewgde
Vaus 2002 Moreover some researchefsund that theclosedendedquestions are more
reliable tharthe operrendedones(Frazer and Lawley 20Q0Gillham 2008 Rowley 2014.

It was decided to design the questionnaire followieglosedended styleOnly one
openended optional question was inserted in the second section of the questidrimaire.
aim of that question was t@cquireany suggestions from the respondemigardingthe
important committee/thatthey wouldhave wantedo be disclosed in MRother than the

audit committee.

The first revised questionnaire included sevesgyen items divided into seven
sections. However, in order to examine the
five financial analysts and two institutional investors, who were randomly selezisd,
held. With an insight from the nt e r v moteesy sans 6hanges were made in the
guestionnaire; therefore, some items were added or combined together, while some
information was completely ignored. The final questionnaire included-$entgn closed
ended questions and one ofErded questions, and it was divided into eight sections and
subsections in addition to a separate part includes general questions. Table 3.1 shows the
number of items in every section, classified into mandatory and volureang.ifThe table
illustrates that the questionnaire included seventeen mandatory information andttveenty
voluntary items. While the remaining questions were eight in the first section, and one open

ended question in the second section.
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The final design othe questionnairmcludeda cover page angasfollowed by two
parts. The cover page is likely &ffectthe response raf@®e Vaus 200p therefore, this
page has been worded ircarefulway to give good impressisiio the participants. The
page mentioadthe purpose of the survey and cladfe hat t he respondents
personal information will be used for scientific purposes only. After the cover page, the first
part of the questionnaircluded seven personal questionslated to thee e spondent 6.
profile (name, age, qualification, egalization, experience, the company activity, and the
ownership type). The second part inclddierty-eight questions divided into seven parts, as

follows:

a) Section onaims toanswerthe firsttwo questionsThe first twequestions in this
sectioninvestgat e t he uwith the dfectaofithhe m@wntigtingtrules on
increasing the usefulness of MRhe subsequent threpiestions highlighthe
usefulness of the current disclosure in MR in general, and whether it provides
complementary (to the finaiat report content), understandable, and useful
information. The last three questions of this seatioverthree different issueshe
guestion number six highlights whether the listed entities tend to disclose the
minimum level of information without cani der i ng t h @uestomer s 6
number seven focuses on the role of using graphs and tables as toakhg MR
more readable and understandabledthe final question investigates whether the
respondents think that any entihatdoes not make it8§IR available on its website
should be sanctioned by the authorities.

b) Section twdocuses on corporate governance discladtirecludesthree subgroups
the ownership structure, the board composition, and audit committee. This section
includes one opeanded questiothat discovers the respondents seek information
on other committees.

c) Section threenvestigates the importance wék managemerdndinternal control
and how the management strategies control risks.

d) Section fourfocuses onkey performance indicatorwithin the ended yearthe
indicators includd the profitability and liquidity ratios, in additioit compareghe
actual sales/revenues gmabfits with the targetd ones

e) Section fivecovers the main changes in the fixed assetthar fair value. The
Egyptian Accounting standards (EAS) prevent angvaluation to the fixed assets

in the financial statements even if thevas certain evidece on aconsiderable
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increase or decrease their values instead, the companies must admit these
changes, if any, ithe BDR.

f) Section sixxombines between the mandatory and voluntary disclosure on ferward
looking performance The forwardlooking disclosure reflects the expansion plans
and, thereforethe firm situatiorwithin the markets.

g) Section seveimcludes information on th€SR and thenvironment responsibility,
it mentions some information on the employees and thatioes with the
surrounded society.

Table 3.1 summarizes all these parts with distinguishing between mandatory and

voluntary items.

Table31The Questi onnaiulrsedians Secti ons and S

Number sections/subsections Items Count® | Total
M V
1 General hformationon MR -- -- 8
2 Corporate Governance
The ownership structure 3 2 5
Board Structure 2 2 4
Audit Committee 3 2 5
Other Committe®° -- -- 1
3 Risk Management andternal Control - 4 4
4 Key Performancenidicators 2 4 6
5 The Main Changes in Fixed Assets 2 1 3
6 ForwardLooking Performance 1 3 4
7 CSR and Environment&erformance 4 4 8
Total 17 22 48

© M: Mandatory; V : Voluntary.
©% 0Q operended question.

As the questionnaire was shaped in cleseded questions, Likescale with five
points was adopted. Since the first section of the questionnaire measures the level of
agreement with its questions, the possible answers anavisighttedpoints for this ection
were 1: strongly disagree, 2: disagree, 3: somewhat agree, 4: agree, and 5: strongly agree.
The remaining six sections were aiming to assess the usefulness degree; hence, the possible
answers and theweightedpoints were 1: not useful at all, 2otruseful, 3: slight useful, 4:

useful, and 5: very useful.
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3.3ldentifying the User-Groups for the Current Study

The literature on the usefulnesstioé business report presexdtseveral attitudesf
the usergyroups that were subjext to the surveys. Some studies focused on one-user
group,otherstudies included two usgroups, whilesomestudies investigated several user
groups. De-Zoysa and Rudkin (201Qgriticised the studies that focuseonly on the
investorsthe financial analyst®r even just théoth . Theyclaimedthat sincethe business
report isof a generapurpose, the investigation of the usefulness shmdldide all user
groups whowere supposed to use the repdi#bwever, in our viewjf a study covexd
several usegroups its findings may get significantly weakene&or example, if a study
were to investigateseveral usegroups including the 6 a ut h o r antironmental o f
pr ot e cane of tege graupsit is highy likely for the respondentwithin this group
to mark mostof the information as not usefugven the information othe risks and the
profits, while theywould probably mark thenvironmentrelated information as extremely
useful. In this case, the findings cannotdemeralizetbecause the s e dedsnswere
very different, which make the usefulnessbea proportional concephatdepends on the
deci si onGoasequuatly) it vexdecided to focus on investigating the usefulness of

MR for the investments decisianaking.

Following this point,some researchers referred to significant differences in the
awareness of the professionals and the-professionals regarding ghusefulness of the
accounting informatiorBeattie& Pratt (2002) argued that the professional users are more
sophisticated and use the busi-maisgintharpor t
opi ni on,prtolfee stseiromm adl @ usagroaps; the institlitiondl ensestdrsh r e
the lenders, and the financial analysts. On the other hand, most of the individual investors
have | ittle knowledge and understanding of
who own a small ownershigalrazeen 1999Beattie and Pratt 2002Beattie and Pratt also
added that conducting an effective survey requires applying it on homogeneegsoupsr

who are well qualified to assess tefulness of business reporting.

Likewise, some previous studies tended to exclude the individual (easdra
1974 Firth 1978 Kribat 2009, McNally et al. 1982 . There are two possible reasons for
thisexclusion First, many of the individual investors do not have an accounting background
oranadequatedbii ty to understand and use the busin
woul d depend on the financi al anal ylx¢ s6 ad
and Tweedie 197Day198§. Thi s noti on could be seen in
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they documented that only 8% of the individual users depend on the business report in
investments decisiema ki n g, while 61% depenrdportsenor t he
advicegBaker and Haslem 19Y.3

Secongwith the several challenges using the internet facilitie@.e., theonline
surveys or emai)d!, it is not easy for a researcher in an emerging or developing market to
meetwith the individual investorsdue to the fact that those users are geographically
dispersed which would require a long time anda high cost to obtain their responses
(Alrazeen 1999Kribat 2009. Furthermore, the findings dfie studiesof Alzarouni et al.
(2011) Alattar and AlKhater (2008)andAl-Ajmi (2009) documengd that the individual
investors in the emerging markets consider the annual repbeless useful source of
informationthanthe othergroupsdo. These reasonsonfirm that many of the individual
investors dependirectly ontheadviceofthef i nanci al anal ystsoé or

Following this argument, the current study focuses only on twogreeips the

institutional investors and the financial analysts.

3.3 1 The Financial Analysts

The main tasksf the financial analystare to analyse the accounting information,
issue their reports, and advice their clieautz and Sharaf (19619rgued that the
financial analysts are the ideal qualified users who can understand and analyse the business
report. This usegroup was the subject of many prior studies (eAhu-Nassar &
Rutherford, 1996; Almahmoud, 2000; Alzarouni et al., 2011; Baker & Haslem, 1973;
Hassan & Power, 2009; Ho & Wong, 2001; Johansen & Plenborg, 2013; Mirshekary &
Saudagaran, 2005). Therefore, the financial analysts can be helpful in assessing th

usefulness of MR content.

In the Egyptian contextthe financial analysts work attockbrokerage firms,
therefore, the researcher began by determining the number of the stockbrokerages in the
stock market. According to EFSA website, the accredited stokk&lages in Egypt were
148 companiéd. There are some differences between these firms such as the size, age, and
market share. In order to avoid any bias error, it was decided to ignore all these differences

11 As it was discussed earlier in this chapter sierecy is a main factor in a country like Egypt, which means
that it is difficult to collect the contact details of the individual investors, such as their phone numbers,
emails, and addresses.

12 Official list by the Egyptian Stock Exchange on January 1, 2016.
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and distribute only one questionnaire to eatdtkbrokerage to be filled by the major

financial analyst.

Five of the stockbrokeragegasedheir activities completely and were under the
optional clearance as a result of the accumulated [3§3eble 3.2). Furthermore, twenty
nine of the stockbrokegeslaid off their financial analysts in order to cut their losses or
produce some profglrplus However, these stockbrokeragssll rely on the big
brokerages' financi al anal yst s o0 twengpimer t s
financial analystsrefused to filin or even read the questionnaire. Eighwe
guestionnaires were distributed across this-gseup, while seventgight questionnaires
were collected back (91.76% of the distributed ones, and 52.7% of the total rafritieer

original usergroup).

3.32 The Institutional investors

The institutional ownership in the OECD countries has increased significantly from
110% of GDP in 1995 t€63% of GDP in 2005Cascino et al. 20)4and it even reached
71$ trillion in 2010"%. These amounts highlight the huge investmems the institutional
investors can manage in modern economies. In add@iole,and Jones (2008nphasized
the positive effect of the intuitional ownership the disclosure quality. They indicated that
the institutional investors desire more disclosures in order to invest in an entity; therefore,
the managers of that entity attempt to attract more institutional investors by publishing high
quality MR reports.

In the emerging markets, institutional investors invest huge amounts of money in the
capital marketgAlmahmoud2000. Baker and Haslem (1978pnsidered the institutional
investors as one of the most qualified ugeups that should partgate in investigating
the usefulness of accounting information. They associated this argument to the relevant
gualifications of those users and their accounting background; since they work in big
institutions where there are professional analysis andfseg/anformation. This argument
underlineghe increased chance of receiving highality responses from the participants of
this group. Likewise, many previous studies included the institutional investors in their

sample to investigate the usefulnesa@founting disclosure (e.g.: (Anderson 1981, Chang

13 The researcher met with some of the employees of these firms, and they were working only to finish any
contracts or commitments for their existing clients. They said that the rapidadafiEnges in Egypt had
a negative effect on the trading of securities

1 https://stats.oecd.org/Index.aspx?DataSetCode=7IA_A Q
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and Most 1981, AbiNassar and Rutherford 1996,-Hussaini, 2003; Naser, Nuseibeh et
al. 2003, Mirshekary and Saudagaran 2005, De Zoysa and Rudkin 2010, Alzarouni, Aljifri
et al. 2011).

It was decided towsvey the banks and the insurance companies as institutional
investors. According to the data from the Central Bank of Egypt, there weredigjity
working banks in Egypt, while, the list of the accredited insurance companies was
available online on ThEinancial RegulatorpAut hor i t yé6 website (FRA )
insurance companies was twesgven; accordingly, the total sample of this «geup was
sixty-five intuitional investors. The person who was intended tarfithe questionnaire was

thedirector of securities division (DSD) or his/her vice in each institutional investor.

Forty-four questionnairesvere distributed across the participants of this group
(Table 3.2). As the data was collectedperson, the researcher found that eight of the
intuitional investors ended their investments in EGX. They explained the reason behind their
decisions witlthe instability of the Egyptian capital market due to the increased risks after
the uprising of 25 January 2011. Interestingly, all those investnes originally foreigners,
and the decisions @sluspendingheir investments in the Egyptian securities were taken by
the head offices of their origin country. However, thirteen investors refused allowing us to
meet with theDSD or his/her vice; theselated this to the rules of higher managers. Only
forty-four investors agreed to receive the questionnaires, however, the returned
guestionnaire were thirtgix (81.8% of the distributed ones and 55.4% of the total

institutional investors in Egypt).

3.4 Distributing and Collecting the Questionnaires

Distributing and collecting the questionnaires in person require a long time and high
costs, thus, it was decided to send the survey by emhigneveit waspossible. The first
problemthe researcheiacedwast h a t the vast majority of th
werenot availableo thepublic. Moreover, considerable number of the stockbrokerages do
not have working websites. For instanedien checkinghe websites of the firdifty
stockbrokerages in EFSA list order,only seventeen stockbrokerages were fotmtawe
working websiteshowever, only threef thesewnebsites includécontact emails. As result,

at this phasaye focused on the institutional investors becausewmsegbiggerinstitutions

I The total banks in Egypt were forty banks, but, according to the Central bank of Egypt, there were two banks
under voluntary liquidation, thus, both of them were ignored.
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and have more integrated websites. Fifte, out of sixtyfive, institutional investors
provided generakemailaddressesn their websites; thereforee senemails to those users

and requested from whoewverceives theseemaik to forwardthemto DSD or highervice.

After a wholemonth of sending these emailthe researcher haibt receive any
responséackfrom any institutional investor. Therefore, it was decided to distribute and
collect the questionnaires -person for both useigroups. Datacollection took three
months from July toSeptembeR016. Table 3.2 offehe numbers and percentagesioé

distributed and collected questionnaires from both the iggetss.

Table 3.2 Summary oData Collecting Pocess

Excluded Firms \Valid respondents to run the sur
The respondents| Tota| > [2 @ ms Qe D | S |Total Distributed
O o3 %33 |2 |8 |applicable] Collected] Not
Qoo 25 |9
S |52 (W50 8|8 returned
Q162D @ o = )
5% |22 |8 |¢g
-~ S |0 w = |2
= 8| 5 |T|=a
('L} -~
FA  |Number 1481 29| 5 - - [29] 63 85 78 7
Percentage - -| - 4 - - - - | -] 100% | 91.77% | 8.23%
I Number 65 4 - - 8 13|21 44 36 8
Percentage - -| - - - - - |-+ -] 100% | 81.82% | 18.18%
Total |Sums 213|129 5 8 42 | 84 129 114 15
Percentage - -| - 4 - - - - -4 -] 100% | 88.37% | 11.63%

3.5 Identifying the Used Statistical Bsts

In order toanswettheresearchyuestiors of the current studyhe SPSS packageas
used. Since the study focuses on two usgmoups, the statistical test will be used in
examining whether there are significant differences between the financial ahatys$ts

institutional investor@needs of inbfrmation in MR.

The statistical analysis presents two different classes of; teatametric and
Nonparametric, however, each classtloésetests ispreferredto be useal in specific
conditions, which means that determining the type of statistical anadysery important
to achieve accurate results. The characteristics of the collected data areithehkmsing
the relevant test/s of Parametric or Nonparametric tests. Statistically, using Parametric tests
requireghe existence of sonassumptiongvithin the datawhich areas follow(Field 2009
Dancey and Reid20079):
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a) The collected data is normally distributed;

b) The variance within the date is homogeneous and cbarggdomly (not
systematically);

c) The datas basedn interval scale; and

d) The data is independent evemwdscollected from different subjects.

Onceit wasdecided to use a questionnaire survegsehconditionould not be
easly matched. The responses regarding how the users perceive the usefulness of
informationwould not likelyto follow the normal distribution. Tamake surgthe researcher
checked the normality of the collected data; unfortunately, the results showed that the data
werenot normaly distributed. Furthermoreincethe responsewere weighted according
to Likert-five-pointsscale, the dataasordinal and not interval. While in this casethe
parametric testmight gave inaccurate results, alternatively, nonparametric tests could be
used without any limitations or specifaonditions.Dancey and Reidy (200%escribe
nonparametric tfesees taess tistdosnotmenaie @s aspecial
conditions in analysng the data. However, some researcherain@d that using
nonparametric testan producéess strong findingsomparedvith obtaningthem byusing
parametric testshowever,this assumption is not always tr@i@ancey and Reidy 200.7
Even thoughNorman (2010)rovidedsome evidence regarding the possibility of using
parametric testsvithout considering the founbovementionedconditions Smith (2003)

arguel that using parametric tests with ordinal data is incorrect.

Dancey and Reid{2007) alscarguel thatusing ManAWhitney or Wilcoxon rank
sum, as nonparametric tests, with uneegizdd groupscan producenore accurate results
thanthet-test, as parametric test. We argue that using nonparametric tests is more common
and widelyusedin the business resedr when usg questionnaire survey or content

analysis, therefore, nonparametric tests will be used in analysing the current study data.

The current study uses Mafwihitney as one of themostcommon nonparametric
tests in business research. Mafhitney st isusually used to show any significant
differences betweegithertwo groups or variables, which makeartequivalent test tthe
T-test as a parametric te8ccordingly, his test will be used to analydeeresponses of the

survey.

3.6 Reliability and Validity
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3.6.1 Reliability

One of the major concerns in the scientific resgaachl especially in the social
sciencesis related toensuring a confident level of reliability and validifgeliability is
achievedvhen the used techniquiescollecting and analysing the data are dependable. The
dependability means thdtthe same measureethodwas appliechgain or manytimes it
will still give consistent resultsachtime (Bhattacherjee 2012Saunders et al. 20D9
However, this assumptiois dependenbn that the investigated phenomenon does not
change(Bhattacherjee 20)2Increasing the reliabilityis correlated positively wittthe
resear cher 6s o0 b jfemnmulatingthe supvey inTalcleas way andjamiithe e s
guestions that alnsideredo be clear and known to the respondéBtettacherjee 20)2
It could be argued that reliabilitwacleareans f

language andh anindependent wa

According to EasterbySmith et al. (2008)the reliability can be assesseby

answering three questions:

- Will the used measurgsoducethe same findings on repeatectasion®
- Is it possible to reach similar findings by other researchers?
- What guaranteeanadequate level of transparengfienusing the raw data?

Moreover,Saunders et al. (200@hdRobson and Kieran (2016gferedto four

factorsthat shapé¢he reliability when carrying out a survey or interviews, as follow:

a) The Participant Error : occurs when the observ&ts an inconvenietime to meet
with the interviewees or the respondents. For example, if a stadyiming to
measure t he e mpl wouldmtbéapmopriateta eeetaith the i t
respondents at Mondaysnorningwhenthey have a lot of work, or on Frid&ys
afternoonwhenthey are looking forward to tivevacation. To avoid thissue the
researcheshould choose neutral timethat can providenore accurateesponses

b) The participant bias: in some cases, the respondsrduld fill the questionnaire
with responses that they thittkeir bossesould want which makesuchresponses
unreflective oft he parti ci pant s Gssueig eommon inghepoi nt
organizationsn whichthe high managemespecifiescertainindividualsto fill the
guestionnaires, or when there is a threat of employment inseouithin the
organization Overcoming thichallenge depends on the way thaisfollowed in

designing the questionnafreguestions or statements. A researcher should formulate
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the questions or the statements in away that emakllem t o get t he part
viewpoins.

c) The observer error: this threatis related to the way the questionere asked
especially whehesurvey or interviewvas conduatdby twoor moreobservers. It
is likely that every observer has a different style in asking questionsdiffdrent
way thathe follows in ifleracting with the participants.

d) The observer bias:ze x pl ai ni ng the participaamt so r ¢
unbiasedvay, even if the findingdid not matchtheresearcher expectations.

In the current investigation, waoughtto achieve the maximum level of reliability.
For the participants®d error ,-persoheand guerg st i on
respondent was asked to choose mhest appropriatdime for him/her to filtin the
guestionnaire. Some participaatked fo the questionnairt® be leftat their officesso that
they canfill it later; their requestvas welcomed. This nde the surveyto befree of the
participant error. Second, t o reqguirediforthes e t he
responders to write theirnames on the questionnairesave alsoemphasizedhat the
responsewill be secured and will be used for the resegpciposesonly. Third, the
observer errodid nottake placen the current stug the distribution and colledbn of the
guestimnairewas done by the researcher only. Finally, as the current investigathsn
basel on quantitative approach, usiaguestionnair¢hatincluded closedended questions
increasd the objectivity of the findings and minimgé he observer 6s bi as.

However,sinceit wasnot, logically, possible to repeat the survey and compare the
participants answers in order to examine the reliabthigrewasanother approadfat also
examines the consistency of a palrestiThis pant 6
approach applies a kind of simulation at the same ofragreement and time whereas the
original responses were obtain@mith 2003. This approacisc al | ed A Al pha Cr c
and it provides an overall scatetranges between zero and 1 to reflect the reliability of a
guestionnaire. It is widely agreed that the reliability occurs when Alpbabach Score
records 0.7 or moréDe Vaus 2002 Whenthe score raises, implies a higrer level of
consistency and the reliability. The results of Alpha for the collected data recorded a score
of 0.903 and 0.912 for the financial analysts and the institutional investors and respectively,
while the overall score for the whole sampgached.907 (Table 3.3). Tése high scores
ensure a high level of reliabilityn the collected data.
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Table 3.3 Alpha Cronbach Scores for usergroups

UsersGroups Therespondent Al pha Cr onb
Financial analysts 78 .903
Institutional investors 36 912
All responses 114 .907

Finally, NonResponse Bias is another external threat of using questionnaire survey.

This challengeis likely to occur when some of the participarts not fill-in ther

guestionnaires early. Therefore, in order to increase the response rate, a researcher may

decide to contact the respondents several times to encourage them to fill the questionnaire

and even resend otheopiesof the questionnaire. While this action tuncrease the
responses rate significantly, the A@sponse bias is likely to affect theedibility of late
responses.Non-response bias means that if some respondents did nen fie
guestionnaires earlgr after receiving it by the posmail, trerewould besome doubts

related towhetherthe answes providedwas givenwith high focus and careor the

respondentgist randomlychosethe answergdSmith 2003. However, in the current study,

the nonrresponse bias does rtake placebecause the questionnaires were distributed and

returned inperson, and the majority of respondents fill the questionnaire within the same

day they received;ino more than 5% ohem filled it within two daysater.

3.6.2 The validity

The validity refers to the cleadentification of the concepts thatere used irthe

guestionnaire. The validity of the questionnaire content is an essential factor that determines

whether the restd could be trusted or ndDe Vaus 200R Filling a questionnaire,

generally,is basedon t he respondentso

guestionnairevas to bee-fill edagain, the respondents may oke different answers. To

minimise thisissue the questionnaire should hmnstructedusing clear andeasily

per sonal

atti

understandabl language. At this point, De Vaus (2002) argues that if the questionnaire

included some wordghat canhave more than one meaningenhit would beinvalid. In

order to avoid this threan our current studythe researchdollowed some steps to ensure

thehigh level of validity.

The questionnaire wadebatedfirst with some colleagues and professorsha

department ofeconomics, management, and institutions in the University of Naples

(Federico 1l). This step aimed to ensure whether the questiensformulated inan

accurate form and cover all sections of MiRRlater stage, some interviews weatsoheld
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with the financial analysts in the Egyptian stockbrokerage companies as a pilot study. We

di scussed all t he qu eistenieaaes) awhich endldehesnéoc t i on s
check the relevare of each question. After #se two steps, some changes in the questions

were considereduch aghedeleton of some questionshe mergeof some questions, and

theaddtion of some new questions.

Finally, as the questionnaire was designed originally in English while Arabic is the
spoken language in Egypt, all of the distributed questionnaires were in Aldsuinier
(21998)highlights four factors that should be considered when translating the questionnaire

from language to another:

- Lexical meaningsome words in a languageuld have more than one meaning in
arother language, therefore, thearislator should be awam what the exact
equivalent thatangives the same meanig

- Ildiomatic meaning an idiomreflectsthe meaning of specific expression in a
language. If a questionnaire inclautsome idioms, the translator should exttaeir
meaningwithin the targeted language.

- Experiential meaningsome expressions are w&hown in the daily lifeof a society,
for examplei d u a | C ar e ay anekpoesssomrs prodaldyonot cleam a
different language; therefore, the translatoould explain clearly what this concept
means in the targeted language.

- Grammar and syntaxhe order othewordswithin asentenceliffersimmenselyin
many languageghe way of expressing the past, present, and the future actions are
different betwere many languages. The translator shouldusemetaphor&and use

the equivalent structure and grammar that gille same meaning and timeframe.

Furthermore, Usunier (1998hdicatedfour techniques that could be helpfil
translaing the questionnaire to another language. However, every technique has some

advantages and disadvantages, as follow:

- Direct translation: it meango directly translate from the original languatgethe
targeted language by the researcher. This technique is easy andohasast
however, it is likelyfor some contradiction andisleadwordsto exist

- Back-translation: the translation process here requires two translators from each
language, and each one of them is a native in his language. The process starts with

one translator who have to translate the original text to the targeted language, then,
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the other translatdrasto translateback the new translation to its original language,
and finallya comparison is made in the tivanslatios and checkd forany errors.
The main benefit of this strategytise detecton ofthe majority of errors. However,

it is notalways easy to find two native speakers from both languages whao/etn
understand all the questionndireoncepts in its original language.

- Parallel translation: using two translatorsvho every one of them works
individually, thenthe researcher comparher translatiors in order to choose the
most accurateone to bethe final version. While this technique provides high
accuracy translation, it is likely to have some lexical and idiomatic errors.

- Mixed techniques: it depends orthe Backtranslation technige andthe parallel
translation technique. This method qaovidethe best translation, but it costs a lot
money and timesinceit may include finding and changing some words in the
original text to equivalent wordthat give the same meanings in tha&rgeted

language.

Because every techniguesits advantages and disadvantages, the current study
adops the mixed technique but with a different structure. The researcher translated the
guestionnaire himself, theme discussed both the Arabic and Englisdrsionswith some
othercolleagues whom native languagasArabic; this includes some PhD students in the
same department side the University of Naples Federico Il, and some Egyptian PhD
students in the UKDOGs stapwasvodensfy whetrersthe Aradice ai m
translation is accurate and reflects the same meaningamttheoriginal English text.

Minor modifications were received and after making them the final translated

guestionnaire was readigr thedistribution.

3.6.3 Discrimination

Conducting a survey requires distinguishing between the main variables/groups in
the targeted sample, especially when they are expected to receive varied rgSpoVses
2002. However, as it was discussed earlier, the current investigation concentrates on two
usergroups; the institutional investors and the financial analysts. While the distribution and
collection of thequestionnaires were carried out carefully in order to distinguish between
the responses that were received from each group, it enabled us to run some statistical tests
to examine any significant differences between both groups, and then, answer tloh resear

guestions using the mean of the whole responses of the tweguseps.
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37T he

The first section of the questionnaire includesome personal informatiothat

coveedt h e

the ownership type of the firm whetteeywork. However, the vast majority of respondents

respondento

respondent so

profile

names,

a g en, expgriencghedr

did not writedowntheir ages, thus, this information was ignorethat section.

Table34The respondentso profile
= Financial analysts |Institutional investors Total
actors
Frequency| Percentage| Frequency | Percentage Frequency|Percentage

Gender
Males 72 92.3 34 94.5% 106 93.0
Females 6 7.7 2 5.5% 8 7.0
Total 78 100.0 36 100.0 114 100.0
Graduation
Accounting 50 64.1 27 75% 77 67.5
Business 18 23.1 6 16.67% 24 21.1
Administration
Other 10 12.8 3 8.33% 13 11.4
Total 78 100.0 36 100.0 114 100.0
Qualifications
Bachelor 52 66.7 20 55.55% 72 63.2
Advanced 13 16.7 11 30.56% 24 21.1
Diploma
Master Degree| 11 14.1 4 11.11% 15 13.2
PhD 2 2.6 1 2.77% 3 2.6
Other 0 0% 0 0% 0 0%
Total 78 100.0 36 100.0 114 100.0
Experience
Less Than 10 24 30.8 12 33.33% 36 31.6
Years
More than 10tq 44 56.4 17 47.22% 61 53.5
20 Years
More Than 20 10 12.8 7 19.45% 17 14.9
Years
Total 78 100.0 36 100.0 114 100.0
Ownership Type
Governmental 0 0 11 30.56% 11 9.6
Private sector 66 84.6 13 36.11% 79 69.3
Foreign firm 12 154 12 33.33% 24 21.1
Total 78 100.0 36 100.0 114 100.0

Table 3.4shows that onbundredandsix respondents were males (93%hile the
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femalegpresentednly eight(7%), whichwasnotasurprise considering theilturalaspects

in ary emerging market in the MiddlEast area. Sevengseven respondent$7.5%)
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graduated with a majan accounting, twentjour studied business administration (21.1%),

and only thirteen (11.4%)eld other degrees. This finding is very important because it

shows that the vast majoritpf the respondents Haboth theoretical and practical
experienceint he di scl osure and its usef,sdvangyss. Fo
two respondents wetgachelor holders (63.2%hirty-nine obtained a higirdiploma (after
Bachelor) or master s degr eaddalPh®degrded.6%).and o
More than half of the sample (sixone participants, 53.5%ave hacexperience between

ten and twenty years, while approximately-¢hied hashadlesst en year s6 experi

15% of themhavehadmore than twenty years of experience.

Considering the ownership structuretbé institutional investorsthe respondents
were approximatelydivided intothree equal thirds between the government, locahgiv
sector, and foreign firms diranchesFurthermore, awasdiscussectarlier, the financial
analysts wor&din the stockbrokerage companieg)erean ownershipby the government
was absent (according to the responses in the sample). Sewmeatijnancial analysts
(84.6%)alsoworkedat local private ownership firms, while twertyur (15.4%) worledat
foreign firms or branches. These indicators make the sample richer, as it includes different

types of ownelisip and organizational culture.

3.8Reallts

381 Usersodo perceptions on the wusefulness
regulation

Overall, the new disclosure requiremeimtghe MR were perceivedo bepartially
useful by both FA&J as table 3.5hows. In particular, in the first questidherespondents
reveaed that the mandated rules ftire Egyptian listed firmgresenta moderate level of
usefulness of information provided by the MR. The recorded sweare3.82 and 3.86or
FA & | respectvely, which is located in the range betweer839 (moderatagreement
This result reflects thimadequacwf the updatedegulationin matchngt he us eaof sd n e e
providing a high-quality disclosure in MR . The second question stthat the new
regulation increases the readability of the Mi&n ifwith a moderate degree. The recorded
mears were3.77 and 3.86or FA and I, respectively. This result suggests that the MR
prepared under the new regulation includes some incomprblensi incomplete

information.
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Table 3.5 Theimpact of new regulation on improving the usefulness level of MR

FA I MannWhitneytest
RQ1 Mean|STD|Mean STD.| Mean| Z |Sig.
1- | The Management repgrtwhich is prepared 3.82 | .68 | 3.86|.762| 3.83 |-.389| .70
under the new regulation provides more
informationcomparing withtheold regulation
2- | The Management repagrtwhich is prepared 3.77 | .72 | 3.86|.723| 3.80 |-.510| .61
underthe new regulationprovides informatior
easy to be understood

The results of ManiVhitney test for the two questions reashino significant
differences betwegheFA&I. The recorded meaxfor the two questios for thewhole sample
were 3.83 and 3.8Qvhile thesignificanceof Z scorewas .70and .61 (greater than 0.05)
respectively, therefore, no significatifferencesin the standpointson the quality and the
readability ofMR betweerthe FA&I existed Thus,the analysis regarding the first research
guestion suggested thtae two usegroupswere partially satisfiedwith the effect of the new

regulation in increasing the uséfess of MR.

Table 3.6 provides results on the usefulness of MR as a whole. The first question
illustratedthattherespondents agreed that MR includeoverall usefuinformation, with
a mearscore of 4.31 and 4.28r FA&I, respectively The second question highligiat a
strong evidencen the importance of MR and how the respondents perdéive bethe
main source cdcorporate disclosurghen makingheir investnent decisions. The recad
meanscores were4.37 and 4.44 for FA&respectively This suggests that MR represents
the primary source of information which complentthe weakness of the financial report.
The third questioralso suppored the above resultsThe respondents were also asked
whether there is consistency of information between the financial report and the MR. The
whole sample recorded mearas 4.26, confirming a high level of agreement (4 means

agree, and 5 means completely agree).

The significanceof Z-value suggesd thatthere wereno differences between the
two usergroupsin the threequestionsThe recorded significaeswere 0.95, 0.4, and 097
for thethreequestions respectively, whietereall higherthan the significance levef the
current study (0.05).
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Table36The usersd perceptions regarding the usefu

FA I MannWhitneytest
RQ2 Mean|STDMear STD| Mean| Z | Sig.
3- | The management report provides usq 4.31|.74|4.28| .82 | 4.30 | -.06 | .95

information
4- | You consider the management repat 4.37 |.58|4.44| 65| 4.40 | -.84 | .40
complementary to the financiedport
5- | You usually compare the content of t| 4.26|.75|4.28| .70 | 4.26 | -.04 | .97
management report with the content of
financi al reportaos

Thus in Table 3.7, question numb&x shows that the two usgroupsbelievethat
the current voluntary disclosure in MR is not enough, which probabigatesan existing
gap between what user needs and what managers provide. The agreement level, however,
wasmoderag with an overall means of 3.7Questionnumberseven illustrates that FA&I
consider using graphs and tables in MR increases the understanddbittgontent. The
overall recorded meamas4.21 out of five points, with no significant difference between
the two usegroups. This finding highlights the importance of usiag effective
presentation way in MR. Question numlegght focusd on the availability of MR on the
firmsd weilemiddddesnrs wefed.@6 and 4.2 for FA&I respectively. This

finding suggests that the usergeriencesome difficulties in accessing the MR.

Table3.7Th e u s er s &regada theregertatiom of MR

FA I MannWhitneytes|
The Questions Mean|STD|Mean|STD|Mean| Z | Sig.
6- | Some companies disclose very limit 3.72|1.24| 3.83 |1.18| 3.75| -.41 | .68
i nformation without
needs.

7- | Using the tables and graphs in the manager| 4.26 | .67 | 4.11 | .75 | 4.21 | -.91 | .37
report make its information  mof
understandable.

8- | The companies which do not make th 4.06| .98 | 4.22| .98 | 4.11|-1.10| .27

directorbés reports
should be sanctioned by the Authorities

38 2 Users6 perceptions r eg &mddofinfgrmatidnen us e f u
MR
Table 3.8illustratesthe descriptive statistics and the results of Malhitney test

regarding the quest i omneatems,ette despordents snarkedO u t (

twenty-six items (66.67% of the total items) @sheruseful or very useful. Nevertheless,
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thirteen items (3.33% of the total items) were considered as modeisgtul, withamean

thatranges between 3.42 and less than 4.00 pantof 5points Furthermore, the results

of MannWhitney test documeatithat out of thirtynine items, only six information have

significant differences theFA and | views (the gnificance of Z score < 0.05).

Table 3.8 The usefulness of MR items

FA I Mann-Whitney test
ltems?7 Mean| STD [ Mean| STD [Mean |R®| Z | Sig.

Corporate Governance

The Ownership structure

1 | The information on Shareholdersv 4.42 .85| 4.67 .68| 4.50 9
own 5% of shares or more, the sh -1.61 .11
amounts and percentagegM)

2 | The board members ownershill)| 4.62 .65| 4.64 .64| 4.63 1|-13 |.90

3 | Treasury Stock if any- classified| 4.53 75 4.47 .65| 4.51 7
according to the purchasing dat 78 | 44
comparing with the previous ye ' '
amountgM)

4 | The variation in the mail 4.54 g7 4.67 .59 4.58 3
slarehol dersé ow -75 | .45
with the previous yeafV)

5 | Thevariationinthebar d me| 4.46 .78| 4.50 .65| 4.47 | 12
ownership compared with the -.01 | .99
previous year(V)

The Board Composition

6 | The board emberé n anththeir| 4.46 .60| 4.58 .50| 4.50 9
natur¢Executive, Non-Executive, -90 | .37
Independenit(M)

7 | The meeting number during th 3.95 740 411 .82 4.00 | 26

-1.15 | .25
year.(M)

8 | The Board members qualificatioy 3.94/ .92| 3.86) 102391 | 28| ,, | o
and experiences$V) ' '

9 | The rules that are followed t 3.64/ 1.09] 3.83 97| 3.70 | 32
determine the board membe
rewards, and publishing a detalil _85 | 40
schedule show each memQg ' '
rewards compared with the previo
year.(V)

Audit Committee

10|Commi tt ee me mb g 4.04 92 | 442 84 | 416 | 22
their nature (Executive, Ner -2.29 |.022
Executive or Independen{M)

11 | Committe® sesponsibilities(M) 4.05 94 | 431 75 | 413 | 24 |-1.24 | .22

12 | Number of the committee meetin{ 3.86 .88 | 4.08 .69 | 3.93 | 27
during the year and refer to a 114 | 25
Important notes were detect
through.(M)

13| The ommittee 3.77 92 | 3.92 77 | 3.82 | 29

T ; -.66 | .51
qualifications and experiencd¥)

"Moo refers to Mandatory and Vo refers to Voluntar:

8 R: The rank of every iterto the whole items.
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14

The board policy to change thg
committee members (V)

3.73

.99

3.97

74

3.81

30

-1.02

31

Th

e Internal control and risk management dis

closure

15

The annual review results of the
internal control quality and
effectiveness(V)

438 | .

69

4.44

.69

4.40

17

-.49

.63

16

The risks that treat every activity ¢
segment (including any penalties
lawsuits) (V)

4.44

a7

4.64

.68

4.50

-1.60

A1

17

The ward strategy to control the
risks (V)

4.50

.66

4.58

.81

4.53

-1.19

.24

18

The expected effect of the risks o
thefirm future and its activity
through the next yeafV)

4.46

.70

4.61

.69

4.51

-1.25

21

Th

e Financial Performance Indicators

19

Export activities distributed on
products(M)

3.97

.90

4.14

.76

4.03

25

-84

40

20

Net profit distributed on the
activities or productgM)

4.46

a7

472

.51

4.46

13

-1.69

.091

21

The actual sales compared with {
target sales throughout the y€d)

4.44

.68

4.53

.56

454

-.50

.62

22

The actual net profitompared with
the target profit(V)

451

.64

4.69

.52

4.57

-1.49

14

23

Profitability ratios. (V)

4.24

.94

4.64

.54

4.37

18

-2.08

037

24

Liquidity ratios.(V)

4.35

.83

4.72

.57

4.46

13

-2.48

01

Th

e AssetsValuesinformation

25

Information covers the fair values
fixed assets that arsignificantly
different compared to the bog
values, especially lands and re
estate (M)

4.41

.81

4.00

1.04

4.28

20

-2.04

042

26

The significant changes in the fixe
assets over the ended year (suck
buying, selling, retirement
i mpairmeM) é etc

4.24

.84

4.14

72

4.21

21

-.97

.33

27

Tables and graphs show the m
changes in the fixed assets over
last three years or mo(¥)

3.79

.92

3.81

.98

3.80

31

-.16

.87

Forwardi looking performance

28

The management plans to t
additions and betterment{$4)

4.60

.61

4.64

.54

4.61

-13

.90

29

The expected market positi¢v)

4.29

g7

4.47

.56

4.35

19

-.95

.34

30

The expected profit during the n
year(V)

4.41

.76

4.42

91

4.41

16

-.38

g1

31

The planned finance sources
replacing fixed assets, launching
products, or branch€¥)

4.44

.86

4.53

.56

4.46

13

-14

.89

Corporate social responsibility andEnvironme

ntal info

rmation

32

The empl oy dM)s 6

3.46

.82

3.69

.95

3.54

35

-1.57

A2

33

Total salaries and rewards for t
employees through the year and

average for the employee incorn
through the yea(M)

3.60

.94

3.58

.94

3.60

34

-21

.84

34

The average f o

productivity through the yeafV)

3.62

.87

3.81

1.01

3.68

33

-1.03

31
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35

The training pograms to develoj
the empl oyMesb

3.53

.85

3.53

91

3.53

37

-.06

.95

36

The company participation i
reducing the  pollution and
protecting the environment. (M)

3.40

.98

3.83

.97

3.42

39

-2.11

.035°

37

The amounts paid by the firm t
develop the surroundin
community. (M)

3.31

.90

3.67

.86

3.54

35

-2.26

.024°

38

The taken actions to verify th
customerso6 sat|i
new customergV)

4.09

.81

4.31

.86

4.16

22

-1.57

A2

39

The company policy to
rationalization the water and savil
the electricity as well as th
unrenewable energy resources u

in its activities (V)

3.42

.99

3.69

.98

3.51

38

-1.48

14

only six items have significant differendesheFA and | views (the significance of Z score
< 0.05). Interestingly, four out of six itemgere mandatory information, while two items

werevoluntaryones Neverthelesshese itemswereas follow:

highest useful inforntaon, recording a mean of 4.6@hile the company participation in

The resultof MannWhitney test in table 3.8howedthat out of thirtynine items,

Information Number 10C 0 mmi

ttee

me mber s o

names

Non-Executive or Independenthe significance of Z score value was 0.022.

Information Number 23 Profitability ratios: The significance of Z scoras0.037.

Information Number 24 Liquidity ratios: The significance of Z sconas0.013.

and

Information Number 25 25- Information covers the fair values of fixed assets that

are significantly different compared to the book values, especially lands and real

edate The significance of Z scongas0.042.

Information Number 36 The company participation in reducing the pollutard

protecting the environment: The significance of Z seoas0.035.

Information Number 36 The amounts paid by the firm to devekhye surrounding

community: The significance of Z sconas0.024.

Furthermore, information on the ownership of the board of direatasseen as the

reducing the pollutioandprotecting the environmentasranked asless useflitem, with

a mean of 3.42

Table 3.9presentghe descriptive statistics and the resudfsMann\Whitney test

regarding the six s@ections of infomation in the MR. To get more accurate results, the
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corporate governance sectisrasdivided into three subsectiofsThe esults suggestl
that therewere significant differencesn the FA and | viewsregardingthe usefulness of

financial performance indicators and the CSR sections.

Surprisingly, the ownership structunasranked firstoy both usergroups. In table
8, the recorded mearwere4.59 and 4.5by FA and | respectely, with a whole mean of
4.54 sugyesting that this subectionwasperceivedo bevery useful. Zscoreindicatedno
significant difference between the perceptions of I&FA regarding the usefulness of this
section (Z scorevas 0.62which is greater than the significance level at 0.05). éi@w, the
other two suksections of corporate governance gditower concernby the users. Board
composition scored a whole meah4.03to be rankedassixth compaed with the other
sections and subsections, while Z sagasnot significant with a scoref 0.45.As well as
the audit committe scored a whole mean of 3®7/e considered as a useful sdation.

Table 3.9 The usefulness of MR sections and subsections

Sections and subsections of FA I Mann-Whitney test
MR Mean | STD | Mean| STD | Mean |R®| Z Sig.
Corporate governance:
Ownership structure 451 59 | 459 | .50 454 | 1| -49 | .62
Board Composition 399 | 617 | 410| 54 | 403 |6 -.76 | .45
Audit Committee 389 | .79 | 414 | .58 397 | 7]-133]| .18
CG in Averag® 414 | 51 | 429 41 | 419 |- - -
Risks & Internal control 4.45 .58 | 457 | .63 449 |2|-149| .14
Key Performance Indicators 4.33 .61 | 457 | .45 441 |4 -2.11(.03%
Main Changes in Fixedssets 415 | .75 | 398 | .74 | 410 |5]|-1.28| .20
Forwardi LookingPerformance | 4.44 .62 | 451 | .47 446 | 3| -.34 | .73
CSR and Environmental 3.55 .56 | 3.76 | .70 3.62 | 8|-2.07|.039

© R: Rank compared to other sections and subsections of MR

The risk managememtnd nternal controlas sorted as the second highest useful
section inMR, with a whole mean of 4.48, #se financial aalysts gave it a grade of 4,57
while the institutional invests rated it with a mean of 4.4®ints. The significance of Z
score suggests that thevasno differencen the perceptions dhetwo-usersgroups since
the value of Z, whichvas 0.14wasgreater than 0.05.

191t was planned to divide section number six into two subsections, but the descriptive statistics have shown
that CSR and Environmental information were ranked as the less useful section in MR, therefore,
conducting further comparisdar that section was seen as useless.

20|f the rank was limited to the main sections, Corporate Governance is ranked fourth out of six sections.
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Forwardlookingperformanceaired a whole mean of 4.4g0sitioningit asthe third
highest usefutype of information in MR. The recorded meaokthe usersyroupswere
4.44 and 4.5by FA&I respectively, with no significant difference between both of them
accordingto Z score. The Financial Performance Indicatook the fourth highest useful
type of information, as the users consieléit to bevery useful for their decisions. FA&I
gave this sectioma score of 4.33 and 4.5&spective}, with a general mean of 4.41
However, Z scorgvassignificant at the level of 0.05 (The significant of Z recorded 0.035),
whichrefers toasignificant difference between thgergroups.Therefore, tk institutional
investors find that disclosure on Financial Performance Indicaidse more useful than

thef i nanci al analystsdé viewpoint.

Thechanges in fixe@ssets section scored an overall meah 1@ which makes it
a useful suksection, butvith rankingas thdifth out of eight sections and sigections. The
financial analystféound this sectionto bemore useful than the institutional investaolid,
since theachievedmears were3.98and 415respectively. However, ésignificance of Z

score(0.20 suggests no difference between the viewpoint of FA&I.

CSR and environmental information is classified as the least usefurs@ttMR.
The mean scored 3.55 and 3ff@n FA&I respectively, whiclhgives it a whole score of
3.62 However, Z score fers to significant difference between the two tp@ups with a
significance level of 0.039. This differencelicatesthat the financial analystegardthis
sectionto beless useful compadwith the institutional investors.

As it wasmentionedearlia, the questionnaire includ®ne operended question in
the corporate governance sectidre respondents were asked to name the most important
committee which thewalue itsinformation in the MR.While only thirty respondent
answered this questipthe resultsshowedthat the risk committee dahe highest score
(suggested by nine respondents), while the purchasing commitiethendowest score
(suggested only by one respondeBgsedontheabove analysighetwo usersgroups have
similar viewpoints regarding the usefulness level of six sections and subsections, that were
seen as either useful or fully usefuhile two sections (financial performance indicators

and CSR and Environmental informatiam@re seems not useful
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383User 6 perceptions on the usefulness of m
in MR

Table3.100utlines that the two usgroups considedthe mandatory itent® beless
useful than the voluntary items. The means of the mandateng4.22, by |, and 4.08by
FA, while the usefulnessf voluntary items scored 4.28 by | and 4lyFA. The overall
scoredmeansvere4.12 for the mandatory items, and 4.1814 for the voluntary items, with
no significant differences among them (Z ssoezorded 0.068 and 0.77 respectively). This
finding suggests that the users find the voluntary iteanise asuseful as the mandatory

items.

Table 3.10 The usefulness of mandatory items and voluntary items

Type of disclosure FA I MannWhitneytest
Mean | STD Mean STD Mean |Z Score | Sig.

Mandatory ltems 4.08 .36 4.22 37 | 4.12 -1.83 .068
Proposed/oluntary ltems | 4.14 A3 4.28 40 | 4.18 -1.77 .077

In order to gea meaningful analysis regarding the usefulness of mandatorthand
suggested voluntary itemthe researches | assi fi ed the questionnai
their usefulness levelSincet he current st udy O-scalesthersaneey f ol
classification of the usefulness of mandatory and voluntary wess$ollowed in this step.

Thus, the questionnaire itemgreclassified into two categories. The first category inctlide
items with a scoréhatrangal betweendmore than thre@points to@.9% points, while the
second category includaheitems with meansnore than four points. It is suggested that

the first category could be seen as moderate useful items, while the second category

representshe high useful items.

Table 3.11shows that the financial analysts percditen mandatory disclosure items
as highuseful and seven disclosure items as moderate useful, while institutional investors

foundthirteen mandatory items as very usefd four as moderate useful.

The overall classification suggestthat twelve mandatory items (70.59% of all
mandatory itemsjvere seen as very important, while the renmagrfive items (29.41%)
wereconsidered as moderate important. Turning to the suggested voluntary items, both user
groups agrekonthe level of its usefulness. Thigundthat fourteen itemaerehigh useful
(63.64% of all voluntary items), while eight itenmvgere moderate useful (36.36%).
Interestingly, risk management and internal control inadudar voluntary items alvere

classified as high useful information.
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Table 3.11 Theusefulness of mandatory and voluntary items in section andestion in MR

Sections and sub | Financial Analysts Institutional Investors Whole Sample
sections Mandatory Voluntary | Mandatory | Voluntary | Mandatory| Voluntary

MF® | HF90 | MFO [HFOO| MFO | HF®® | MFO | HF%® | MFO |HF9O | MF© | HF®O
(3-3.99) (4-5) |(3-3.99| (4-5)| (3-3.99) (4-5) | (3-3.99) (4-5) |(3-3.99) (4-5)|(3-3.99] (4-5)

Corporate

Governance: - 3 - 2 - 3 - 2 - 3 - 2

Ownership structure 1 1 2 - - 2 2 - - 2 2 -

The Board Composition 1 2 2 _ _ 3 2 _ 1 2 2 _

The Audit Committee

Risk management - - - 4 - - - 4 - - - 4

and Internal Control

KPls 1 1 - 4 - 2 - 4 - 2 - 4

Changes in Fixed - 2 1 - - 2 1 - - 2 1 -

Assets

FLDP - 1 - 3 - 1 - 3 - 1 - 3

CSR& 4 - 3|11 4 - 3 1 4 - 3 1

Environmenal

Total ltems 7 10| 8 14| 4 13| 8 14| 5 | 12| 8 | 14

°MF: Moderate Useful.
cHF: High Useful.

3.9 Discussion of IRsults

3.9.1 The perceived sefulness of MR by the Wers

Our analysishighlightsthat both Egyptian FA&I considehatthe MR asmainly a
high usefulsource in supportingphei r i nvest mentsdé deci sions
literature on the usefulness of MR (g(igiifner 2007 Clarkson et al. 1999994 Cole and
Jones 2006

Our findings likely suggest that the MR represents an important complementary
report, whereas additional explanatiaces be added tmvercomethe weakness ahe
disclosure provided in the financial rep@@iarkson et al. 199%ASB 2006 Hufner 2007
IASB 20100. However, the respondents reported that the new EgyptiadatEmn has
moderately improved the MR disclosure content. Theretbeereport is supposed to be
useful to users when it introduces worthy and Hgghlity information (Francis and
Schipper 1999 Our findings suggest that there is std8hortcomingsn the new rules, as
regulatorsarenot fully aware abouthe information that could effectively metdtieu s er s 6

information need® makebetter investments decisi®n
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3.9.2 ThePerceived Usefulness of ilerent Kinds of I nformation in MR

Results of the current study reve@that the users distinguish betwebe different
typesof informationaccording tats usefulness for their investments decismaking. In
particular, the R&l pay higher attentionto theinformationthat isespecially related to
ownership structure, risk management and internal control, foeakihg performance,
and financial performance indicatofa.contrast, the remaining stgections of corporate
governance (board composition and audit committee), fixed assets, and CSR and
environmental information gain less attentlmnthe users. This result confirms thetion
that the usefulness extent of the differgmtesof information is supposed not to beuad
for all theuserg(Dobler et al. 2011; Miihkinen 2013)

The ownershigstructurewasrankedas the highest useful information in MR. This
finding can be explainedy thatFA&I may rely on the positive association betweka
director s 6 thefirmealus,hvhigh souldrediice the agency codterimon
and Lins (2003)Morck et al. 1988 Thereforejn consistenewith Boubakri et al. (2005)
the ownership concentration should positively affect firm performance especially in the
countries where the regulations provide weak protection to investors. Another possible
explanation isthat the overlapping of relations between blockholders and politicg ma
provide,based ot h e u s er s<a higkeplevel bfgprotecton. This explanatien
strondy suppored by the studyof Maaloul et al. (2018ywho foundthat the politically
connected firms have better performance and market vallignisia, whichhassimilar

setting and political conditiongasEgypt.

Forwardlooking performance and risk management and internal control
information were seen as very useful sections in the ™R.result supports the argument
that the decision usefulness approach is mainly concernixdting information that is
hel pful i n assessing tWilkamsfand Radeascrdit (201by e p e
showed that the greatest contribution of disclosure items, as in estimating the future
performance, is one of the main proxies explaining the level of usefudessesults are
consistent with the previous evidence that documented that fete@kithg performance
information is vital to the users investments decismaking (e.g.(AICPA 1994 Al-Ajmi
2009 Al-Mubarak 1997Baker and Haslem 197Barron et al. 1999Bozzolan et al. 2009
Bryan 1997 Chatterjee 2007/ Chenhall and Juchau 197Clarkson et al. 199Pay 1986
Graham et al. 20Q2Jlohansen and Plenborg 2012e and Tweedie 1975alaser et al.

2003, especially for the investors and financial analygtgifri and Hussainey 2007
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Athanasakou and Hussainey 20Bgretta andBozzolan 2008Hassanein and Hussainey
2015 Muslu et al. 2014 Hussainey et al. 2003Forwardlooking disclosure provides
exdanatons to thema n a g e rplans,twhish enables thesersto gain an advanced
understanding on the expected performg@me and Jones 200Barron et al. 199Kieso
and Weygandt 1995

Also, FA&I believe that their investment s/
information related td i r riakslével(AICPA 1994; Beattie and Pratt 2002; Graham et al.
2002; Johansen and Plenborg 2013; Solomon et al. 200) result mainlyconfirms the
argument that greater risk disclosure reduces uncertainty and helps users to adopt better
i nvest men t(Blshandldy et ials201®dResent empirical evidence docunezha
positive association betweeisk disclosuret h e s h a r, ansl the tradirtg valumes
(Kravet and Musl2013) Consistent with this argumeiiur descriptive statistics illustrate

that risk management provide very useful content to FA&I.

Disclosure orkey performanceandicatorswas also perceived to be very useful in
Egypt. This finding is consistent withat prior studieghatdocumengd thatthe financial
performancendicatorsar e hel pf ul f or (Cohenetslt20ld;Dava@t de c i
al. 2018; Johansen and Plenborg 2013; Watson et al..2Z0i®)result is likely tsuggest
that the financial indicators reflecthef i r ms 6 hi st or i lcagelpotentinlf or ma't
useful ness i n enhanci ofgthe firmé pedosmanceadd inunder s
estimating future return@&lzahar et al. 2015; Tomas and Evanson 198uijthermore, the
decision maker can udghe financial indicators to estimate the probability of expected
failures or bankruptcy in the shagrm (Beaver 1966, 1968; Casey 1980; Libby 1975)
Lastly, the financial indicators may serve the users in evaluating the management
performance and the success of its strategy in leading the cor(iianbdullah and
Ismail 2008)

The remaiing sectionsand subsections of MRereperceived as moderate useful.
This resulis consistent witlthepreviousstudieg§Cohen et al. 203 Dohansen and Plenborg
2013 Stainbank and Peebles 2Q0@artett and Chandler 1997In particular, regarding
corporate governance disslae, although the Egyptian Code of Corporate Governance
(ECCG)of 2016 represents guidelines for listsammpaniesits adoption is still voluntary.
This may reflectthe low awarenes®f the managerson the benefits of providing such
information totheusers. ThereforéEbaid 2013 suggestdthat the usefulness of corporate

governance information is prdblgg associated with the domestic culture and with the
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mandatory requiremendf adoping the corporate governance rules. The same conisern
applicableto CSR itemss well Consistent witlGray et al. (1995andLopatta et al. (2015)
a possible explanatiozouldrely on the fact that the usefulness of CSR disclosure may be
related only to tese groups of ws's who are ethicallgriented.
3.9.3 The Perceived Usefulness of Mandatorgnd Proposed Voluntary Information in

MR

Our main findingglocumentda weakness of the current mandatory MR disclosures
since the users consid@evoluntarydisclosure items to be more useful than the mandatory
ones The quality of MR content depends o main aspectghe regulatioron mandatory
disclosure and the management decision regatti@goluntary disclosure information.
Our studycontradictghe previous empirical evidence in the Egyptian corttedrevealed
thattheusers perceivihemandatory disclosurte beslightly more useful than the voluntary
information (Hassan and Power 200Rpparently, it ismore likely for the mandatory
disclosure tde consideed more trustworthy than the voluntary disclosurepwever this
would not mean thathe mandatory information is perceived be more useful tharthe
voluntary informationBeretta and Bozzolan 20p8 hus, wherthe mandatory disclosure
is perceivedo benot usefulin supporing investments decisiemaking the userswould
demandhe managers$o providemoreextravoluntarily information. Our resudtarelikely
to suggest the poor awarenesgshafregulatorson meeing theu s er s é 1 nf or mat i
and also emphasiz¢he existing continuous gap betwettre mandatory disclosure and
user so6 i nf qaegmAICRAp1IP9AAI-Mabdrak, 1997; Alzarouni et al., 2011,
Chandra 1974; Johansen & Plenborg, 2013; Mirshekary & Saudagaran, 2005). The
regulators shoultde aware ofthatresultin orderto increase thefficiency of the Egyptian

stock market.

SUMMARY

The disclosure in MR is aehiclei n enhancing the usersbo
investment decisions. The efficiency of this report depends on its content, and whether the
regulators have a clear knowledgelofd user sdé6 needs of infor mat
that the mandatory disclosure is gtihdequaté¢ 0 me et t he user sd needs
additional efforts are stildl needed to be
Furthermore, the results revealed that the users see different types of information to have
different levels of usefness. Information related to ownership structure, forv@o&ing

performance, and risks seemhtvehigh level of usefulness, while CSR and environmental
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performance, audit committee, and board composition have less impact on the investment
decisions.Moreover, the findings showed that the total score of the suggested voluntary
items were at the same level as these of the usefulness of mandatory items. The next chapter
seeks to measure the actual disclosure level in MR for the listed companies totfiad o

what extent the content of MR reflects the priorities of users.
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CHAPTER FOUR: Measuring the Disclosure in Management Reports and the

Impact of Firm -Characteristics on Disclosure Level

4.1 Introduction

The current study adogd mixed methods to provide additional evidence regarding
the usefulness of MR anvestmentecisions. Some scholars suggdshat developing a
measurement to assess the quélisefulness) athe disclosure provides more subjectivity
and reliability of ing the content analys{glooks and van Staden 2Q1Following this
view, the results of the surveyasshownin the previous chapterevealedthat the users
classifiedthe information of MR according to its impact oneth investments decisien
making however, it isstill unknown whether thpublishednformation inthe management

reportsof thelisted companies in EGX provide useful conttydtmat ches t he user.

This chapterutilizes a content analysis approachhat aims to provide further
empirical evidence regarding twaf our research objectiveslhe first objective is to
comparebetweenthe disclosure level in MRndt h e u s e assodacludee feoth she
previous chapter. This analysis highlights the conststen both the mandatory andhe
voluntary disclosure provided in MR, whighould helpus in assessing whether the current

disclosure is useful or weak atithtmore disclosurearestill needed.

Then, the chapterepresentsa multiple linear regression analysis to examine the
impact ofthe firm-characteristics on the disclosure level of firms in MR. The firstistep
achievng these objectives statty designiry a disclosure index, themalyzingand coding

the disclosure ithe MR providedby the listed companies in EGX.

4.2 The Disclosure mdex

Preparing a disclosumedexcould be performed following three different waijsst,
is by asking some ussgroups to scale the importance of every item in the checklist
secondis by presenting disclosure index based on reviewing the prior studies on the same
topic and identifying the relevant items to be included in the infiledly, we canuse the
sameindex ofa prior study and apply it o= different sector or context. While the first
method requires long time and cost, the ottvermethods are more commontire studies
that basd on contentainalysigHussainey 2004 However asthe current study has already
asked two usergroupson the usefulness of information disclosed in MR, the same items

that were employed in the questionnaire survey will be usemnstructthe disclosure
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index.The researchdelieval that it wouldbe more valuablg we measurethe disclosure

level of MR to indicatewh et her the current di scl osur e ma

The disclosure index includes thityne items categorized into eight parts. The total
score of the disclosutevelis calculated by dividing the total scarkall items in the index

on the number of items:

MRDISC =2

Where:
xi = 1 if the item is disclosed in MR, otherwise it scores zero.

n: number of the items in the disclosure index (39 items in this study).

Furthermore, to achieve meaningful results, several disclosure indesekerived
from the main index to measure the disclosu
are two different levels dheusefulness otheitems included in our surveyherefore, in
order to provide empirical evidence regarding the existed disclosure of items in both
categoriesa distinguish has been mabetweenthe useful items anthe moderate useful
items. The resultsf this analysihelpedin evaluating whethehe current disclosure in MR
reflects the priorities aheusers or not. Secondly, consistent with the disclosure literature,
it was presumethat thecompanieseekto comply withthe requirements dhe mandatory
disclosure, while the voluntarglisclosure is subjeetl to the management policy and

decisions.

Results of our survey sh@dthat the users consider many voluntary itéoisemore
useful than some mandatory itertiserefore, itwasdeterminedo measure the disclosure
level of each typef disclosure separately. This analys&hould helgn knowing whether
the disclosure in MR is driven mainly by the mandatory requirement®o dne listed
companies respect the userso6 neeeseseeds.ntd di s
shouldbe notedthat classifying the items to mandatory and volunteag doneaccording
to the requirements dhenew regulation. As the new regulatibasadded more mandatory
disclosures than the old one; this means that some weneglassified as mandatoitems
now, while some ofthemhadnot beenmandated under the old regulation. Thereftre,
researcher employetthis comparison for the perigarior to 2013 to illustrate how the
disclosure on the same volume of informati@schangedincreased/decreased) conmgyr

with the disclosure level undédre new regulation.
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Lastly, weclassifiedtheitems of the main disclosure indagcordingto itslevels of
usefulness and obligation. The analysis distinguidietween the disclosure dhe very
useful items (26 itemsandthe moderate useful items (13 items) in order to compare the
usero6s preferences with t hwasdeadeduta sepachite s c | 0 s
betweerthe disclosure on mandatory items (17 items) and voluntary itenite2), which
canhelpinassessilgph e | i st e adheceoceopha regukatedadisclosure and how
t hey r espons e eveowhdnlihe regulatierrdées mdmarehdestingall the
u s er s 6rhendesaoduse.value f@achindexranges fronzerg as the minimum scoye

to one as the maximum score:
O'Qi éDISC 1
4.3 Sample Selection
The sample ofhe current studyincludedall the nonfinancial listed companies in
EGX onthe31% of December 2016. Asiis wellknown,thebanks andhefinanciatservices
firms follow more stringentules provided bythe controlling bodies, whictvould make

including their MRs in the sampleleads to inconsistent results. For this reason, fourteen

banks and thirty financial services firmgreexcludedfrom our sample

Table 4.1 Companies under the investigation

Number of listed companies ons8ecember 2016 222
Excludes Financial Sector companies:

Banks 14
Financial services (other than banks) 30

Total financial sector 44
The remaining: all Nonfinancial Companies 178
Excludes:

Companies have stopped submitting its annual reportsto B 1
Companies have been listed after the year 2011 19

Total 20
Valid Companies to the current study 158

As Table 4.1 illustrates, by the end of 2016 -bnedred and sevensight
nonfinancial companies were listed in EGX. The selection criteria of the companies to be
considered in the conteahalysisvere based on one condition; that is, all the companies i
the sample must have been listed over the entire period that the sample covers. This

condition was necessary in providing accurate results that enable a comparison to be made
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between the disclosure levels of the same companies under the old listingnevbedter,
before 2013) and between those under the new listing rules (hereafter, After 2013).
Following this rule, it was found thatneteercompanies had been listed between fhefl
January 2012 and Slof December 2016. Furthermore, one company, the MiBdkt
Paper Company, had faced some problems in its activities and, accordingly, had not
introduced its annual reports since 2014. The remaining companidsyndesd fiftyeight,

in all nonfinanciakectors were completely considered in the analysis.

The researcher utilizetivo sourcedor collecing the MRs; First, an opefaccess
website c¢al #wab usedvio dolies hlleavaitable MRSecond, the missing
MRs were collected from the compaaf/Egypt for Information Dissemination (EGI3)

It was noticed that many tifie MRs for the fiscal yeargrior to 2011 were migag in both

of the previous sources; therefore, it was decideahtp consider the reportsf the years
startingfrom 2011 t02016. Howeversincethe new listing rules were issued in January
2014, MR content for the fiscal yetiratended on 3% of Decembei2013wascomprised

of two different forms and contents. The listed companies that publiseednnual report
before tlat date preparetheir MR according to the old listing rules, while the companies
that publishedheir annual report after that date introdddbeir MR following the new
listing rules.Thus it was decided tdisregardthe management reports for the fisgaar

thatended orthe 31%'of December 2013 for all listed companies.

The MRsof the years of 2011 and 2012 represedrihe disclosure practicgsior to
2013, while the MR®f 2014, 2015, and 2016 coeelthe disclosure practices under the
new listing rules. The final sample included 158 companies from fifteen ecoseniar in
theEGX. As the study aims to compdretweerthe disclosure levebefore2013andafter
2013 the mean ofhedisclosure levein the years of 2011 and 2012 together represent
the disclosure levadrior to 2013. While the mean of disclosure leviel the three years of
2014, 2015, and 2016 repressshthe disclosure level after 201A. total of 782 year
management report wasllected 309 of themwere published under the old listing rules,
and 473of thembelongedto the yearstartingfrom 2014 to 2016 (Table 4.2).

21 This website is owned by one of the biggest stockbrokerage companies in the-Etidtlle

22 This company wasstablished in 1999 by the EGX in order to increase the transparency by making the
published disclosure by the listed companies available and easily accessible to the investors and the public
as paid services.

120



4.4 Analysing and Coding Items of the Disclosurendex

While certain software could be used i@nalyzingthe content of the accounting
reports(Hussainey et al. 2003so farthereis nosingle softwarethat supportssuchwork
whenthetextis written in Arabic language. Furthermore, even if theesa softwarehat
suppors the Arabic language, the vast majoritytolh e E gy pt i aaocountiognp ani e
reports aresimply scanned copss, whichwould make any softwarto read then as image
files. Thereforethe researchexdopeda manual content analyd@r all the collected MRs
by carefuly reading,recording and coding the items in the main disclosure index. Despite
thatthis method requireslong timein analyzinga big sample of MR¥82 reportsn total,
the outcomevill be more accurate than using any other available method.

Table 4.2 Collected MRs over the years under investigation

MRs published before 201}  MRs published after 2013

Year 2011 2012 | Total | 2014 | 2015| 2016| Total
Collected MRy 154 155 309 158 | 158 | 157 473
Total 782

The researchaused a simple coding styley giving all the items in the disclosure
i ndex t hwithtbeoadditionfot b e i t e mlowiny thendame order as it
wasin the questionnaire survey. For example, the item number one in the questitrataire
was encodedfor the statistical purposes as Q1,was also encoded inanalyzingthe

disclosure index as jhnd the sameas followed inthe remaiimg items.

Two coding methodsvere common inthe content analysis studiethe weighted
index andheunweighted index. Using weighted disclosindexwould considetthat some
informationare more usefulnesghan othes; thus, it should be distinguishdetweenthe
less usefuinformation andheimportant information by givingachof themless ormore
points in the disclosure index. However, the majority of studies on the disclosure used
unweighted scalesia giving equal coding values for all the items in a disclosure index
(Inchausti 1997Wallace and Naser 1999Nonethelessseveral othescholars suggest
that using urweighted scalgieldsvery similar results ttheweighted scale ( e.gAmoako
& Asante, 2013Prencipe 2004;Zarzeski (1996)Therefore,it was decided to adopie

unweighted scoringystem.
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The coding process used two vatu@gse and Zerdzachitem disclosed in MRook
a score of onaf otherwise, it took a zerd@ he researcher believésatthis way of coding
to bemoreunderstandabl® anyonesinceit guaranteseasilytransferring the resulisto
percentages. For example, if the main disclosure index scored 0.45 otitesf this would
mean that the companies reportedhair MRs, in the period that the study covers, only
45% of the items in the disclosure ind@onsidering that the item number 19 (Coded as
119) wasrelated to the exports value which does not apply to services compamas
gi ven s peci aApplicabld, forthg seavises omamnighe statistical analysis
calculatel the main index ah subindexes after excluding this item for the services

compani esd6 data only.

4.5Results and Discussion of Measuring the Disclosureslcelin MR

4.5.1 Results of Measuring the Bclosue Levelin MR

This section presents a comparison between the disclosure level under the old
regulation andhat inthe new regulation. The aim of this comparison is to investigate impact
of the new regulation othedisclosure in MRs and how the listed companies in BGXe

respondedo the new requirements.

Panel A in table 4.3 provides several interesting results. Firstly, the letha total
itemsof the disclosure index increased from 12,&#fore 2013to 37.41% for every listed
company in average, which t®rsidered to be significant increasen alevel of 0.05.
Furthermore, the analysiemonstrate that the disclosure on the very useful items tued
moderate useful item kaincreased significantly from 13.66% and 10.58%fore 2013
to arecord 38.86%and 34.56%respectivelyafter 2013

In addition, the disclosure on mandatory items and voluntary i@ssgnificantly
changed after 2013The disclosure on mandatory items increasmuhsiderablyfrom
16.89% before 2013to 76.33% after 2013, which ¢®nsidered to be a significant increase
in a level of0.05. Surprisingly, the disclosure on voluntary itesigificantly decreased
from 0.0934 before 2013to .0856 after 2013.

Panel B illustrates the disclosure level on the sections andesiions oMR. The
table shows thathe disclosure on five section®ut of seven sectionsn MR was
significantly increased after issuing the new regulation. The ownership struetsréne
highest disclosed subsection wathincrea® that rangettom .0589 before 2013to .5831
after 2013, followed by the audit committee informatiamich increased from 0.0272
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before 2013to 0.5776 after the new rulealthough the board composition scored the
highest points before 2013 with a mean of 0.0769, it isr ¢let the improvement of
disclosure on this subsectiomas the least comparing to other Corporate Governance
subsectionsas itrecorded 0.5095 after 2013. Furthermore, all the disclosures on all CG
subsectiongxhibitedsignificant differences thembefore 2013 compadwith after 2013

since the significare of Z score recorded 0.00 for all the subsections and CG overall as

well.

Table 4.3 The disclosure level in MRs under both old regulation and new regulation

Panel A: The disclosure level in MR: an overview

Subject Under the old listing rules |Under the new listing rules| Mann-Whitney test

N | Meary STD N |Mean STD |Mean Std. Z |P valug
Aggregated 309(.1261| .0967 473(.3741| .0812 -22.12 **
D?silogure 2761149 000
Very Useful 309 |.1366| .1061 |473 |.3886| .0977 |.2890|.1594 |-21.45|.00G™
Moderate Useful [309 |.1058| .12(06 |473 |.3456| .0826 |.2508].1537 |-20.59|.000™
Mandatory 309 .1689| .1389 [473 |.7633| .1165 |5284|.3167 |-23.48|.000™
Voluntary 309 .0934| .0888 [473 |.0805| .0926 |.0856(.0912 | -2.64 |.008™
Panel B: The disclosure on MR sections andsedtions:
Sections and Under the old listing rules |Under the new listing rules| Mann-Whitney test
subsections N | Meary Std. |R| N |Mean Std. |R |Mean| Std. Z |P valug

OwnershipStructurg 309 [.0589|.1106 |7 [473 |.5831(.0951|1 |.3760].2758 |-25.92| .000™
BoardComposition| 309 [.0769|.1506 |6 |473 |.5095|.0644|3 |.3386(.2372 |-25.19|.000™
Audit Committee 309 [.0272|.1021 |8 [473 |.5776|.1070| 2 |.3601|.2890 |-25.86| .000™
Risks & Control |309 [.2168[.2833 |1 |473 [.1712|.2809| 7 |.1893|.2826 | -2.90 | .004™
KPIs 309 [.1831(.2158 |2 |473 |[.2190|.2200|5 [.2048|.2189 | -2.60 | .009™
Fixed Assets 309 [.1154|.1761 |5 |473 |.2142|.2195/6 [.1330|.1637 | -6.50 | .000™
FLPD 309 [.1400|.1662 |4 |473 |.1284].1620|8 [.1330(.1637 | -1.03 | .303
CSR & 309 .1634(.1879 |3 [473 |.4366].1297| 4 -17.34| .000™

.3286|.2048

Environmental

* kk kkk
1 ’

Significant at 10%, 5%, and 1% respectively.

The disclosure on CSR has been significantly improved to record a mean of 0.4366
after 2013nstead of 0.1634 before 2013.

Interestingly, the disclosure on risk and internal control and foriearking
performance was decreased from 0.2168 and .1400, before 2013, to 0.1712 and 0.1290,
respectively, after 2013. However, this decrease was sigmtificarisk and internal control
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since the Z score wagnificant( PO 1 %) . On the ot hetetlookingnd, t h

information was not significant since the significance of Z score reached 0.303.

The mean of the disclosure level on key performeandicators and assets values showed
significant improvement over the period that was after 2013. The assets values disclosure
almost doubled after 2013 comparing with its score before 2013 (increased from 11.5% to
22.4%), as the value of Zrevealed highnpr ovement i n the discl osu
the disclosure on the key performance indicators was sliglttigased from 0.1831, before

2013, to 0.2190, after 2012 score referred to a significant improvement in this disclosure

where the score waB08.

4.5.2 Discussion

The main concern of this stuayas toinvestigae the effect ofthe new listing rules
issuedbnearlyof 2014 on increasing the usefulness of biRtent for investments decision
making. Apparently, itvaspresumedhat updating or changing a regulation related to the
disclosure requirements should be reflected directly on increasing the usefulness MR
information. The comparison between the disclosure level before 2013 and after 2013
illustratedthat the disclosureel’elwasincreased from 12.6% to 37.4%, which refigtie

significant effect of the new rules on increasing the volume of information in MR.

Comparing the changes in mandatory disclosure with voluntary disclosuredghow
that the mandatory disclosure hascreasedby more than five times under the new
regulation compad to its level under the old listing rules. However, the voluntary
disclosure was weak under the old listing rules andhban slightly decreased; howewer,
was significantly decreasedinder the new rules (decreased from 9.3% to 8.05Phis
finding suggests that the listed companies in ES8kto obligewith the requirements of
mandatory disclosure rather than disseminating additional voluntary information regardless
oft he usefulness of this i nformation to the
that the listed companies discldsmore voluntary disclosurerior to 2013 when the
mandatory disclosurgequirementswere limited. Then,when the new listing rules
demandednore mandatory disclosure, the listed comparespondedvith reducing the
volume ofthe voluntary disclosuréo makea balancewith the increa® inthe mandatory

disclosure.

The disclosure on useful items and moderate useful itembdestripled after

switching to the new listing rules. However, the disclosure level on both of ithstifi
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weak anddoesnot exceedB%%b, which suggests that the current disclossisdill far from

mat ching the

usersao

needs the €@etiens that lincludet h e

mandatory items haseensignificantly increased after 20138egardlesof whetherthese

items are useful anoderataiseful.

Table 4.4 comparebe results of measuring the actual disclosure lewetlerboth

old and new regulan, with the findings of the survepresentedn Chapter three. This

table shows that thdisclosurelevel on all sections and subsections of MR, excluding

ownership structure, is inconsistent with the eperseéved usefulnessthat information.

This inconsistencys uggest s

t hat

t he

gap

bet ween

information and what the companies disseminmatndatorily and voluntarilyis still exigt.

Whil e the users

consi

der

nf or mat i

o the on

di

t he

cCol

ownership structure, and CSR and environmental issues as the least useful for their

investments decisions, the disclosure on tigsesof information has recorded the highest

improvemens compaed with the othertypes Onone hand, the users consider information

related to board composition, audit committee, and CSR to be ranked from the sixth to the

eighth.Onthe other handanalyzingthe disclosure provided in MR revealed that the same

typesof informationwereranked fom the second to the fortRemarkably, it wasshown

that the disclosure level on the ownership structarée the highest in MR, which is

consistent with the users viewm the usefulness of this information.

Table 44Compar ng t he

usef ul

ness

and

t he

Sections and Subections of |Ranking the usefulneThe disclosure lev( The disclosure
MR from the BEFORE2013 | level AFTER2013
Mearf Rank | Mearf | Rank Meard | Rank
Ownership Structure 4.5368 1 .0589 7 5831 1
Board Composition 4.0285 6 .0769 6 .5095 3
Audit Committee 3.9684 7 .0272 8 5776 2
Risk & Internal Control 4.4846 2 .2168 1 1712 7
KPIs 4.4064 4 .1831 2 .2190 5
Changes in Fixed Assets 4.0965 S 1154 5 2142 6
FLPD 4.4605 3 .1400 4 1284 8
CSR & Environmental 3.6195 8 .1634 3 4366 4

AThe maximum points are 5 based on the lilsedle used in the current study (Chapter three).

¥ The maximum score is 1.
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In contrast, the disclosure on internal control and risks and forwekihg
performance information werthe least disclosed information, with the seventh and the
eighth rankings respectivelgventhough that the users think that these types of information
are essential and very useful in helping them make investment decisions. While they were
classified aghe second and the third useful section in MR respectively, it could be argued
t hat the current content of MR doesnét pr o

sections.

The disclosure oKPIsand changes of fixed assets, regardless of its low kxems
to be close to the users view. Information on k&id changes of fixed assets has been
ranked fourth and fifth by the users, while the actual disclosure in MR showed that these

sections scored the fifth and sixth in ranking.

Prior literature preeneda limited number of studiethatfocused on comparing the
actual di scl osure by | i s tHeolls etal.o20@2fonnd ehat wi t h
the disclosure practices by listed companies in New Zedtame inconsistent with the
userso6 needs. Whilst the users consider man
reports did not reflect the usépeferences and amy important itemsvere no disclosed.
Furthermore, Hooks et. al revealed that the voluntary disclosultere is uncommon
among thdisted companies, whicls reflected on thdéow rate of voluntary disclosure.

Hassan et al. (2012)ocumentedhat the level of voluntary disclosure in Egypt is limited
and that the Egyptian compaes are not fully obliged with the requirements ofthe
mandatory disclosure. Furthermobghawy and Congaer (2007)argued that the mandatory
disclosure does not provide enough information to the u¥éth. the passing of over a
decadesinc®a hawy and Co n odlessofiéssingshe med lsting nulesgitasr
cl ear t hat atestileunfulfdles cosnpletehyamdihdtsany essintial information

arestill misang from the management report.

4.6 Multiple Linear Regression Model

Results ofthe previous sectiomeflectedhigh level of variance in thaggregated
disclosure leved acrossthe different types of information included in MR, therefore,
carrying out a multiple linear regression analysis could help in understanding the impact of

firm-charactestics on the disclosure in MR.

The regression model for the current study contained disclosure level as

dependent variable, in addition to eight other variables divided into five independent and

126



three control variables. The independent variables are of thediranacteristics; namely,

the ownership structure, crelsting, age, indusy type, and size. The control variables
included the regulation type as external control variable, and the profitability and the
leverage as internal control variables. The chosendharacteristics were common in the
studies of the accounting disclos(Chen et al. 2006; Ettredge et al. 2011; Xin 2015)

4.6.1 Independent Variables

4.6.1.1The Governmental Ownership (StateOwnership)

Previous studiepresentd somemixed explanations to the effect of governmental
ownership on the disclosure levBbme arguethat the stat®wnershipvould suggest that
the government obtain all information they need frtdm companies, therefore, the
managers in #se companies cadilthink thatthere will beno need to disclose more
information to the publi¢Naser and Nuseibeh 200However, many scholaksiticized
that notion.Eng and Mak (2003)ointed outo the conflictandmoral hazardn the state
owned companiesistheyhave national objectives from one hand, eggreseneconomic
units that face other competitors and target profits frothe other hand. Therefore, they
arguel that the managers tend to disseminate more informattiorderto explain both the
natioral objective and the profit objective. Furthermdreand Harrison (2008rgued that
the significant governmental ownershipotivatesthe managers to dissemiaamore
information fortwo reasonsfirst,thehi gh v ol ume of i nformati on
accountability to the publjcsecond, the bureaucrats considkat disseminating more
information send implicit message that imply that there is nothing to hidevithin our
government properties, which is likely to support their political interests. Moreover, the
expectations that the stad@nership correlates positively with higher disclosure could be
explained by the government desirebregarded aspen to transparen@nd response
highlyt o t he u(fremad. 200& e d s

According tothe AccountabilitySt at e Aut h @44 (1988)0asy fidncthat n
the government ovaat least 25% of its capitagitherin direct or indirect wayis subjeatd
to the monitoring of the Accountality State Authority (ASA). Thismonitoring of the
ASA, includescheckinga f irecondsamdtheaccounting reports. Therefore, the current
study follows the samgrincipleto determine theffect of thevolume of the governmental
ownership on the disclosure level (the state ownership must be 25% at least of the capital).
However,the researchasiassified the companiesf the samplea s b ewned gartially

by the governmeit pnly if the government ownershiwas direct, while the indirect
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ownershipwas ignored regardles®f the volume of shares that are owned by one

governmental agency or more.

The majority ofthe previous studies found a positive relasbip between the state
ownership and the disclosure level (eApd-Elsalam & Weetman, 2007; Boshnak, 2017;
Eng & Mak, 2003; Ghazali & Weetman, 2006; Makhija & Patton, 2004; Ntim et al., 2012;
Wang & Claiborne, 2008 On the other handNaser € al. (2002)could not confirm this
relatiorship, while Hassan et al. (2006pund a negative effedf the stateownership on
the disclosure level.

Based orhis argument, ivasexpected that stat@vnershipwill correlate positively
with the disclosuréevel in MR. The sample obur current study could beividedto one
hundred and eighteen private companies and forty-etated companied.he researcher
used the dummy variable &ne if stateownership exists, angterd® , othierfvise.

4.6.1.2 Cross Listing

Some companieseekto be listed in more than one capital stock martkes action
canbelinked with severaboals (e.g.(Doidge et al. 2009 Domowitz et al. (1998King
and Segal (2009)For example,the companycould belooking toward being known
internationall vy, which i ncreasesinthetnew r eput
foreign markets. Another explanati@ould bethat listing in a foreign market helps the
company inhaving foreign currencythat can beneeded to affordhe importing of new
equipmenthatimprove the quality of its products or servicébe researcher believédsat
both theseaimdexamples arappicable on the Egyptian crodssted companiesand that

these companies look for the abewentionedoenefitsof the crosdisting.

However, it iscommonthat the listing rules differ from one country to another due
to several factors such @ culture, legal system, and the mature degree of a capital market.
Being listed in a stockxchangemeans that a companyditm commit to the disclosure
requirements in that market. It is expected that some stock mavkets have more
stringentlisting rues that enforce the companies to disseminate extra information
comparing with other markets. Furthermore, when a company becomes listed in a foreign
stocks market, the international investors impasegher monitoring ont (Haniffa and
Cooke 2002Elmagrhi 201%. Onthe one handhe companywill have to produce higher
volume of information to be complied with the listing rules in the market that requires more

disclosuresOnthe other hand, once a compamgsentshat information, it is expected that
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it will alsodisseminate mormformationin the other market regardleswhat the listing

rules require, which should reduce the cost of capital and the agency costs.

The previousstudieshaveprovided evidence that creBsting associates positively
with the disclosure level ithe accounting reports (e.@\jifri et al., 2014; Boshnak, 2017;
Collett & Hrasky, 2005; Cooke, 1989a; Cooke, 1989b; Glaum & Street, 2003; Haniffa &
Cooke, 2002; Haniffa & Cooke, 2005; Hodgdon et al., 2009; Inchausti, 1997; Malone et al.,
1993. However,only few studiesshowedthat there is no effect afrosslisting on the
disclosure level (e.gAbd-Elsalam and Weetman (200Bppova et al. (2013)

The current study expects that cHisged companiewill disseminate more volume
of information than domestilisted ones The sample of current study inclubl@ne cross
listed companies and oieindred and forgnine domestidisted companieshe researcher
used a dummy variable @nedwhena company is crodssted, andzerdd w btleerwise.
The sample of current sty included forty-four MRs that belonged to crosslisted

companiesand sevemundredand twentyone from domestitisted companies.

4.6.1.3 The Industry Type

The industry sector is likely to effect the level of disclosure in @Boke (1992)
claimedthat manufacturig companies should disclose more informatomparedo the
othes. This expectation could be explaingiih some reasons. For example, manufacturing
companies are supposed to disclose more information to explain the efféotirof
operations on polluting the environment and the efforts that the cormpdeytakeo avoid
any harm to thesurroundedsociety (sometimes this disclosugemore stringentto the
industrial companies by regulation). Furthermore, duthé@ontinuous impreemens in
the industrial technology, industrial companies may face higher insksmparing with
other companies, which requiraslisclosure othema na ge me ntidntrelling at egy
these factors. Neverthelesdaser et al. (20023rguel that the manufacturing companies
have higher turnovem their assets,which requires extra investment to replabem
regularly. Thisvould implythatthemanufacturing companies are expected to disclose more

information to attract more investments.

However, the literaturgresentedunclear evidence regarding the effect tbhé
industry type on the disclaoselevel. Some scholars documented significant differences in
the disclosure level between the industrial sectors.( &kiptaruddin, 2005; Alanezi &
Albuloushi; 2011; Aljifri, 2008 Aljifri et al., 2014; Boshnak; 2017;ddke, 1992; Haniffa
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& Cooke, 2002; Hassan et al., 2006; Street & Gray 2002; Wallace & Nasej, Cbdbe
other hand, some scholars found no significant etietite industry type on the disclosure
level (e.g, Abd-Elsalam & Weetman, 2003; Malone et &B93; Naser et al., 2002; Owusu
Ansah, 1998; Tsalavoutas, 2011

The researcher alsdassified the companies into two categqgriemnufacturing
companies and nemanufacturing companies. In order darefully distinguish between
both types of companies,naanual review to the MRwascarried out to check the main
operations of every company. The companies in the sangoéeclassifiednto eighty-two
manufacturing companies and sevesity nonmanufacturing companies. A dummy
variablewasemployed with a &lue of@nefor manufacturing companies, ateerdd f o r

theotherwise.

4.6.1.4The Listing-Age

Over the years, the companibscamemore experienced in disclosing relevant
information to the userAlsaeed 2006Akhtaruddin 200% While a new company faces
serious challenges to gain competitive advantages in the mamkeld company depends
on its reputation in the market as a competitive advantage. Therefoesakpected that
old thecompanesto have higlermotivationsin presening more detailed information within
their accounting reportswhichi s supposed to enhance the

accounting informatiorfPwusuAnsah 1998

However, it might besignificativeto take into consideration thdtat new companies
seek investments to expatitkir operations and reduce the cost of capital, urtliesold
companies who depend on theiternal fundsas resourceqHaniffa and Cooke 2002
Moreover, newcompaniesare more awareof the challenges they face, thus, they might
disseminate more information thtre old companies for two reasqrigst, to enhance the
i nv e onfidensein their activities and surrounded risks and how the management
controlsthem; £cond, disseminating more information send messages to the capital market
authorities that the new comparmas high commitment to themandatory disclosure
requirements and disclosgenadditionalinformation(Omar 2007.

The previousstudies presented mixed resudts well Some studies documented a
positive effecof the firm age on its disclosure level (e &l-Shammari & AtSultan, 2010;
Al-Shammari et al., 2008; Boshnak, 200WwusuAnsah, 1998; Popova et al., 20,18hile
othes found no relatioship between the firm age and the disclosure level.(e.g
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Akhtaruddin, 2005; Alanezi & Albuloushi, 2011; Alsaeed, 2006; Haniffa & Cooke, 2002;
Hossain & Hammami, 2009; Owusnsah & Yedn, 2005. ContraryMallin and OwYong
(2009)found thatthe old companies disclose less corporate governance information than
thenew companies. This actican beexplainedwvith theagency theorythenew companies

attemptto enhance the trust theirmanagement and to decrease the monitoring cost.

The current study distinguistidetween the listed companies in EG¥X dividing
theminto two groupsnew conpanies and netew companies. The first category incldde
all the companies that have been listed after 20@until 2011. In 2002, EGX presented
the listing rules for the first time; thereforthe researchemsed tlat year as a cypoint
betweerthenew companiesandtao ew compani es. The ne& compe
thirty new companies, while the other group incllldaehundred and twentgightof the

nortnew companies.
4.6.1.5The Firm Size

The literatureof theaccounting disclosurghowedthat there is positive association
between the firm size and tliksclosurelevel. Some argukthat due to the signalling
theory, large firmseekio meet the expectations of the users to kieepp marketeadership
(latridis 2008. Boshnak (2017)efered to the complexity of the largeompanied
surrounded conditions. Whilethe large company, commonly produces many
products/serviceshese activities increase the risks titafaces, which requires disclosing
more information t@mphasizéhe management abilitp dealng with theserisks.

It is expected that when a company decides to produce more information, for internal
or external usage, it miglkehdureadditional cost . Unlike small firms, large firms have the
ability to afford establishing modern information systems that help theproducing high
volume of information for internal use with reasonable cost, thus, any decision by the
management to include some of this information in the accounting report would not cost
extra money(Hassanein andHussainey2015 Lang and Lundhion 1993 Xin 2015.
Furthermore, large sizcompanies play an important role in the economy, which highlights
their disclosures in the sight of the governmental bo@iesl El-Salam 1999 Moreover,
large firms are likely to bpursuedy more invesrs than the small ones, which encourages
the managers to commit to the mandatory disclosure and present more voluntary information
(Boshnak 201;/Healy and Palepu 1999Nevertheless, large companies have-tardh and

long-term strategies for lunching new products/services and/or new branches, which
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requires an increase the capital or lending; accordingly, more disclosure can reduce the
cost of capital/lending for these companies (8grglof and Pajuste (200Botosan (1997)
& (2000; Donnelly and Mulcahy (2008Hassan et al. (2000)

The scholars used different measurements as proxies to the compaswyctizethe
number of employees, total sales, dnemarket capitalization, however, using the total

assets (the natural logarithm of total assstd)e mast common(Alotaibi 2014).

Several studies investigated the effect of fireen disclosure level, howevéngir
findingswereinconsistent. Many studies illustrdtdepositive association between the size
and theextent ofdisclosure (e.gAkhtaruddin, 2005; AlShammari et al., 2008; Aljifri et
al., 2014; Boshnak, 2017; Camkl992; Hassan et al., 2006; Hodgdon et al., 2009; Naser &
Nuseibeh, 2003; Owus@insah & Yeoh, 2005; Wallace & Naser, 1995; Wallace et al.,
1994). On the other hand, severaktherstudies suggestithat the firm size does not affect
the disclosure levele(g, Abd-Elsalam & Weetman, 2003; Alanezi & Albuloushi, 2011,
Aljifri, 2008; Dahawy, 2009; Ettredge et al., 2011; Glaum & Street, 2003; Malone et al.,
1993; Popova et al., 2013; Street & Gray, 2002; Tsalavoutas) 2011

In the current studythe researcharsel the natural logarithm of assets as a proxy to
the firm size. All data has been collected from Thomson Reutewsskxpected that the

large size firmdo disseminatenore information in MREomparedvith small companies.
4.6.2 Control Variables

4.6.2.1The Regulation Type

While the regulation has direct effects on the accounting disclosure in general, the
listing rules are the main reference that inclade minimummandatory disclosuref
informationthatshouldbedisclosed in MRAs one of the mai aims of the current study is
to investigate the effect of new listing rules on the usefulness of MR catiengsearcher
usal the regulation type as a control variable to explain the differences in the disclosure
levelbetween MRs that were prepared under the new regulation and MRs that were prepared
under the old oneTherefore, this variablouldtake®ned ascore for the MRs that had

been produced under the new listing rules,@ed® f ootherwide.e

4.6.2.2 The Profitability
Empirical evidence so far suggedthatthe higher profits have a significant positive
effect on thalisclosurdevel. While the less profitable ansuccessfutompanies matend

to withhold some information frontheir stakeholders,he companies with higher profits
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tendto disclose more information for three reasons. First, the managemens thesxgress

its success in achieving profits and to enhance sthte a k e h cohfidemae snbthe
company performance and the managementtegi@s(Hassan et al. 2006whichwould
berefleciedon thecompensatiothat the managers receive from the comp@&@ayghvi and
Desa 197). Second, the managdsslievethat disseminating more information is a mgan

to show their success in leading the company, which increasabdingeputationas
mangersn the markef{Alsaeed 2006 Last and not least, the high profisuldincrease the
political ccsts, whichurgesthe management to explain how the company achieved this level
of profits while respecting the regulations and the moral r(lleshausti 199Y. Conversely,

the managers disseminate less information when the company gains low profits or even
lossesin an attempt tavithhold some details about the poor performance of the company
and the manage(a\ljifri et al. 2014).

The prior studies presesdt mixed results regarding thelaionship between the
profitability and disclosure level. Several studies documented a positive effect of
profitability on the disclosure level (e.gAkhtaruddin, 2005; AiShammari et al., 2008;
Hassan et al., 2006; Hodgdon et al., 2009; Naser et al.; 200&su4Ansah, 1998; Owusu
Ansah & Yeoh, 2005; Tsalavoutas, 2010n the other hand, many studies found no
significant evidencef the impact of profits omthe disclosure level (e.gAbd-Elsalam &
Weetman, 2003Aljifri , 2008; Aljifri et al., 2014Malone et al., 1993; Popova et al., 2013;
Street & Gray, 2002; Wallace et al., 1998urprisingly,Boshnak (2017)evealed thathe
companies with high profits are less commeant with the mandatory disclage

requirements, despitbatthesesame companies disseminatere voluntary information.

The current study uses the return on equity (ROE), a proxy of the profitability, as a
control variable. Thedlatahas been <col |l ected fromwaBhomson
expected that the companies with higher profits disseminate more information in MR

compared with companies with less profits.

4.6.2.3The Leverage

It is presumedhat when the ratio of debts is high, the company tends to disclose
more information to convince its creditors that their money is @ééssan et al. 2006
Furthermorethe companieghatareon the vergef makingborrowingdecisionmaytend
to increase theolumeof information in their accounting repoftdaniffa and Cook@002
Malone et al. 1993 Thisstep wouldaim to persuade the prospective creditorbow their

money will be safe, whichvill be reflecied on the cost of loanéWallace et al. 1994
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Furthermore, a company may disclose more information than usual when its levarglye
due to the agency codqt¥ensen and Meckling 1978hmed and Courtis 1999Moreover,
disclosing more informationan sendcertainsignals to the creditorsn the management

awareness dll the surroundedonditions including therisks (Xin 2015).

The studieghat investigatedthe effect of leverage on disclosure lepebduced
inconsistent results. Some studitkumented a positive association between leverage and
disclosure level (g., Al-Shammatri et al., 2008; Alanezi & Albuloushi, 2011; Barako et al.,
2006; Boshnak, 2017; Ghazali, 2010; Hassan et al., 2009; Malone et al., 1993; Tsalavoutas,
2017). Another group of studieevealedthat there iso significant effect of leverage on
thedisclosure levefe.g, Agyei-Mensah, 2013; Ali et al., 2004; Aljifri, 2008; Craig & Diga,
1998; Dahawy, 2009; Wallace & Naser, 1995). However, few other studies found that the
leverage has a negative impact on the disclosure levelfagiand Mak (2003)lassan et
al. (2006) Mallin and OwYong (2009).

Likewise, forthe profitability, the current studymeployees the Leverage as a control
variable. The data has been collected from Thonieuters. It was expected that the
companies with higher leverage disclose more information in MR compared with the

companies with less leverage.

Table 4.5 summarizes thbove variables and the sources of collecting each of them.

The Model
MRDISC= OWNST+ €ROSL+l NDTY +AGE+SI ZE +REG + ROE+ L

Where; MRDISC:Disclosure level in MR ; OWNSTStateownership; CROSL: Crodssting;
I NDTY: I ndustry Type; AGE: companyod6s age; S| ZE:

Return on equity; LEV: Leveragét estimation error in the model

4.7 Descriptive Statistics

Table 4.6 presents the descriptive statistics regarding both the independent variables
and the control variables. It shows that 74.3% of the collected reports were issued by private
companies, while onguarter of the reports belonged to the companieg#rétlly owned
by the government. Furthermore, less than 6% of the companies werksteasand 51.6%
of the companies were involved in manufacturing activities. Moreover, less thdiftlone

of the listed companies in EGX were new listed companiegedl after 2002). The
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companiesd size seemed to be medium since t
minimum of 10.13 and maximum of 18.04. In relation to the period that the MRs covers,
roughly 60% of the collected reports were produced utidenew regulation. Thesturns

on equity and financial leverage as divided by equity varied between the companies in the
sample from77.54 and .01 to 80.27 and 228.69 respectively.
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Table 4.5 Summary of drivers of disclosure level in MR

Variables Code Measurement Expected | Source of Information
Relationshig

Dependent

variable

Disclosure Level | DISC Disclosure index, 1 if the item is disclosed, zero otherwis¢ NA MRs

Independent

Variables

Industry Type INDTY | Dummy variable, 1 for industrial companies and zero otherwise + MRs

Ownership structur¢ OWNST | Dummy variable, 1 for statewnership and zero otherwise + MRs

CrossListing CROSL | Dummy variable, 1 focrosslisted companies and zero otherwise + Egyptian Stocks
Market

Size SIZE Natural logarithm of total assets + Thomason Reuters

Age AGE Dummy variable, 1 for new companies and zero otherwise +/- Egyptian Stocks
Market

Control Variables

Regulation Type REGTY | Dummy variable, 1 for reports that were issued under the + --

regulation, zero for reports that were issued under the old regulati
Profitability PROF Return on equity (ROE) + Thomason Reuters
Leverage LEV Natural logarithmot. ong ter m debt t o owrn + Thomason Reuters
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Table 4.6 Descriptive statistics of independent and control variables in the regression model

Variables Number of Observations Mean Std. Deviation|Minimum  [Maximum
OWNST 765 7425 43755 -- --
CROSL 765 .0575 .233 -- --
INDTY 765 5163 .50 -- --
'AGE 765 194 .395 - -
~Age in years| 158 Companies |18.46years | 6.24years | 5 years |58 years
SIZE_LOG 703 13.42 1.663 10.13 18.04
REGTY 765 .596 491 -- -
ROE 658 .088 A7 -.78 .81
LEV 639 437 597 .01 2.29
Table 4.7 Pearson correlation
Variables Disc GOVOW |CROLT |INDTY |AGE SIZE_LO |[REGTY |ROE LEV
MRDISC | 1.000
OWNST | .221™ 1.000
(.000) --
CROST .058 .015
(.077) (.355) 1.000
INDTY 154" | -.126™ -.049
1.
(.000) (.001) (.113) 000
AGE -.019 .232™ .073* | -.006 1.000
(.317) (.000) (.036) | (.437) |
SIZE_LO| .165™ | -.091" |.383"™ | .050 | .031 1.000
(.000) (.013) (.000) | (.111) |(.220) '
REG .810™ .005 .002 022 | .013 | .147™ 1.000
(.000) (.454) (.485) | (.291) |(.375) | (.000) '
ROE .075" | -.210"™ |-.083" | .000 [-.093* | .127" .023 1.000
(.032) (.000) (.020) | (\497) |(.011) | (.001) | (.285) '
LEV .059 A777 | .148™ | .036 | .049 .330 097" |-.275™ 1.000
(.075) (.000) (.000) | (.189) |(.113) | (.129) | (.008) | (.000) |
OWNST Stateownership; CROSL: Crodsi st i ng; | NDTY: I ndustry Type; AGE
companyo6s si ze; REG: Regul ation Type; ROE: Return o

* kk kkk
PR

the correlation is significargt 10%, 5%, and 1% respectively

Table 4.7 shows the results of Pearson test of the correlations between the variables
in the regression model. It wasvealedthat the disclosure level correlates with all the

independent and control variables in the model, except for the Age. The type of correlation
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referred to a positive association between the disclosure level andwsteeship, cross
listing, the industryytpe (the industrial firms), the firm size (big firms), profits (high profits),

and leverage (high leverage). Furthermore, the new regulation has a positive correlation
with the increase of the disclosure level in MR.

4.8Results
Using alinearregressioranalysisneedgour assumptions the used date be met.

These assumptions are (dletests are wtabled):

1 The normality othedependent variable (Shapivililk tes);
1 Homoskedasticity (BreausdPagan test);
1 Absence of autocorrelation between residuals (DevBaison test);

1 Absence of multicollinearity (VIF and Tolerance).

While the last three assumptioneremet inour collected data, the normalityasan
issuein theROE and Leverage. Using the natdagarithm is not possible in case tbie
ROE because the original datauldinclude negative values. In order to minimise the-non
normality issue, some transformations were folloyeedh aghesquare root, however, the
transformed data did ngiroduceany different resultsin the testing of the normality
distribution. Furthermore, the outlines@reeliminated from the data to minimise the non
normality. It has been argued that the /mammality assumption does not treat the validity
of the regression adel, butratherit would only imply that the estimators with nen
normality might not be sufficiennh explainng the independent variabl@rooks 2003.
Brooks suggestthat even if the normality assumptissasnot met in some variables, OLS
would still be effective incarrying out the analysis because it gives more accurate results
compaed withother regression models. He adthat the type of financeéate rarely pags
the normality assumptiofrurthermore, in some cases, rwrmality isthe result osome
types of heteroskedasticitgspecially in financial datéowever,its eventualeffect on the
results is nointense(Elghuweel 2015 In addition, the current study focuses mainly on the
relationships between independent variables and the dependent variable, while it employees
ROE and Leverage as control variablBased orthis brief discussion, #vasdecided to
perform an ordinarydast Squares (OLS) regression model.
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4.8.1 Firm-Characteristics andAggregatedDisclosure in MR
Table 4.8 demonstrates thatalue for three of firrcharacteristics have significant
effects on the disclosure level, while other firm characteristics sedaveno significant
influence on the disclosure. The governmentahership in listed companies has a positive
relatiorship with the disclosure level {-value:- 9 . 25 3, P value O 1%).

manufacturing firmshave used to disseminate more voluna information than

nonmanufacturing firms{v a | u e : 5.137, Pthewr@ddisterl campahiés) . La:
disseminate more information in its MRRscomparing withthe locatlisted companiest{
val ue: 2.926, P value O 1%) . The age, Si z

insignificant impact on the aggregate disclosure level in MR.

Table 4.8 OLS regression model on thggregatedlisclosure in MR

Variables Coefficients | Std. error T Sig.  |Ranking
Independent Variables
OWNST .075 .008 9.253 .000™ 2
CROSL .042 .014 2.926 .004™* 4
INDTY .034 .007 5.137 .000™ 3
AGE .007 .009 794 428
SIZE -.001 .002 -.516 .606
Control Variables
REG 246 .007 36.927 | .000™ 1
ROE .000 .000 1.038 .300
LEV .000 .000 .555 579
Constant 173 .032 5.479 | .000™
R? 723 Adj. R? 719
Std. Error of the
Estimate 08045
F- value 194.386 Sig. F .000™
Number of
observations 605
OWNST Stateownership; CROSL: Crodsi st i ng; | NDTY: I ndustry Type; AGE

companybs si ze; REG: Regul ation Type; ROE: Return o
M significant at 10%, 5%, and 1% respectively

Discusson on theimpact of firm -characteristics on theaggregateddisclosure in MR
Results of OLS regression model suggdghat some firrcharacteristics have
significant effects o the overall disclosure levelhe results revealed that the state

ownership has a significant impact on the disclosure levethefdifferent types of
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information. Generally, the privat@vned companies disclokmvervolume of information
than the statewned companieslhis finding is consistent with mangther studies (e.g
Abd-Elsalam & Weetman, 2007; AbdEhttah, 2008; Boshnak, 2017; Eng & Mak, 2003;
Ghazali & Weetman, 2006; Ntim et al., 2012; Wang & Claiborne, R008s finding can
be relatedto three reasons. First, the gaverentattemptsto presenthe best disclosure
practices to encouradbe private companies following ther same disclosure strategy,
which is useful, inthe medium and long run, in enhancing the market efficiency and
maturity. Another possibleexplanaton can be thesnhancingof the accountability of
government by the public. As the stat@nership means that public amouatsnoneyhave
been dedicated by the governmdot invesing in some profitable activities; these
companies increase its disclosure level to explain to the public how their m@sey

invested.

Crosslisting seems taaffect the disclosure in MR positivelgompared with the
companies listed inonly one capital markeThis finding is similar taheprior studieqe.g,
AbdelFattah, 2008; Aljifri et al., 2014; Boshnak, 2017; Collett & Hrasky, 2005; Cooke,
1989a; Cooke, 1989b; Glaum & Street, 2003; Haniffa & Cooke, 2002; Haniffa & Cooke,
2005; Hodgdon et al., 2009; dhausti, 1997; Malone et al., 1993 his resultcan be
explained withthe variety oftheus er s 6 theeddferent mankets. Crodssted
companies deal with several usgrsups in different markets, which is reflectedtbe
disseminatiorof more inbrmationin orderto gainthe trust otheinvestors in each market.
Furthermore, it is expectddr the disclosure culture ohg companyto beaffected by the
higher efficient market, anthatthe companywould adopta similar culture in the loer
efficient market regardless the disclosure practicex the other companies listed ihe
locakmarket only(AbdelFattah 2008

The industry type affects the disclosure practices in MR. Results of the regression

analysisshowedhat MRsof the industrial companies includes more infotimathanthese

in nonindustrial companies. This result is consistent with several prior st{ckes,
Akhtaruddin, 2005; Alanezi & Albuloushi, 2011; Aljifri, 2008; Aljifri et al., 2014; Boshnak,
2017; Cooke, 1992; Haniffa & Cooke, 2002; Hassan e8DG; Street & Gray, 2002;
Wallace & Naser, 1995However this finding isin contrast tmther studieshatfound no
significant effectof the type of industry on the disclosure level (e.4bd-Elsalam &
Weetman, 2003; Malone et al., 1993; Naser e2802; OwustAnsah, 1998; Tsalavoutas,

2011). The positive effectbetweenindustrial activities and disclosure level coue
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accounted to thkigher complexitieshatface themanufacturing companies activiti@s.,
the technological obsolescence, corifen risks, and pollution emissiopns These
conditionsrequire more information teeflectwhether the management adeg$uccessful
strategy to deal witithem This disclosure is helpfulor both the investors andhe
governmental authorities who monitthe effecs of the industrial companies on the

surrounded environment.

The impact of firm size on the disclosure lesiebwed nossignificant This finding
is similarto mary otherstudieghatrevealedha the size does naffectthe disclosure level
(e.g, Abd-Elsalam & Weetman, 2003; Alanezi & Albuloushi, 2011; Aljifri, 2008; Dahawy
2009; Ettredge et al., 2011; Glaum & Street, 2003; Malone et al., 1993; Popova et al., 2013;
Street & Gray, 2002; Tsalavoutas, 2D1This finding could beattributedto the desire of
thesmall companies to expand their activities, which requires attracting new investors and
lendersvia the adoptbn of more transparent strategy disseminahg information that

shows thestrongpositionof these companies.

The analysis suggested also that Age, Size, ROE, and leverage have no significant
i mpact on the disclosure | evel in MR. Firmb
level in MR. This finding is similar to several prior studies.g., Akhtaruddin 2005; A}
Shammari et al., 2008; Alanezi & Albuloushi, 2011; Alotaibi, 2014; Alsaeed, 2006; Haniffa
& Cooke, 2002; Hossain & Hammami, 2009; Owusisah & Yeoh, 2006 This finding
suggests that the new companies attempt to adopt similar disclosureedraieese of
the old companies, which is reflected on the similar volumes of the disclosure included in
MRs of the new and old companiesOR has no significant impact on tlggregated
volume of information provided in MR although that many prior gsdiuggested that the
high profits are associated positively with the disclosure level. Our findings are similar to
the results of several other studiesg(, Abd-Elsalam & Weetman, 2003; Aljifri, 2008;
Aljifri et al., 2014; Malone et al., 1993; Popovaakt 2013; Street & Gray, 2002; Wallace
et al.,1994. This result suggests that the companies with high profits do not seek to justify
the success of their activities and their strong competitive position that led to the high profits.
Lastly, the currenstudy revealed that the leverage has no significant impact on the overall
discourse level in MRs compared with companies with low leverage ratios. This finding
matches the results of many prior studies (&lgfri (2008), Dahawy (2009)Wallace and
Naser (1995)
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4 .8.2 Firm -Characteristics and Usefulness level of iBclosure: Usefulness level and

Commitment level

This sectiorexamineghe effect of firmcharacteristics on the disclosure level in MR
based orthetype of disclosure. First, wavill check the impact of firacharacteristics on
the disclosed volume of high useful items and moderate useful items. Secownd] we
examine the relati@hip between firmcharacteristics and tHevel of commitmentin the

disclosure (mandatory discloswe. voluntary disclosure).
4.82.1 Firm-Characteristics and the Usefulness Level of iBclosure

Chapter three concludewith that the users consider some informatiomas high
usefulness, whilgéhe rest ofthe items in the questionnaire were choserofsoderate
usefuhess Table 4.9epresents the regression model for the disclosutbeorery useful
items andhemoderate useful items. Howeverwiasclear that the effect of the regulation

is the dominant explanation theimprovemenof disclosure level.

The tableillustrates tlat three of firracharacteristics have significant influences on
reporting the very useful items in MR. The statavnership correlates positively and
significantly with disseminating more information in MR yalueof-7. 826 and P v a
1%). Moreover, th MRsof thecompanies thawere listed in more than one capital market
provided more useful content thathese in thecompanies listed in one market onty (
Value: 3.612, P value O 1%). | n ddedsdisetuli on, t

informationin comparing withtheindustrial onest{ value: 3.404, Sig.: 1%).

The disclosure of moderate useful items in WMésaffected by éur variables. Table
4.8 indicates that the absent of state ownership has a negative impact lenethef
disclosure othemoderataiseful informationtt value:-8.063,P v a | 1. Eurternibi
the industrial companies presedtmore moderate useful information thame other
companies ftvalue: 7.108P v al u)e. OTF hle% c o mp a n wsDsignifieagte h a s
effect on disclosure levesincet- value achieved 1.671 whickas significant ¢ value
O 1 0.%his finding suggests that the new listed companies disclose less moderate useful
information inthe MR. Lastly, the companies with higher profits dissaate high number
of moderate useful information compdwith the companies with losses wer profits
(t-valuel . 814, P value O 10%) .
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4.82.2 Firm-characteristics and the commitment level of disclosureMandatory

disclosure and Voluntary disclosure

Table 4.9 indicates that the regression model is efficient in explaining the differences
in disclosure level in MRs (Adj. R squared: 0.861), as the significance of F value supports

the significance of the model in gener al ( F

Three firmcharacteristics affected the level of mandatory disclosure in MR. Table

4.8 highlights that the companies with government ownership are more committed to the
mandatory disclosure requirements yalue: -7 . 4 1 7 , P value O1%). F
industrial companies showed more obligation to the mandatory disclosure compared with

the nonindustrial companies¢ al ue: 3.887, P value O1%). Th
atrivialsi gni fi cant i mpact on mandat or,yhefighsc | os t
profits encourage the companies to commit to the mandatory disclosure requirgments (
value: 2.798, P value O0O1%)

Regarding the voluntary disclosure, table 4.8 illustrates that the regression model
significance was high (F value: 12.606, Sig0@). It was proven that the governmental
ownership positively correlates with the extent of the voluntary disclosurale: 7.361,

Sig.: 0.00). Moreover,-tvalue for the croslisting variable scored (3.980) which is
considered to be significant dtet level of 0.05; this suggests that crbisted companies
provide more voluntary information in their MR. The industry type was also appeared to be
of the least significant effects on voluntary disclosure, since the valueeabrded 3.308

at signifiance level of 1%. This indicates that the industrial companies disclose more
voluntary information compared with the nomustrial companies. On the contrary, the
voluntary disclosure has decreased after switching to the new regutati@ug-1.742,

Sig: .082). The age, profitability, size, and leverage did not have any significant impact on

the extent of voluntary disclosure in MR.
4.8.2.3 Discussion

The usefulness level of disclosure

Up to best of our knowledge, the previous studies did not examine the impactof firm
characteristics on the usefulness level of disclosure. The current study showed that the
presence of statewnership and manufacturing activities significantly increades t
disclosure on the very useful items and the moderate useful items. Moreovetistedss

companies disseminate more vweiseful items than the other companies. Both the age and
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the ROE have a slightly significant positive impact on the disclosure aenaie useful
items. The size and leverage have no significant effect on the reporting of the very useful

items and the moderate useful items.

Table 4.9 OLS regression on the level of disclosure due to its type in MR

Variables The usefulness level The Commitment level
Very Useful Moderate Mandatory Voluntary
Items Useful Items Items Items
Independent Variables
OWNST .076™ .073™ .089™ .064™
(7.826) (8.063) (7.417) (7.361)
CROSL .063™ .002 .016 061"
(3.612) (.119) (.749) (3.980)
INDTY .024™ .053* .039™ .024™
(3.044) (7.108) (3.887) (3.308)
AGE .002 .016 .009 .003
(.198) (1.671) (.724) (.354)
SIZE -.001 -.001 -.003 .001
(-.592) (-.089) (-.973) (.281)
(R:’Ergrol Variables S5 536" 5ag™ 017
(31.524) (31.594) (59.514) (-1.742)
ROE .000 .000 .001™ .000
(.428) (1.814) (2.798) (-1.230)
LEV .000 .000 .000 .000
(.563) (.263) (1.262) (-.818)
Constant .195™ 129 247 .118*
(5.173) (3.647) (5.265) (3.495)
R? .653 .666 .863 .145
Adj. R .648 .662 .861 133
Std. Error .09618 .09009 .11929 .08576
F- value 140.11* 148.57" 469.92™ 12.62*
Observations 605 605 605 605
OWNST Stateownership; CROSL: Crodsi st i ng; | NDTY: I ndustry
companyods si ze; REG: Regul ation Type; ROE:

* kk kkk
PR

The commitment level of disclosure

The results of the current study supported a positive significant impact of the state
ownership on mandatory and voluntary disclosure in MR. The disclosure literature
presented a very limited evidence regarding the impact of@tatership on the level of
mandatory disclosur®aser et al. (2002pund no evidene that supports an effect of state
ownership on the mandatory disclosure, however, other scholars documented a positive

relationship between statevnership and extent of the mandatory disclosure ( Algl;

significant at 10%, 5%, and 1% respectively
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Elsalam and Weetman (200Bpshnak (2017) Regarding the voluntary disclosure, our
findings are in line with several prior studies (eAj-Janadi et al. (2013Eng and Mak
(2003) Lan et al. (2013)Makhija and Patton (2004Ntim et al. (2012) Wang and
Claiborne (2008)

Crosslisting wasfound to have a strong positive impact on increasing the extent of
voluntary disclosure; however, no significant effettit was noticed on the mandatory
disclosureThe findings related tahe mandatory disclosure is consistent whidstudiesof
Abd-Elsalam and Weetman (2008)ahawy (2009)andPopova et al. (2013Pn theother
hand, crosgisted companies presemt a greater content of information in their MRs
comparedwvith the companies listeth only onemarket, which is consistent with the main
streamof the previoustudies (gy.,Boshnak, 2017; Cooke, 1989b; Cooke, 1992; Inchausti,
1997; Malone et al., 1993; Ntim et al., 2012; Wallace et al., 199%se results could be
explained in light of thgpower ofenforcementmposed on them; whetgoth crosdisted
and onemarketlisted companiesre committedto the requirements of the mandatory
disclosure. The increase thevoluntary disclosurén crosslisted companiestems from
the differences in mandatory disclosure requirements in the higher market ameatuiniey
of users in that market, whiaan bereflected on the volume ofthe produced information

that isavailable taheexternal users irhe lower market.

The analysis that was done on the industry type suggested that the manufacturing
companies presented more mandatory and voluntary information than the non
manufacturing companies. Prior studies have failed in classifying listed compaoies
specific agreedipon economic sectors; however, several of these studies found a significant
impact of the economic sectors on mandatory disclosure (e.g., Akhtaruddin, 2005; Al
Shammari et al., 2008; Alanezi & Albuloushi, 2011; Aljifri, 2008; Aljigt al., 2014;
Cooke, 1992; Craig & Diga, 1998; Hassan et al., 2006; Street & Gray, 2002; Wallace &
Naser, 1995), and on voluntary disclosure (&AgZ\kra et al. (201Q)Barako et al., 2006;
Boshnak, 2017; Camfferman & Cooke, 2002; Cooke, 1989b; Cooke, 1992; Haniffa &
Cooke, 2002; Ho & Wong, 2001; Raffournier, 199&maha and Dahawy (201@)could
argued that some firmsdé activities emphasiz
the legallyrequested disclosure (Accounting standards and listing regulations) and thee
voluntaily information needed to highlight the going concerns for current and potential
investors. As the current study shows, manufacturing companies are more obliged to

mandatory disclosureds r e unformatioreimttes MRsENnd pr €
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The profitability (ROE) has a slightly significant positive impact on voluntary
disclosure, yet no significant impact was noticed regarding the mandatory disclosure. These
results are consistent with many prior studies on the voluntary disclosurédkétgruddin
et al. (20@); Boshnak, 2017; Ghazali & Weetman, 2006; Haniffa & Cooke, 2002; Hassan
et al., 2006; Hussainey & Mllajjar, 2012; Jaggi & Low, 200Kamel And Awadallah
2017 Lan et al., 2013; Raffournier, 1995; Wang & Claiborne, 20@8d on mandatory
disclosure(e.g., AbdElsalam & Weetman, 2003; Agy®lensah, 2013; Aljifri, 2008;
Malone et al., 1993; Street & Gray, 2002; Wallace et al., 1994). While all companies
considered the mandatory disclosure to be the minieval of information they have to
present, comanies with high profits sought to show their strong performance to the

investors, which enhances their sharesdo pri

The Age Size, and Leverage had no significant impact on both types of disclosure;
the mandatory and the voluntary. This finding is in consistence with the prior studies on the
age (e.g.Akhtaruddin, 2005; AlShammari et al., 2008; Alanezi & Albuloushi, 2011;
Alotaibi, 2014; OwusiAnsah, 1998 Size (e.g.Abd-Elsalam & Weetman, 2003; Alanezi
& Albuloushi, 2011; Aljifri, 2008; Makhija & Patton, 2004; Malone et al., 19%hd
Leverage (e.gAgyei-Mensah, 2013; Ali et al., 2004; Craig & Diga, 1998; Dahawy, 2009;
Haniffa & Cooke, 2002; Ho & Wong, 2001; Hussainey &Mdjjar, 2012;Kamel And
Awadallah 2017 Raffournier, 1995Scaltrito (2016) Wallace & Naser, 1995/ allace et
al., 1993.

4.8.3 Discussion on the Impact of FirmCharacteristics on Disclosure Level in MR

Sections and 8bsections

This section includes additional analysis to examine the impact etharacteristics
on disclosure level afhe different typesof information provided in MRs. Results of the

analysisare reflectedn table 4.10.

The analysislemonstrate thatthe firm-characteristics havan unequaleceffect on
disseminatinghei nf or mati on on CGO0s subsectuctorens. Th
was affected bythe stateownership which implies a significant positive relatioship
between the statewnership and the disclosure on ownership structure (P vallis).

Other variableswere foundnot to have a significant impact on ownership structure

disclosureA prior study bySamaha et al. (2012) Egypt showed that industry type, size,
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ROE, and Leverage do not affect the disclosure on ownership structure, which is consistent

with our current study.

The disclosure on board compositwasaffected by two variales; stateownership
(P value< 10%) and cros8sting (P value< 1%). Furthermore, theravereno significant
impact of other firmcharacteristics on board composition disclosure, whiah lise with
the findings of Samaha et al. (201Xtudy, except for thesize which was positively

associated with thiype of disclosure.

Three firmdeterminateshad a significant impact on the disclosure tre audit
committee. The results suggedthat manufacturing companies disclose less information
on theaudit committeeompared with theon-manufacturing companieP {alue 1%). In
addition, both old companies and large size companies disseminate more volume of
information in their MRs thatcovers audit committee (P value 10% and< 5%
respectively). The remaimg variables in the modelppeared noto haveany sigrificant

influence on corporate governanceds subsect

The regression modeh theinternal control and risks illustrat¢hatthere werdour
variableghathad significant effects on the disclosure on this section. Table 4.11 shows that
crosslisted companies disclose more information th@companies listed in ormarket
(P value< 1%), andthat new listed companies disseminate less informatmmpared to
the old listed companies (P value 5%). Rationally, crostisted companies face more
complex challenges in their activities, which requires more disclosures to justify the risks to
the users. Furthermore, asviasdiscussed eadr, thenew firmsare in aseverecompetition
with the old companiesywhich puts them inthe face of risks. As itvasexpectedthe high
proftshalanegati ve effect on the di s ovhsexpeatede | ev e
since thecompanies with low profits awith losses encounter serious threatsl needto
presenmore justifications in their MRs to explain the impact @sththreats othecurrent
and the expected performanciElshandidy et al. 2035 Furthermore, the current study
revealed that the high Leverage associates positively with the higher volume of disclosure
on the risks management (P vakid %), which is conistent withHassan (2009ut in

opposite ofAmran et al. (2008)

Firm size was found to have an insignificant influence on risks disclosure, which is

consistent with findings dElzahar and Hussain€2012) but on contrast to the studies(of
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Amran et al. (2008)Elshandidy et al. (2015andLinsley and Shrives (2006yho found

that the large companies disclose more information that covers the risks.

The effect of firmcharacteristics on KBland on the changes of fixed assets
disclosure was similar. Both types of disclosureansdfected positively by statavnership,
industry type (manufacturing companies disseminate higher volume of information), size
(small companies disclose more information than the large ones), and profitability. Leverage
appeared to have a significantezff on the changes in fixed assets information, however,
no such impact was found in KRlisclosure. Moreover, multiplested firms disclose more
information on KP$; surprisingly, these firms do not provide high disclosure on the changes
of fixed assetsThe last finding was unlike the expected, since the Egyptian-kistes
companies follow IAS/IFRS (ieding the Fair Value standard IFRS)1% was expected
that these companies would transfer their disclosures within the developed capital market

onthe changes of fixed assets to their MRs when submitting to the EGX.

Five firm-characteristics affected the disclosure on FLP. Glistsl companies
disseminate more FLP information; this is consistent with the studi€dadfson et al.
(1999) and Al-Najjar and Abed (2014)Likewise, the industrial firms provide more
information in their MRs to cover FLP disclosurealue 2.751, P value 1%), which is
consistent withBeretta and Bozzolan (2008nd Wang and Hussainey (2013yet
contradicts the study @ljifri and Hussainey (2007Ayvho found an insignificant assoti@n
between the type of economic sector and FLP disclosure. Finally, the regression analysis
indicated that satewnership has a positive impact on FLP disclosure (P vallie%).
Furthermore, the profitability was positively associated with FLP disa@ofiawever, this
finding is inconsistent with the studiesAdfifri and Hussainey (2007)Vang and Hussainey
(2013) andAl-Najjar and Aled (2014) The researcher believes that the companies with
high profits employ FLP disclosure to highlight the improvement of their performance in
the future, which can support the share prices in the market. The findings also showed that
the leverage was positively and significantly associated with FLP disclosure, which is
consistent with the studies Afjifri and Hussainey (2007andWang and Hussainey (2013)
but contradicts the study éfl-Najjar and Abed (2014)ho found no significant effect of
leverage on FLP. This finding could be attributed to the motivations presented to managers
in the companies with higher leverageinordes enhance the userso tr

investing all financial resources, which could reduce the cost of capital.
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Three firmcharacteristics affected the disclosure on CSR and cemaental
information. Table 4.1@emonstrates that the industrial companies, as it was expected, tend
to disseminate more information on this sectierv(e | ue 8. 107, P value
consistent with several prior studies (e@han et al. (2014 Cormier and Magnan (1999)
Hackston and Milne (1996atten (1991)Roberts (1999) The same was also applicable
with the presence of state ownershipv@ilue-8 . 31, P value O1%), howe
inconsistent withAlotaibi and Hussainey (2016)ho found a negatively association
between the govemental ownership and C3fsclosureFurthermore, the results showed
that higher profitability associates with a greater CSR discloswedtl ue 2. 12 2, P
5%), which is in line with the studies Gformier and Magnan (1999Bamerschlag et al.
(2011) Haniffa and Cooke (2005Khan et al. (2013)andRoberts (1992hut is inconsistent
with the studyChan et al. (2014yvho suggested that profitability does not affect CSR

disclosure.
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Table 4.10OLS regression on the disclosuredifferent sectionand subsections of the MR

Variables Ownership| Board Audit Risks KPls Fixed FLP CSR & Environ-

Structure |Composition/Committee Assets menatal

Independent Variables: | ) . 022 010 -022 208" | 085" | .056™ 117
OWNST (2.767) (2.909) (1.003) (-.807) (11.989) (4.493) (3.485) (8.311)

CROSL -.013 .056™" -.012 .198™ .108™" -.070" .053" .017
(-.691) (2.798) (-.651) (4.093) (3.195) (-2.094) (1.851) (.673)

INDTY -.012 -.010 -017™ -.005 .101™ .040™ .036™" .094™
(-1.336) (-1.047) (-1.961) (-.232) (6.452) (2.571) (2.751) (8.107)

AGE .003 .000 .019 -.058" .028 .012 .024 .014
(.287) (-.003) (1.726) (-2.034) (1.371) (.590) (1.448) (.966)

SIZE .000 .001 .008 .011 -.011" -.014™ -.003 -.003
(.089) (.236) (2.797)" (1.393) (-1.978) (-2.661) (-.551) (-.762)

(R:Egro' Variables: 5247 | 434" 549" -034 036" 101" -023 266"
(60.888) | (46.708) (63.943) (-1.513) (2.291) (6.532) (-1.728) (23.018)

ROE .000 .000 .000 -.004* .001™ .001™" .001" .001"
(1.331) (.184) (-.416) (-5.148) (2.860) (2.122) (2.457) (2.122)

LEV .000 .000 .000 .000™ .000 .000 .000™ .000
(1.480) (1.440) (-1.435) (-3.080) (1.570) (1.815) (2.280) (.258)

Constant .074 .081 -.066 .089 A422™ .335™ 173* 233"
(1.811) (1.838) (-1.618) (.847) (5.706) (4.573) (2.789) (4.262)

R? .866 .793 877 .093 .291 .136 .061 .548

Adj. R? .864 .790 .876 .080 .282 124 .049 542
Std. Error .10382 .11208 .10353 .26852 .18837 .18620 .15782 .13928
F- value 481.406™ | 285.147" |532.988™ 7.598*" 30.630" | 11.721" 4.854™ 90.336"

Number of Observations 605 605 605 605 605 605 605 605

OWNST Stateownership; CROSL: Crodsi st i ng; | NDTY: I ndustry Type; AGE: c o mp any 6Retum gneequityS1 Z E:

LEV: Leverage.

* kk kkk
’ ,

significantat 10%, 5%, and 1% respectively.
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Finally, Table 4.11 summarises all the above findings.

Table 4.11 Summary of results @LSregression models

Subject/Variables State |Cross|Listing| Industry| Size |REG |Profitability leverage
ownership|listing| age type
Aggregatedisclosure + + No + No + No No
Useful Items + + No + No + No No
Moderateuseful + No + + No + + No
Items
Mandatory ltems + No No + No + + No
Voluntary Iltems + + No + No - No No
Ownership structure + No No No No + No No
Board composition + + No No No + No No
Audit committee No No + _ + + No No
Risk Management & No + - No No | No - +
Internal control
KPls + + No + - + + +
Changes in Fixed + - No + - + + +
Assets
FLPD + + No + No - + +
CSR + No No + No + + No
+ : Positi velegatyesassodiadoh,iNa No signifitant association was found
SUMMARY

The mainobjectiveof this chapter was to measure the disclosure provided in MRs,
and, then, to compare between the usersod ne
and the actual disclosure practices in MR. The findings illustrate that the disclosure level in
MR has increased significantly under the new regulation issued in January 2014. The level
of mandatory disclosure increased from 17%, under the old regulation, to 76%. Despite this
major improvement in the disclosure level, this finding indicates a weak corantito the
regul ationsd requirements. Furthermore, the
very weak and does not exceed 9.3% under the old regulation, while this level has decreased
again, when switching to the new regulation, to only 8&ocaddition, examining the
hypothesis states that the fhcharacteristics have significant influences on the disclosure
provided in the MR, using OLS regression, showed that the presence of state ownership,
crosslisting, and manufacturing activities have rsfgcant positive impacts on the
disclosure provided in MR and its main sections and subsec@uorthe other hand, the
age, size, profitability, and leverapad mixed findingsthroughout thelifferent sections

and subsections of MR
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CONCLUSION

(Concluding Remarks, Contributions, Limitations, and Future Research)

The aim of this study was to investigate
of the management report in light of the requirementshefnew listing rulesthat were
issued in January 2014 in Egypt.

The financial crisis in 2008 has shown thadequacyof the accounting disclosure
within the financial reportsin providing usefultransparent informatiothat reflects the
actual performance of companies. The managerepott is considered an essential vehicle
that complemerd the weaknesof financial reports. While the management report aims
mainly to illustratethe company surrent performance and future forecasts, this study
focused on assessing the usefulnessariagement repoitm the eyes oftheusers. Unlike
the developed markets, emerging markets have different characte¢hatieserelatal to
the market efficiency and matty. The authorities itheemerging marketseekto enhance
the level of efficiencybyi mpr ovi ng the disclosure wusefulr
One of tlese effortstook place in Egyptwherethe Financial Regulatory Authority (FRA)
issued new regulatiothat obligates the listed companies to increase the volume of

disclosure in thie MRs.

Using a survey questionnaire, ehendred and fourteen questionnaires were collected
from the financial analysts andhe institutional investa as sophisticated users tife
accounting information. Results of the survey revealed that the new regulation has slightly
improved the requirements tife mandatory disclosure included tine MR, however, the
new requirementsare still far from meeting theu s er s 6  nneoee dadditioeln d
informationarestill needed to be disclosed in MRs. Furthermore, the resultseshibat
the usersegarddifferent informationto beunequalin their usefulness. While some items
wereseen as very usefirl investments decisiemaking, other informa&bn wasconsidered
to bemoderate useful and havanerimpact on the usedslecisionsTherefore, it could be
argued that the FRA did notterviewthe users to explore their neadghe disclosureof
MR. The usefulness of accounting disclosweuld be difficult to achieve whenthe
regulation requiresnly the disclosure on many moderate or slghiseful information,
while most of the very useful informatiorare not mandatedin fact, this conductcan

critically shapehe market efficiency.
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After that the study analysed 782 MR®atcover five yearstwo years under the old
regulation and three years under the new regulation. This anstygihtto compare the
user s o6 rnhedsdlasuredevel provided in MRs, and to examine the effect of firm
characteristics on the extent of information disclosed in MR. The findingsesttbat the
general level of disclosure in MR has increased significantly after switching to the new
regulation. However, the results indicdtiat the companies do not fully romit to the
requirements of the mandatory disclosure, as listed companies do not dissemictaten
thevery useful information itheir MR, evenif voluntarily. While the resultslearlyshowed
thatthe level of mandatory disclosure has increased afiplying the new regulation, the
counteractive effeappeared in theoluntary disclosure. These contrasted findiimglécate
the initial rol e of r egul abymereasing thelextensof i N  me

mandatory disclosure to includeoreitemsthat areseernto bevery useful to the users.

Some prior studies on Egypt pointed out that the incomplete commitment to the
mandatory disclosure requirements and the low levels of the voluntary can reflect the
cultural environment. The value$ secrecy and conservatism are heavily rooted in Egypt,
which challenges the desire of the users in more transpai@abgwy and Conover 2007
Dahawy et al. 2002Hassan etla2012. Furthermore, the insufficieminforcement power
and the feeblgenaltieson the norcompliance with the mandatory requirements are a
problematic issufAbd-Elsalam and Weetman 200{assan et al. 20Q8lassan et al. 20)2
FRA should have clear strategiés both enhancing the value of transparency and
respecting the voices of the users and it should also sepstnaitieor thenon-compliant

companies.

Finally, in an additional test, the results sleolthat some of firrrcharacteristics have
significant effects othe disclosure level in MR. Mainly, the presence of state ownership,
cross listing and manufacturing activities have significant positive impamt the
disclosure provided in MRON theotherhand, theotherfirm-characteristics shazduneven

findings.

This study providd two main contributions to thbody of knowledge. First, prior
studies focused on the usefulness of the MR in the developed markets (especially in US)
while our study reprenied the first investigation on the perceived usefulness of the MR
disclosure in an emerging market. Second, prior studies focused on the usefulness of the
annual reportos s e c tldgreatar uddrstahdegf thehusetulnessoti dy pr
thedifferenttypesof information included in the MR. This could atldtheknowledgeof
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the voluntary di scl omiats @ view.hreparticylar, fthisstody t h e u
addresse a gap in the literatureelated to exploring whahe financial stateméd sisers
think of the content of the MR.

Furthermorethecurrent study providitwo practical contributions. Firdhefindings
should be considered liyeregulators tmvercome theurrent weaknessasthe disclosure
in order to meet user so6 i nefl the regulatore efforts e e d s .
improved the usefulness of MR, however, more weskill neededsthe users desire more
strict regulatiorthatguaranteea useful andacomprehensie disclosure ithe MR. It took
almost eleven years betwethe firstissuingof the Egyptian listing rules in 2002 and the
issue of anew regulationn theearlyof 2014 as a reformhatenhancsthe transparency in
the capital market. Howevethe resuts of our study evaluated tb reform as they
highlightedthat the new regulation, after five years of applying it, is still lackiegeral

disclosures .

Second, our resultsan alsobe useful forthe managers anthe accountard and
encourag them to ircrease the degree thfe voluntarydisseminatednformation that are
perceived as useful by investors. The study documentedthiadf twentytwo suggested
voluntary itemsthe users consided fourteen items as very useful and eight itemsfas
moderate usefakss For the companies whare concerred with what their current and
prospective investorsould desire, our findinggan helpther managerdo report more
useful informatiorasneeded by the users.

This study has two main limitationhe studyfocusses on the usefulness of the MR
in one emerging countrythus a crosgurisdictional approach is advocateBor the
difficulties relatel to conducting a survey 4person, it was not possible tmdertakethe
study in more than one emerging mat. Also, as itwas abovementioned, emerging
markets have special characteristitatmake the finding®f the studiestook within their
context difficult tobe generalised othe developed market§Vhat should beonsidereds
that this studycan also be of benefit tther emerging marketbhathave similar cultural,
social and economial featuresi(e., other North African countries)

Secondly, the study investigdtthe usefulness of the MR diesure for investments
decisionmaking. Othewusersgroups such as lenders and governmental authorities (Taxes

authorities and the ministry of investmefar example) might have the power to acquire
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theinformation theyneed which is notobtainableto the investors who hold small number

of shares or bonds.

The current study has highlighted sogapsfor thefuture research. First, @ouldbe
interesting to investigate the usefulness of theiMtelending decisiormaking in order
tofind outif therewasany different percepti@amongtother type®f users. Second, based
on the results of the regression analysis, future studies can investigate the shigtion
between state ownership, cross listing, #reindustry typeon one hand, and thearket

value of the companiem the other hand.

155



REFERENCES

Abdel-Fattah, T. M. H. 2008. Voluntary Disclosure Practices in Emerging Capital Markets:
The Case of Egypt, Unpublished PhD Thesis, Durham.

Abd-ElSalam, O. H. 1999. The Introduction afdplication of International Accounting
Standards to Accounting Disclosure Regulations of a Capital Market in Developing
Country: The Case of Egypt, Unpublished PhD Thesis, H&att University.

Abd-Elsalam, O. H., and P. Weetman. 2003. Introducing natesnal Accounting
Standards to an emerging capital market: relative familiarity and language effect in
Egypt.Journal of International Accounting, Auditing & Taxatit8:6384.

Abd-Elsalam, O. H., and P. Weetman. 2007. Measuring Accounting Disclosaupeiiod
of Complex Changes: ¢¢tCase of EgyptAdvances in International Accounti2g:75
104.

Abu-Nassar, M., and B. A. Rutherford. 1996. External users of financial reports in less
developed countries: The case of Jorddre British Accounting Revie28 (1):7387.

AcedoRamirez, M. A., and F. J. Ruabestre. 2014. Determinants of Capital Structure:
United Kingdom Versus Continental European Countrdesirnal of International
Financial Management & Accountirp (3):237-270

Agyei-Mensah, B. K. 2013Adoption of International Financial Reporting Standards
(IFRS) in Ghana and the quality of financial statement dismgsinternational
Journal of Accounting and Financial ReportiBd2):269286.

Ahmed, A. H., and K. Hussainey. 2017. Is Egyptian Caforinancial Reporting
Becoming More Conservativaggdurnal of Financial Reporting and Accountit§(3),
333346

Ahmed, H. A., Y. A. Tahat, B. M. Burton, and T. M. Dunne. 2015. The value relevance of
corporate internet reporting: The case of Egigizan@s in Accounting, incorporating
Advances in International Accoungi31(2), 188196.

Ahmed, K., and J. K. Courtis. 1999. Associations between corporate Characteristics and
disclosure Levels in annual reports: A matalysis.The British Accounting Review
31(1) :3561.

AICPA. 1973. Financial Statement Report of the Study Group on Objectives of Financial

Statements. New York: American Institute of Certified Public Accountant.

156



0 0 0 . 1994. "Improving business reportingx customer focus: meeting the infornoati
needs of investors and creditors”, Comprehensive report of the special committee on

financial reporting (the Jenkins report). American Institute of Certified Public
Accountants New York, NY.

Akhtaruddin, M. 2005. Corporate mandatory disclosure practited8angladeshThe
International Journal of Accounting0 (4):399422.

Akhtaruddin, M., M. A. Hossain, M. Hossain, and L. Yao. 2009. Corporate governance

and voluntary disclosure in corporate annual reports of Malaysian listed Joorsal
of Applied Mamagement Accounting Reseaitlil):1-20.

Al-Ajmi, J. 2009. Investors' use of corporate reports in Bahiamagerial Auditing
Journal24 (3):266289.

AlZAkra, M., I. A. Eddie, and M. J. Ali. 2010. The association between privatisation and

voluntary disclsure: evidence from JordaAccounting and Business Researth
(1):55-74.

Alanezi, F. S., and S. S. Albuloushi. 2011. Does the existence of voluntary audit

committees really affect IFR&quired dsclosure? The Kuwaiti

evidence.
International Journal oDisclosure and Governan@:(2):148173.

Alattar, J. M., and K. AKhater. 2008. An empirical investigation of users' views on

corporate annual reports in Qatamnternational Journal of Commerce and

Managemenl7 (4):312325.

Ali, M. J., K. Ahmed, and DHenry. 2004. Disclosure compliance with national accounting

standards by listed companies in South A8iecounting and Business ReseaBzh
(3):183199.

Al-Janadi, Y., R. A. Rahman, and N. H. Omar. 2013. Corporate Governance Mechanisms

and Voluntary Dis@sure in Saudi ArabiaResearch Journal of Finance and
Accounting4 (4):2535.

Aljifri, K. 2008. Annual report disclosure in a developing country: The case of the UAE.
Advances in Accounting, incorporating Advances in International Accour2dng

(1):93-100.

Aljifri, K., A. Alzarouni, C. Ng, and M. I. Tahir. 2014. The Association Between Firm
Characteristics And Corporate Financial Disclosures: Evidence From UAE Companies.

The International Journal of Business and Finance Rese&a(@):101123.

157



Aljifri, K., and K. Hussainey. 2007. The determinants of forWao#ting information in
annual reports of UAE compani@danagerial Auditing Journa22 (9):881894.

Allini, A., S. Rakha, D. G. McMillan, and A. Caldarelli. 2017. Pecking order and market
timing theory n emerging markets: The case of Egyptian firrResearch in
International Business and Finandd: 297-308.

Almahmoud, S. A. 2000. The usefulness of annual report information to participants in the
Saudi Stock Market, University of Cardiff, Unpublished PHi2sis.

Al-Maliki, I., H. Hammami, and G. H. Mardini. 2015. Corporate financial reporting in
Qatar: a study of individual investors' assessment of annual repiddle East
Journal of Managemeri (1):7996.

Al-Mubarak, F. 1997. The usefulness of cogberannual reports to inuesent analysts in
Saudi ArabiaPhD ThesisUniversity of Newcastle Upon Tyne

Al-Najjar, B., and S. Abed. 2014. The association between disclosure of fdoskialg
information and corporate governance mechanidfasmagerial Auliting Journal29

(7):578595.

Alotaibi, B. M. 2014. Corporate Governance and Voluntary Disclosure in Kuwait, PhD

Thesis, University of Bedfordshire.

Alotaibi, K. O., and K. Hussainey. 2016. Determinants of CSR disclosure quantity and
guality: Evidence fron nonfinancial listed firms in Saudi Arabianternational
Journal of Disclosure and Governanta (4):364393.

Alrazeen, A. M. 1999. The quality of annual financial reports of Saudi corporations: users

perceptons and companies practicefD Thesis, Unersity of Cardiff.

Al-Razeen, A., and Y. Karbhari. 2004. Annual corporate information: importance and use
in Saudi ArabiaManagerial Auditing Journal9 (1):117133.

Alsaeed, K. 2006. The association between-Bpacific characteristics and disclosuhes
case of Saudi Arabidanagerial Auditing Journa21 (5):476496.

Al-Shammari, B., and W. Abultan. 2010. Corporate governance and voluntary disclosure

in Kuwait. International Journal of Disclosure and Governantcgs):262280.

Alzarouni, A., K. Aljifri, C. Ng, and M. I. Tahir. 2011. The Usefulness of Corporate
Financial Reports: Evidence from the United Arab Emirgiesounting & Taxatior3
(1):17-37.

158



Amoako, G. K., and S. Asante. 2013. Compliance with international financial reporting
standard 7 @RS 7): a study of listed banks in GhaRa&search Journal of Finance
and Accounting (4):6673.

Amran, A., A. Manaf Rosli Bin, and B. Che Haat Mohd Hassan. 2008. Risk reporting: An
exploratory study on risk management disclosure in Malaysian annualtstepor
Managerial Auditing Journa24 (1):3957.

Anderson, R. 1981. The usefulness of accounting and other information disclosed in
corporate annual reports to institutional investors in Austriatieounting and Business
Researciil (44):259265.

Anderson, R., and M. Epstein. 1995. The Usefulness of Annual Reports: Australian
shareholders want more information in annual reports and clearer explanations of what
the numbers meaAustralian Accountan5:2525.

Antonczyk, R. C., and A. J. Salzman@12. Overconfidence and optimism: The effect of
national culture on capital structufResearch in International Business and Finance

31:132 151.

ASB. 2006. Reporting Statement: Operating and Financial review (OFR). London: The

Accounting Standards Board.

Athanasakou, V., and K. Hussainey. 2014. The perceived credibility of fotaakiohg
performance disclosure&ccounting and Business Reseafdh(3):227259.

Backer, M. 1970. Financial reporting for security investment and credit decidlens.
York Cerified Public Accountant(pre-1986) :885892.

Baker, H. K., and J. A. Haslem. 1973. Information Needs of Individual Invesites'.
Journal of AccountancfNovember):6469.

Ballwieser, W. 2004The Limitations of Financial Reportindgdited by P. D. LeuZ.,
Hopwood A. Oxford: Oxford University Press.

Barako, D. G., P. Hancock, and H. Y. Izan. 2006. Factors Influencing Voluntary Corporate
Disclosure by Kenyan CompanigSorporate Governance: An International Review
14 (2):107125.

Barnett, M. L., and R. MSalomon. 2012. Does it pay to be Really Good? Addressing the
Shape of the Relationship between Social and Financial Perform&hegegic
Management Journa&3(11), 13041320

159



Barron, O. E., C. O. Kile, and T. B. O'Keefe. 1999. MD&A quality as measurdteb
SEC and analysts' earning foreca§€lentemporary Accounting Researt8 (1):75
109.

Bartlett, S. A., and R. A. Chandler. 1997. The corporate report and the private shareholder:
Lee and Tweedie twenty years dineBritish Accounting Revie®9 (3):246-261.

Beattie, V., and M. J. Jones. 1992. The use and abuse of graphs in annual reports:
theoretical framework and empirical study. Accounting and Business Research 22
(88):291303.

0 0 0 . 2008. Corporate reporting using graphs: A review and synthisisnal of
Accounting Literatur@7:71110

Beattie, V., and K. Pratt. 200¥oluntary annual report disclosures: what users want

Institute of Chartered Accountants of Scotlaadinburgh.

Beaver, W. H. 1966. Financial ratios as predictors of faildoeirnal of Accounting
Research71-111.

0 0 0 . 1968. Alternative accounting measures as predictors of failtie Accounting
Review43 (1):113122.

Belkhir, M., A. Maghyereh, and B. Awartani. 2016. Institutions and Corporate Capital
Structure in the MENA Regiofemerging Markets Revie®6: 99129.

Benjamin, J. J., and K. G. Stanga. 1977. Differences in disclosure needs of major users of

financial statement#iccounting and Business Researc{27):187192.

Beretta, S., and S. Bozzolan. 2004. A framework for thalyais of firm risk

communicationThe International Journal of Accountir®9 (3):265288.

0 0 0 . 2008. Quality versus quantity: the case of forwlarking disclosureJournal of
Accounting, Auditing & Financ23 (3):333376.

Berglof, E., and A. Pajuste0@5. what do Firms Disclose and why? Enforcing Corporate
Governance and Transparency in Central and Eastern Eutoperd Review of
Economic Policy21 (2):178197.

Bhattacherjee, A. 201&o0cial Science Research: Principles, Methods, and Practices: The

Global Text ProjectTextbooks Collection. 3

160



Bin-Abdullah, A., and K. N. I. K. Ismail. 2008. Disclosure of Voluntary Accounting Ratios
by Malaysian Listed Companiedournal of Financial Reporting and Accountitg
(2):1-20.

Biswas, P. K., and S. K. Bala. 221Usefulness of corporate annual reports to individual
investors in Bangladeshnternational Journal of Disclosure and Governant2
(2):97-116.

Boshnak, H. 2017. Mandatory and voluntary disclosures in GCC listed firms, PhD Thesis,
University of the Wesbf England. Available from: http://eprints.uwe.ac.uk/30789.

Botosan, C. A. 1997. Disclosure level and the cost of equity caffi@lAccounting Review
72 (3):323349.

0 0 0 . 2000. Evidence that greater disclosure lowers the cost of equity capitedal
of applied corporate financk2 (4):60609.

Boubakri, N., JC. Cosset, and O. Guedhami. 2005. Postprivatization corporate
governance: The role of ownership structure and investor protecdwamnal of
Financial Economic36 (2):369399.

Bourque, L. B., and V. A. Clarck. 199Rrocessing Data: The Survey Examgho. 85),
Sage London.

Bouwman, M. J., P. A. Frishkoff, and P. Frishkoff. 1987. How do financial analysts make
decisions? A process model of the investment screening decisaounting,
Organizations and Sociefy?2 (1):129.

Bozzolan, S., M. Trombetta, and S. Beretta. 2009. Forwaiking disclosures, financial
verifiability and analysts' forecasts: A study of cristed European firms&uropean
Accounting RevieW8 (3):435473.

Breton, G., and R. J. Taffler. 2001. Accounting information and analyst stock
recommendation decisions: a content analysis apprdsatounting and Business
Researci81 (2):92101.

Brooks, C. 2008Introductory Econometrics for Finance: Second EditiQambridge

University Press, New York.

Bryan, S. H. 1997. Incremental information content of required disclosures contained in

management discussion and analysiseeAccounting Review7 (2)285301.

161



Camfferman, K., and T. E. Cooke. 2002. An analysissifidsure in the annual reports of

UK and Dutch companiedournal of International Accounting Researtl(l):3-30.
CAO. 1966. Uniform Accounting System. Central Auditing Organisation, CRggpt

Caplan, D., and S. K. Dutta. 2016. Managing the risk of misleading financial metrics in
annual reports: A first step towards providing assurance over management's discussion.

Journal of Accounting Literaturd6:1-27.

Cascino, S., M. Clatworthy, B. G. Osnda,Gassen, S. Imam, and T. Jeanjean. 2013. "The
use of information by capital providers: Academic literature review": The Research
Committee of The Institute of Chartered Accountants of Scotland (ICAS) and the

European Financial Reporting Advisory Grolf-RAG).

Cascino, S., M. Clatworthy, B. Garcia Osma, J. Gassen, S. Imam, and T. Jeanjean. 2014.
Who uses financial reports and for what purpose? Evidence from capital providers.
Accounting in Europél (2):1852009.

Casey, C. J. 1980. The usefulness of aoting ratios for subjects' predictions of corporate
failure: Replication and extensiorurnal of Accounting Researdl (2):603-613

CFA. 2013. Financial Reporting Disclosures: Investor Perspectives on Transparency,
Trust, and Volume. Virginia: Chared Financial Analysts Institute.

Chan, M. C., J. Watson, and D. Woodliff. 2014. Corporate Governance Quality and CSR
DisclosuresJournal of Business Ethid5 (1):5973.

Chandra, G. 1974. A study of the consensus on disclosure among public accountants an
security analystsThe Accounting Revied (4):733742.

Chandra, G., and M. N. Greenball. 1977. Management reluctance to disclose: An empirical
study.Abacusl3 (2):141154.

Chatterjee, B. 2007. Highlights in annual reports: its perceived usefulnessational
Journal of Commerce and Managemnt(1/2):166177.

Chatterjee, B. , S. Mi rshekary, 0. A. Far oo
Requirements and Narrative Reporting: The Case of Iranian Compauostgalasian
Accounting Business drfFinance Journadt (2):7996.

Chen, G., M. Firth, D. N. Gao, and O. M. Rui. 2006. Ownership structure, corporate

governance, and fraud: Evidence from Chidaurnal of Corporate Financd?2
(3):424448.

162



Chenhall, R., and R. Juchau. 1977. Investor informnatieedd an Australian study.
Accounting and Business Researc{26):111119.

Clarkson, P. M., J. L. Kao, and G. D. Richardson. 1994. The voluntary inclusion of
forecasts in the MD&A section of annual repo@sntemporary Accounting Research
11 (1):423450.

0 0 0 .1999. Evidence that management discussion and analysis (MD&A) is a part of a

firm's overall disclosure packageontemporary Accounting Researih (1):111134.
Cohen, J., L. Holdewe b b , L. Nath, and D. Wood. f2011.

the decisiorusefulness of economic performance, governance, and corporate social

responsibility disclosure®ehavioral Research in Accounti@g (1):109129.

Cole, C. J., and C. L. Jones. 2004. The usefulness of MD&A disclosures in the retail
industry.Journal of Accounting, Auditing & Finand® (4):361388.

0 0 0 . 2005. Management discussion and analysis: A review and implications for future

researchJournal of Accounting Literatur24:135174

Collett, P., and S. Hrasky. 2005. Voluntary disclosureopparate governance practices
by listed Australian companie€orporate Governance: An International Revié®
(2):188196.

Collison, D., J. Grinyer, and A. Russell. 1993. Management's Economic Decisions and
Financial Rgporting: The Research Boafdstitute of CharteredAccountants in
England and Wales (ICAEW).

Companies Act N.159. 198The Ministry of EconomyCairo, Egypt.

Cooke, T. E. 1989a. Disclosure in the Corporate Annual Reports of Swedish Companies.
Accounting and Business Reseat@113124.

0 0 0 . 1989b. Voluntary corporate disclosure by Swedish compadmsnal of

International Financial Management and Accountin(?):171-195.

Cooke, T. E. 1992. The impact of size, stock market listing and industry type on disclosure
in the annual reportsfoJapanese listed corporation&ccounting and Business
Researcl22 (87):229237.

Cooper, D., and P. Schindler. 200Business Research MethoddSA: McGraw

Hill/lrwin.

163



Cormier, D., and M. Magnan. 1999. Corporate environmental disclosure strategies:
determinants, costs and benefilmurnal of Accounting, Auditing & Financ&4
(4):429451.

Courtis, J. K. 1982. Private shareholder response to corporate annual /poxisting
& Finance22 (2):5372.

Craig, R., and J. Diga. 1998. Corporate accounting disclosure in ASHE#Mnal of

International Financial Management and Accountth(B):246274.

Dahawy, K. 2009. Company characteristics and disclosure level: The caseyuif Eg

International Research Journal of Finance and Econor®ic494208.

Dahawy, K., and K. Samaha. 2010. An investigation of the views and perceptions of
external users of corporate annual reports in emerging economies: the case of Egypt.

International Jairnal of Accounting and Finan&(3/4):333367.

Dahawy, K., and T. Conover. 2007. Accounting Disclosure in Companies Listed on the

Egyptian Stock Exchang®liddle Eastern Finance and Economicél):5-20.

Dahawy, K., B. D. Merino, and T. L. Conover. 200Re conflict between IAS disclosure
requirements and the secretive culture in Egigtzances in International Accounting
15 (48):203228.

Dahya, J., Y. Karbhari, J. Z. Xiao, and M. Yang. 2003. The usefulness of the supervisory
board report in ChinaCorporate Governance: An International Revidd (4):308
321.

Dancey, C. P., and J. Reidy. 208Tatistics wthout Maths for Psychology-ourth edition.

Davis, J. H., F. D. Schoorman, and L. Donaldson. 1997. Toward a Stewardship Theory of
ManagemeniThe Acaémy of Management Revi@® (1):2047.

Dawd, I., B. Burton, T. Dunne, and H. Almujamed. 2018. Corporate reporting and
disclosures in the emerging capital market of Kuwait: the perceptions of users and

preparersinternational Journal of Disclosure arf@dovernancel5:61-72.

Day, J. F. 1986. The use of annual reports by UK investment analgsisunting and
Business Researd6 (64):295307.

De Vaus, D. A. 2002Surveys in SociaResearch Fifth Edition. University College

London, London.

164



De Zoysa, A., ath K. Rudkin. 2010. An investigation of perceptions of company annual

report users in Sri Lankinternational Journal of Emerging Marke®s(2):183202.

Deegan, C., and B. Gordon. 1996. A Study of the Environmental Disclosure Practices of

Australian Corpaations.Accounting and Business Resea?@h(3):187199.

Dhaliwal, D. S. 1980. Improving the quality of corporate financial disclofureounting
and Business Researth (40):385391.

Dobler, M., K. Lajili, and D. Zéghal. 2011. Attributes of corporask rilisclosure: An
international investigation in the manufacturing secttwumal of International
AccountingResearchH0 (2)::21.

Doidge, C., G. A. Karolyi, and M. R. Stulz. 2009. Has New York become less competitive
than London in global markets? Evating foreign listing choices over timégournal
of Financial Economic91:253277.

Domowitz, I., J. Glen, and A. Madhavan. 1998. International Gts$gg and Order Flow
Migration: Evidence from an Emerging Mark&he Journal of Financ&3 (6):200%
2027.

Donnelly, R., and M. Mulcahy. 2008. Board structure, ownership, and voluntary disclosure

in Ireland.Corporate Governance: An International Revig@v(5):416429.

Durocher, S., and A. Fortin. 2011. Practitioners' participation in the accounting standard

setting procesgAccounting and Business Reseafldh(1):2950.

Durocher, S., A. Fortin, and L. Crt® 2007.
setting process: A theotyilding study.Accounting, Organizations and Soci€X®
(1):29-59.

Dye,eR. A. 2001. An evalwuation of ©6éb6essays on
accountingJournal of Accounting and Economig2:181235.

EasterbySmith, M., R. Thorpe, P. Jackson, and A. Lowe. 200&nagement Research:
Third Edition Sage, Londo.

Ebaid, I. E. 2009. The impact of cap#stucture choice on firm performance: empirical
evidence from EgypiThe Journal of Risk Finand (5):477487.

Ebai d, . E. 201 3. Corporate governance ar
Egyptian perspectiveCorporate Governace: The International Journal of Business
in Societyl3 (3):261273.

165



Edwards, J. 198 History of Financial Accounting (RLEccounting) Routledge.
EGX. 2015. The Annual Report. The Egyptian Capital Exchange.
0 0 0 . 2016. The Annual Report. The Egyptian Capital Exchange.

Eldomiaty, T. I., and M. A. Ismail. 2009. Modeling capital structure decisions in a
transition market: empira analysis of firms in EQypReview of Quantitative Finance
and Accountin@2 (3):211233.

Elghuweel, M. |. 2015. Empirical essays on corporate governance and corporate decisions

in emerging economies: the case of Oman, PhD thesis, University of Glasgow.

Elliott, B., and J. Elliott. 2011Financial Accounting and Reportingourteenth Edition.
Pearson Education Limited.

Elmagrhi, M. H. A. 2016. Corporate Governance, Voluntary Compliance, Corporate
Performance and Executive Pay: Evidence from the UK, Ph&si§, University of
Huddersfield Repository. Available at http://eprints.hud.ac.uk/30301/.

Elshandidy, T., I. Fraser, and K. Hussainey. 2015. What drives mandatory and voluntary
risk reporting variations across Germany, UK and UB& British Accounting &iew
47 (4):376394.

Elzahar, H., and K. Hussainey. 2012. Determinants of narrative risk disclosures in UK
interim reportsThe Journal of Risk Finande (2):133147.

Elzahar, H., K. Hussainey, F. Mazzi, and |. Tsalavoutas. 2015. Economic consequences of
key performance indicators' disclosure qualityternational Review of Financial
Analysis39:96112.

Eng, L. L., and Y. T. Mak. 2003. Corporate governance and voluntary discldsureal
of Accounting and Public Polic33:325 345.

Ettredge, M., K. Jolstone, M. Stone, and Q. Wang. 2011. The effects of firm size,
corporate governance quality, and bad news on disclosure complRecew of
Accounting Studie$6 (4):866 889.

Ewert, R., and A. Wagenhofer. 2012. Using Academic Research for th& Post
Implementation Review of Accounting Standards: A Nélgacus48 (2):278291.

FASB. 1978. Statement of Financial Accounting Concepts No. 1: Objectives of Financial

Reporting by Business Enterprises: Financial Accounting Standards Board.

166



0 0 0 . 2006. Objectie of Financial Reporting and Qualitative Characteristics of

DecisionUseful Financial Reporting Information. In Financial Accounting Series.
0 0 0 .2010. Statement of Financial Accounting Concepts No. 8: Conceptual Framework

for Financial Reporting: Finandiaccounting Standards Board.

Fawzy, S. 2003. Assessment of corporate governance in Egypt: The Egyptian Centre for
Economic Studies, Working Paper.

FEE. 2015. The Future of Corporate Reporting: Creating the Dynamics for Change. In

Cogito Series. BrusselBederation of European Accountants.

Field, A. 2009.Discovering Statistics Using SPSS: Fourth Editi®AGE Publications
Ltd.

Firth, M. 1978. A study of the consensus of the perceived importance of disclosure of
individual items in corporate annual repoftée International Journal éfccounting
Education and Research 1§:67-70.

Francis, J., and K. Schipper. 1999. Have Financial Statements Lost Their Relevance?
Journal of AccountindResearct87 (2):319352.

Fraser, I., J. Pierpoint, B. Collins, and WerHly. 2010. Meeting the Needs? User Views
on External Assurance and Management Commentary: The Institute of Chartered

Accountants of Scotland.
Frazer, L., and M. Lawley. 200Questionnaire design and administratioftiley.

FRC. 2009. Louder than words:iftiples and actions for making corporate reports less

complex and more relevant: Financial Reporting Council, London.

0 0 0 . 2011. Cutting Clutter. Combating clutter in annual repdfinancial Reporting

Council,London
0 0 0 . 2012. The UK Stewardship Codénancial Reporting Council, London.

0 0 0 . 2014. Guidance on the Strategic Report. lamd-inancial Reporting Council,

London

Gamerschlag, R., K. Mdller, and F. Verbeeten. 2011. Determinants of voluntary CSR
disclosure: empirical evidence from GermaRgview of Managerial Sciende (2-
3):233262.

167



Ghazali, N. A. 2010. Ownership structure, corporate governance and corporate
performance in Malaysidnternational Journal of Commerce and Managem2nt
(2):109119.

Ghazali, N. A. M., and P. Weetman. 2006rgeguating traditional influences: voluntary
disclosure in Malaysia following the economic crisiurnal of International
Accounting, Auditing and Taxatidib:226248.

Gillham, B. 2008Developing a questionnaird&C Black.

Girdharry, K., E. Simonovana R. Lefebvre. 2011. MD&A Counterpart to or distraction

from financial reporting: Certified General Accountants Association of Canada.

Glaum, M., and D. L. Street. 2003. Compliance with the Disclosure Requirements of
Ger manyos New Mar KGRAP.Joulnad & Intéreational Binardi&l
Management and Accountiig (1):64100.

Graham, C. M., N. V. Cannice, and T. L. Sayre. 2002. Analyzing Financial Analysts: What
they look for in financial reports and how they determine earnings quaditynal of
Management Researéh(2):6372.

Graham, J., C. Harvey, and S. Rajgopal. 2005. The economic implications of corporate

financial reportingJournal of Accounting and Economi8 (1):373.

Gray, R., D. Owen, and K. Maunders. 1991. Accountability, Corp&@atéal Reporting

and External Social Audit®\dvances in Public Interestccountingd:1-21.

Gray, R., R. Kouhy, and S. Lavers. 1995. Corporate social and environmental reporting: a
review of the literature and a longitudinal study of UK disclosticeourting, Auditing
& Accountability JournaB (2):47%77.

Gray, S. J. 1988. Towards a Theory of Cultural Influence on the Development of
Accounting Systems Internationalbacus?4 (1)::15.

Gray, S. J., and H. M. Vint. 1995. The Impact of Culture on Accounting Disclosures: Some
International EvidencéAsiaPacific Journal of Accounting (1):3343.

Hackston, D., and M. J. Milne. 1996. Some determinants of social and environmental
disclosuresn New Zealand companie&ccounting, Auditing & Accountability Journal
9 (1):7*108.

Haniffa, R. M., and T. E. Cooke. 2002. Culture, Corporate Governance and Disclosure in
Malaysian Corporation®Abacus38 (3):317349.

168



Haniffa, R. M., and T. E. Cooke. 2B0The impact of culture and governance on corporate

social reportingJournal of Accounting and Public Poli@# (5):392430.

Harding, N., and J. McKinnon. 1997. User Involvement In The Star8eitthg Process:
A Research Note On The Congruence Of Actaon And User Perceptions Of
Decision Usefulnes#&ccounting, Organizations and Soci@g/ (1):5567.

Hassan, M. K. 2009. UAE corporatieepecific characteristics and level of risk disclosure.
Managerial Auditing Journa24 (7):668687.

Hassan, O. A. GG. Giorgioni, and P. Romilly. 2006. The extent of financial disclosure
and its determinants in an emerging capital market: the case of HEggphational

Journal of Accounting, Auditing and Performance Evalua8di):4%67.

Hassan, O. A., G. Giorgion®. Romilly, and D. M. Power. 2012. The information gap in
corporate annual reports: evidence from Egypfrican Journal of Accounting,
Auditing and Financé (4):338358.

Hassan, O. A., P. Romilly, G. Giorgioni, and D. Power. 2009. The value relevance of
disclosure: Evidence from the emerging capital market of Egyp. International
Journal of Accounting4 (1):79102.

Hassan, O., and D. Power. 2009. The usefulness of accounting information; evidence from
the Egyptian markeQualitative Research in Fancial Marketsl (3):125141.

HassaneinA., and K. Hussainey. 2015. ferwardlooking financial disclosure really
informative? Evidence from UK narrative statemenitsternational Review of
Financial Analysis41:5261.

Healy, P. M., and K. G. Palepu. Z00nformation asymmetry, corporate disclosure, and
the capital markets: A review of the empirical disclosure literatdogewrnal of
Accounting and Economi&. (1):405440.

Healy, P., and K. Palepu. 1995. The challenges of investor communications:ehw cas

CUC International, IncJournal of financial economicd8(2): 1111 140.

Hines, R. D. 1982. The usefulness of annual reports: the anomaly between the efficient
markets hypothesis and shareholder survAgsounting and Business Reseafch
(48):296309.

Hjelstrom, A., T. Hjelstrom, and E. Sjogren. 2014. Decision usefulness explored : An
investigation of capital market actors?o

169

u



Ho, S. S., and K. S. Wong. 2001. A study of corporate disclosure practice anivefiess
in Hong Kong.Journal of International Financial Management & Accountihg
(1):75-102.

Hodgdon, C., R. H. Tondkar, A. Adhikari, and D. W. Harless. 2009. Compliance with
International Financial Reporting Standards and auditor choice: New evidence on the
importance of the statutory audithe International Journal of Accountirgt (1):33
55.

Hofstede G. 1984. Cultural Dimensions in Management &lanning.Asia Pacific
Journalof Managemeinl (2).81-99.

Hooks, J., and C. J. van Staden. 2011. Evaluating environmental disclosures: The
relationship between quality and extent measurhas. BritishAccounting Review3
(3):200213.

Hooks, J., D. Coy, and H. Davey. 2002. The information gap in annual repartsinting,
Auditing & Accountability Journal5 (4):501522.

Hossain, M., and H. Hammami. 2009. Voluntary disclosure in the annual repams of
emerging country: the case of Qat&dvances in Accounting incorporating Advances
in International Accounting25 (2):255-265.

Hifner, B. 2007 The SEC's MD&A: Does it Meetheé Informational Demands of
Investors?Schmalenbach Business Rev(i8BR) 59 (): 58-84.

Hussainey, K. 2004. A Study Of The Ability Of (Partially) Automated Disclosure Scores
To Explain The Information Content Of Annual Report Narratives For Future Earnings,

PhD Thesis, University of Manchester.

Hussainey, K., and B. ANajjar. 2012 Understanding the determinants of RiskMetrics/ISS
ratings of the quality of UK companies' corporate governance pra@emeadian
Journal of Administrative Sciences/Revue Canadienne des Sciences de I'Administration
29 (4):366377.

Hussainey, K., T. Schieher, and M. Walker. 2003. Undertaking laigmale disclosure
studies when AIMRFAF ratings are not available: the case of prices leading earnings.
Accounting and Business ReseaBéh(4):275294.

IASB. 2008. An improved Conceptual Framework for Finandréporting: The

International Accounting Standards Board.

170



0 0 0 . 2010a. The Conceptual Framework for Financial Reporting: The International

Accounting Standards Board

latridis, G. 2008. Accounting disclosure and firms' financial attributes: Evidence feom th

UK stock marketinternational Review of Financial Analysis (2):219-241.

Ibrahim, M. E., and J. B. Kim. 1994. Usgroups consensus on financial disclosure
preferences: the case of Egyftlvances in International Accountifigs1-71.

IFRS. 2010. IFRSPractice Statement: Management Commentary: A framework for
presentation: IFRS Foundation.

0 & 0 . 2018. Conceptual Framework for Financial Reporting. In IFRS Conceptual

Framework.

ljiri, Y. 1983. On the accountabilithased conceptualdmework of AccountingJournal
of Accounting and Public Polic®(2), 7581

Inchausti, B. G. 1997. The influence of company characteristics and accounting regulation

on information disclosed by Spanish firm&ropean Accounting Reviedy(1):4568.
Jaggi, B., A. Allini, R.Macchioni, and A. Zampella. 201®o0 Investors find carbon

information useful? Evidence from Italian Firnideview of Quantitative Finance and
Accountingb0 (4):10311056

Jaggi, B., and P. Y. Low. 2000. Impact of culture, market forces, and legal system on
financial disclosureslhe International Journal of Accountit®p (4):4955109.

Jensen, M. C., and W. H. Meckling. 1976. Theory of the Firm: Managerial Behavior,
Agency Cats and Ownership Structurdournal d Financial EconomicS3 (4):305
360.

Johansen, T. R., and T. Plenborg. 2013. Prioritising disclosures in the annual report.
Accounting and Business Reseadé(6):605635.

Kamel, H., and E. Awadallah. 2017. The extehtoluntary corporate disclosure in the
Egyptian Stock Exchange: Its determinants and consequelocesal of Accounting
in Emerging Economies (2):266291.

Khan, A., M. B. Muttakin, and J. Siddiqui. 2013. Corporate Governance and Corporate
Social Responsibility Disclosures: Evidence from an Emerging Econdooynal of
Business Ethic$14 (2):207223.

171



Kieso, D. E., and J. J. Weygandt. 198ermediate Accauting. Vol. 8. New York, NY.:
Wiley.

Kim, E. H., and T. P. Lyon. 2011. Strategic environmental disclosure: Evidence from the
DOEG6s voluntary g rleuma of cwvisoemerngtad Econoneiog anslt r vy .
Managemen61:311326.

King, R. M., and D. Segal.®9. The Longlerm Effects of Crossisting, Investor
Recognition, and Ownership Structure on Valuatiime Review of Financial Studies
22 (6):23932421.

Kitindi, E. G., B. S. Magembe, and A. Sethibe. 2007. Lending decision making and
financial informatim: The usefulness of corporate annual reports to lenders in

BotswanaThe International Journal of Applied Economics and Finah¢2):5566.

Kravet, T. , and V. Mus |l u. 201 3. Textual r
Review of Accountingtudiesl8 (4):10881122.

Kribat, M. M. J. 2009. Financial disclosure practices in developing countries: evidence
from the Libyan banking sectd?hD ThesisUniversity of Dundee.

La Porta, R., F. LopeRe-Silanes, and A. Shleifer. 2006. What Works in $gies Laws?
The Journal of Financél (1) 1-32

Lan, Y., L. Wang, and X. Zhang. 2013. Determinants and features of voluntary disclosure
in the Chinese stock mark&hina Journal of Accounting Resear@l{4):265285.

Lang, M., and R. Lundholm. 1993. Cessectional determinants of analyst ratings of

corporate disclosuredournal of Accounting Resear8i(2): 246271

Lee, T. A., and D. P. Tweedi#975a. Accounting Information Investigation of Private
Shareholder Usagéccounting and Business Resgab (20):280291.

0 0 0. 1975b. Accounting information: an investigation of private shareholder

understandingAccounting and Business Reseac{21):317.

Lee, T. A, and D. P. Tweedie. IR7The Private Shareholder arieetCorporate Report.
London: ICAEW.

Lemmon, M. L., and K. V. Lins. 2003. Ownership structure, corporate governance, and
firm value: Evidence from the East Asian financial cri$ise Journal of Financ&8
(4):14451468.

172



Lennard, A. 2007. Stewardship and the Objectives of Financial Staterde@omment
on IASB's Preliminary Views on an Improved Conceptual Framework for Financial
Reporting: The Objective of Financial Reporting and Qualitative Characteristics of
DecisionUseful Financial Reporting InformatioAccounting in Europd (1):5166.

Lerner, J. S., and P. E. Tetlock. 1999. Accounting for the Effects of Accountability.
Psychological Bulletiri25 (2):225275.

Li, J., and J. R. Harrison. 2008. Corporate Governance and National Culture: a Multi
Country StudyCorporate Governance: Theternational journal of business in society
8 (5):607%621.

Li, Y., G. D. Richardson, and D. B. Thornton. 1997. Corporate Disclosure of
Environmental Liability Information: Theory and EvidenGantemporary Accounting
Researcii4 (3):435474.

Libby, R. 19%5. Accounting ratios and the prediction of failure: Some behavioral evidence.
Journal of Accounting Researd (1}150-161

Linsley, F. M., and P. J. Shrives. 2006. Risk reporting: A study of risk disclosures in the
annual reports of UK compani€ghe Brtish Accounting Revie®8 (4):387-404.

Lopatta, K., F. Buchholz, and T. Kaspereit. 2015. Asymmetric Information and Corporate
Social Responility. Business & Society5(3): 458488.

Maaloul, A., R. Chakroun, and S. Yahyaoui. 2018. The effect of politmahections on
compani esd6 performance and value: Evi den

revolution.Journal of Accounting in Emerging Econom@§):185204.

Makhija, A. K., and J. M. Patton. 2004. The impact of firm ownership structure on
voluntarydisclosure: Empirical evidence from Czech aaimeports The Journal of
Businesg7 (3):457491.

Mallin, C., and K. OwYong. 2009. Corporate Governance in Alternative Investment
Market (AIM) Companies: Determinants of Corporate Governance Disclosute In
Third Singapore International Conference on FinanceéAvailable at:
http://ssrn.com/abstract=1326627.

Malone, D., C. Fries, and T. Jone. 1993. An Empirical Investigation of the Extent of
Corporate Financial Disclosure in the Oil and Gas Industyrnal of Accounting,
Auditing & Finance8 (3):249273.

173



Matsumura, E. M., R. Prakash, and S. C. Wdtmnoz. 2014. FirmValue Effects of Carbon
Emissions and Carbon Disclosur&ee Accounting Revie89 (2):695724.

Mautz, R. K., and H. A. Sharaf. 196llhe Philsophy of AuditingAmerican Accounting
Association.

McCaslin, T. E., and K. G. Stanga. 1986. Similarities in measurement needs of equity
investors and creditoré.ccounting and Business Reseat@h(62):151156.

McNally, G. M., L. H. Eng, and C. R. Hassrld. 1982. Corporate financial reporting in
New Zealand: An analysis of user preferences, corporate characteristics and disclosure
practices for discretionary informatiodccounting and Business Reseat@(49):11
20.

Messner, M. 2009. The limits of aagatability. Accounting, Organizations and Soci8ty
(8):918938.

Miihkinen, A. 2013. The usefulness of firm risk disclosures under different firm riskiness,
investorinterest, and market conditions: New evidence from Finl@mlances in
Accounting?29 (2):312331.

Mirshekary, S., and S. M. Saudagaran. 2005. Perceptions and characteristics of financial
statement users in developing countries: Evidence fromJmmnal of International

Accounting, Auditing and Taxatid# (1):3354.

Morck, R., A. Shleifer, and R. Vishny. 1988. Management ownership and market
valuation.Journal d Financial Economic20:293315.

Muslu, V., S. Radhakrishnan, K. Subramanyam, and D. Lim. 2014. Fotaakihg
MD&A disclosures and the information environmeManagement Scienéd. (5):931
948.

Naser, K., and R. Nuseibeh. 2003. Quality of financial reporting: evidence from the listed
Saudi nonfinancial companieBhe International Journal of Accountir$ (1):41-69.

Naser, K., K. AlKatib, and Y. Karbhari. @2. Empirical evidence on the depth of
corporate information disclosure in developing countries: The case of Jordan.

International Journal of Commerce and Managentgh({3/4):122155.

Naser, K., R. Nuseibeh, and A.-Mlu s sai ni . 2003. vhhisus aspelts per c e

of Kuwaiti corporate reportindgManagerial Auditing Journal8 (6/7):599617.

174



Nor man, G. 2010. Likert scal es, | evel s of
Advanced in Health Science Educatitn(5):625632.

Ntim, C. G., K. K. Opag, J. Danbolt, and D. A. Thomas. 2012. Voluntary corporate
governance disclosures by pdgtartheid South African corporationgournal of
Applied Accounting Researdl3 (2):122144.

Omar, B. F. A. 2007. Exploring The Aggregate, Mandatory And Voluntanarfeial
Disclosure Behaviour Under A New Regulatory Environment: The Cds#ordan,
PhD Thesis, University of Hull.

Orens, R., and N. Lybaert. 2007. Does the financial analysts' usage -fihanurial
information influence the analysts' forecast accur&yfe evidence from the Belgian

sellside financial analysihe International Journal of Accountidg (3):237271.

OwusuAnsah, S. 1998. The Impact of Corporate Attributes on the Extent of Mandatory
Disclosure and Reporting by Listed Companies in Zimlgmbihe International
Journal of Accountin®3 (5):605631.

OwusuAnsah, S., and J. Yeoh. 2005. The effect of legislation on corporate disclosure
practicesAbacus4l (1):921009.

Patel, S. A., and G. Dallas. 2002. Transparency and disclosure: overviewhofiniegy

andstudyresutdni t ed States. Standard and Poor 0s

Patten, D. M. 1991. Exposure, legitimacy, and social disclodowenal of Accounting and
Public Policy10 (4):29%308.

Perera, M. 1989. Accounting in developing countries: A case for ledalisiformity.The
British Accounting Revie®1 (2):141157.

Popova, T., G. Georgakopoulos, I. Sotiropoulos, and K. Z. Vasileiou. 2013. Mandatory
disclosure and its impact on the company valogernational Business Researéh
(5):1-16.

Prencipe, A. 2004. Proprietary costs and determinants of voluntary segment disclosure:

evidence from lItalian listed compani&siropean Accounting Revied@ (2):319340.

Raffournier, B. 1995. The determinants of voluntary financial disclosure by Swess$ list

companiesEuropean Accounting Reviei2):261280.

Rahman, A. A. 2001. The use and perceived importance of annual reports by accountants

in the service industry in MalaysiAsian Review of Accountir®y(2):117128.

175



Robb, S. W. G., L. E. Single, and . Zarzeski. 2001. Nonfinancial disclosures across
Anglo-American countries.Journal of International Accounting, Auditing and
Taxation10 (1):7183.

Roberts, J. 2009. No one is perfect: The I
accountality. Accounting, Organizations and Soci&y/ (8):957 970.

Roberts, R. W. 1992. Determinants of corporate social responsibility disclosure: An
application of stakeholder theorccounting, Organizations and Sociéfy (6):595
612.

Robson, C., and M. Kran. 2016 Real WorldResearchFourth Edition John Wiley &

Sons.

Rogers, R. K., and J. Grant. 1997. Content Analysis of Information Cited in Reports of
Sell-Side Financial Analystslournal of Financial Statement Analy$8):17-31.

Ronen, J., and V. Yaia 1993. The Disclosure Policy of the Firm in an Efficient Market.

Review of Quantitative Finance and Account&ngl1-324.

Rowley, J. 2014. Designing and using research questionnBMesggement Research
Review37 (3):308330.

Samaha, K., and K. Dahaw3010. Factors influencing corporate disclosure transparency
in the active share tradinfgms: An explanatory studyResearch in Accounting in

Emerging Ecoomies10:87-118

Samaha, K., K. Dahawy, K. Hussainey, and P. Stapleton. 2012. The extent of corporate
governance disclosure and its determinants in a developing market: The case of Egypt.
Advances in AccountirZf (1):168178.

Saunders, M., P. Lewis, and A. Thornhill. 20B@&search Methods for Business Students:
Fifth Edition. Prentice Hall.

Scaltrito, D. 2016. Voluntary disclosure in Italy: Fispecific determinants an empirical
analysis of Italian listed companidsuroMed durnal of Busines&l (2):272303.

Schalow, C. M. 1995. Participation Choice: The exposure draft for postretirement.
Accounting Horizon8 (1):2741.

Schroeder, N., and C. Gibson. 1990. Readability of management's discussion and analysis.
Accounting Horizas4 (4):7887.

Scott, W. R. 1997inancial Accounting TheoryPrentice hall Upper Saddle River, NJ.

176



SEC. 1998. A Plain English Handbook: How to create clear SEC disclosure documents.

Washington DC: U.S. Securities and Exchange Commission.

0 0 0 . 2003. Comrission Guidance Regarding Management's Discussion and Analysis
of Financial Condition and Results of Operatiorfsgcurities and Exchange

Commission
0 0 d . 2017. Financial Reporting Manual. Securities and Exchange Commission.

Singhvi, S. S., and H. B. Des®971. An Empirical Analysis of the Quality of Corporate
Financial Disclosur@he Accounting Revied6 (1):129138.

Smith, M. 2003Research Methods in Accountingpondon: Sage.

Solas, C., and M. E. Ibrahim. 1992. Usefulness of disclosure items in financial reports: a

comparison between Jordan and Kuwélite Asian Review of Accountifhg1):1-11.

Solomon, J. F., A. Solomon, S. D. Norton, and N. L. Joseph. 2000. A conceptuaidrme
for corporate risk disclosure emerging from the agenda for corporate governance
reform.The British Accounting Revie32 (4):447478.

Son, D. D., N. Marriott, and P. Marriott. 2006. Users' perceptions and uses of financial
reports of small and mediucompanies (SMCs) in transitional economies: Qualitative
evidence from VietnanQualitative Research in Accounting & Managent®(®):218
235.

SOX. 2002. Sarbanédxley act of 2002 In The Public Company Accounting Reform and
Investor Protection Act. Washitan DC: US Congress

Stainbank, L., and C. Peebles. 2006. The usefulness of corporate annual reports in South
Africa: perceptions of preparers and us&teditari Accountancy Researdd (1):69
80.

Street, D. L., and S. J. Gray. 2002. Factors influenciagitent of corporate compliance
with International Accounting Standards: summary of a research monogoaphal
of International Accounting, Auditing and Taxatibh (1):5176.

Sun, Y. 2010. Do MD&A Disclosures Help Users Interpret Disproportionatentaie
IncreasesThe Accounting Revie@b (4):14111440.

Tandy, P. R., and N. L. Wilburn. 1996. The academic community's participati@maasd
setting: Submission of coment letter on SFAS nos:1117. Accounting Horizond 0
(3):92111.

177



Tavcar, L. R. 198. Make the MD&A more readabl€éhe CPA Journab8 (1):10.

Tomas, I. J., and R. V. Evanson. 1987. An empirical investigation of association between
financial ratio use an@gmall business succes¥ournal d Business, Finance, and
Accountingl4 (4):555571

Trombetta, M., A. Wagenhofer, and P. Wysocki. 2012. The usefulness of academic
research in understanding the effects of accounting standaatsunting in Europ®
(2):127146.

Tsalavoutas, I. 2011. Transition to IFRS and compliance with mandatorpsiisel
requirements: What is the sign@l@vances in Accountir@y/ (2):396405.

Usunier, J. C. 1998nternational and Cros€ultural Management Researchage.

Vance, A., P. B. Lowry, and D. Eggett. 2015. Increasing accountability through user
interface dsign artifacts: A new approach to addressing the problem of aoobsg
violations.MIS Quarterly Management Irfrmation Systen39 (2):345366.

Vergoossen, R. G. 1993. The use and perceived importance of annual reports by investment

analysts in the NetherlandSuropean Accounting Reviei(2):219244.

Verrecchia, R. E. 1983. Discretionary Disclosuli@rnal of Accounting and Economigs
(1):179-194.

Wagenhofer, A. 2004. Accounting and Economics: What We Learn from Analytical
Models in Financial Accounting and Reporting. The Economics and Politics of
Accounting: International Perspectives on Research Trends, Policy, and Practice
edited by C. keuz, D. Pfaff and A. Hopwood: New York: Oxford University Press.

Wallace, R. 1988. Intranational and international consensus on the importance of disclosure
items in financial reports: a Nigerian case stutlye British Accounting Revie0
(3):223265.

Wallace, R. O., and K. Naser. 1995. Fi8pecific Determinants of the Comprehensiveness
of Mandatory Disclosure in the Corporate Annual Reports of Firms Listed on the Stock
Exchange of Hong Konglournal of Accounting and Public Polidy} (4):311-368.

Wallace, R. S., K. Naser, and A. Mora. 1994. The Relationship Between the
Comprehensiveness of Corporate Annual Reports and Firm Characteristics in Spain.
Accounting and Business Resea?&1(97):41-53.

178



Wang, K., O, S., and M. C. Claiborne. 2008. Determinantsconsequences of voluntary
disclosure in an emerging market: evidence from Chilwarnal of International
Accounting, Auditing and Taxatidry (1):14-30.

Wang, M., and K. Hussainey. 2013. Voluntary forwlrdking statements driven by
corporate govermae and their value relevanc#urnal of Accounting and Public
Policy 32 (3):2649.

Watson, A., P. Shrives, and C. Marston. 2002. Voluntary disclosure of accounting ratios in
the UK. The British Accounting Revied¢ (4):289313.

Williams, P. F., and S. PRavenscroft. 2015. Rethinking decision usefulness.

Contemporary Accounting Reseai@h (2):763788.

Wilton, L. R., and J. B. Tabb. 1978. An Investigation into Private Shareholder Usage of
Financial Statements in New ZealaAd¢counting Educatiof8 (1):93-101.

Xin, J. 2015. The determinants of forwdaibking risk disclosure and its impacts on firms'
risk and analyst forecast accuracy: Evidence from the UK, PhD Thesigbtheses,
DurhamUniversity: http://etheses.dur.ac.uk/11070/

Young, J. J. 2006. Making up usefgcounting, Organizations and Soci&y (6):579
600.

Zarzeski, M. T. 1996. Spontaneous harmonization effects of culture and market forces on

accounting diclosure practicegccounting Hrizons10 (1):1837.

179


http://etheses.dur.ac.uk/11070/

APPENDICES

Appendix One: The Questionnaire

.o f" UNIVERSITA DEGLI STUDI DI NAPOLI
)

\. JFEDERICOI

Dear Participant,

The researcher is carrying out a survey analysis in order to invegtigaisefulness
of information required in the Management Report by the 2014 Listing Rules and the
Companies Act 159/1981. To this end, we greatly appreciate your valuable time and effort
that you will spend in filling out this questionnaire. It will reguiro more than 10 minutes.
This survey includes a set of questions mainly investigate whether the current content of the
management report is sufficient for investments decisiaking. Please note that there are
no right or wrong answers for any of thegeestions as we are expecting different people
provide different answers. This research is purely for academic purposes only and the
information you provide will be kept confidential at all times. Please answer and rate the
items as accurately and honestly possible in order to enable the researcher to reach

accurate results.

Thank you very much for your cooperation and valuable time,

The Researcher The supervisor

Mostafa K.A. Mohamed Prof. Alessandra Allini
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General Information:

2- Year of Bor n:
3- Gender: Male [
4- The latest Certificate:

Female -]

eeeeééeeeceé.

Bachelo__}  AdvancedDiploma__} Master Degre(__} PhD[_]

5 Graduate Field:
Accounting [__J Business Administratior__]
6- Your Experience in Securities:

Other

10 Years or les{__} Between 120 Years[__J More than 20 yearl__]

7- Please select your firm type:

Bank __] Insurance Compari_]  Mediators Company__]J

8- Please select the firm ownership:
Governmental [__]

Private setor [__]  Foreign firm

Section One:General Information about The Management Report

Please indicate the degree of your agreement with the following statements
Statements z| O
> 2 |» & o |@ 2
Q O |Q s3] D O
3 |3 g Q | >
o2 |o = o | 3L
< ® o |o<

1-g) The Managementeport, which is prepared under the n
regulation, provides more information comparing with the
regulation

2.9) The Management report, which is prepared under the
regulation provides information easy to be understood

3.g) Themanagement report provides useful information

4.g9) You consider the management re@odomplementary to th
financialreport.

5.g) You usually compare the content of the management report
the content of .the financial

6.9) Some companies disclose very limited information without
attention to the users6 need

7.9) Using the tables and graphs in the management report m:
information more understandable.

8.9) The companies which do not make thetir r ect or
available on their websites should be sanctioned by the Author

Section two: Corporate Governance disclosure
2.1 Ownership structure:

Please indicate the degree of usefulness of the following information related to ownerskipucture

Items

Inyasn

ISEYN

Injdsn

jngasn
31eIapPON

InJasn
wbis

Injdsn
10N
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1- Information on Shareholders who own 5% of shares or more
shares amounts and percentages.
2- The board members ownership

3- Treasury Stock if any- classified acording to the purchasin
datescomparingwith the previous year amounts.

4- The variation in the mainhsar eh ol der s6 o
with the previous year.

5- The variationinthemr d me mber s & o wuile
the previous year.

[ s s
2.2 Board Composition:
Please indicate the degree of usefulness of the following information related to board composition

Items [ CcC |c § cw [
55 8 8% 85 %3
€< 2 |E€g g2 £7
)]
6- The lbardme mb e r s éandrheimats¢Executive,Non-
Executive, Independgnt
7- The meeting number during the year.
8- The lmard members qualifications and experiences.
9- The rules that are followed to determine the rewards of b
members, and publishing a detailed schedule show
member'sewards compared with thevious year.
2.3 Audit Committees:
Please indicate the degree of usefulness of the following informatioalated to Audit Committee
ltems c cC |c s C C
%))
25 § 85 %5 %%
g< |2 E8 22 =7
]

10- Committeeme mber s® names and th
Executive or Independent).
11- TheCommitte® mesponsibilities.

12- Number of the committee meetings during the year and ref
any Important notes were detected through.
13 TheCo mmi t t e e qualificatiors ansl éxperiences.

14- The board policy to change the committee members.

Please indicate the most 1 or 2 important committee/committees whose information is impo
youé e eééeeéeéeeéeeceéecéeeceéeecééeecétee
T
Section Three: internalcontrol and risk management disclosure

Please indicate the degree of usefulness of the following information relatedrisks and internal
control

ltems

Inyesn
ISEYN
InJesn
|jnjasn
alelapo
Inyesn
wois
InJesn
10N

15 The annual review results of the intermantrol quality and
effectiveness.

16- The risks that treat every activity or segment (including
penalties or lawsuits).

17- The Board strategy to control the risks.
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18 The expected effect of the risks on the firm future and its ac
through the next year.

Section Four: Key performance indicators:
Please indicate the degree of usefulness of the following information related to key performan

indicators

ltems

Injasn
FVEY
Injasn
[njasn
alelapo
Injasn
wbis
Injasn
10N

19 Export activities distributedn products.
20- Net profit distributedbn the activities or products.

21- The actual sales compared with the target sales througho

year.
22- The actual net profitlossexompared with the target prafit

23 Profitability ratios.
24- Liquidity ratios.

s s A s
Section Five:Changes in Fixed Assets
Please indicate the degree of usefulness of the following information relateddbanges in thefixed

assets

Items C C |c g C C
25 8 85 85| g3
g< |2 E8 22 £~
@D
25 Information covers the fair values of fixed assets that
significantly different compared to the book values, espec
lands and real estate.
26- The significant changes in the fixed assets over the endeg
(such as buying, selling,et i r ement , i mpai
27- Tables and graphs show the main changes in the fixed asse
the last three years or more.
Section Six:: Disclosure aboutForward-Looking performance
Please indicate the degree of usefulness of #olowing information related to forward -looking
performance
ltems C < |C c 3 Cw | C
83 8 88 8BS & &
g< 2 |Eg 22 £~
(0]

28 The management plans for the additions and betterments.
29 The expected market position.

30 The expected profit durinidpe next year.

31- The planned finance sourdes replacingfixed assetdaunching

new productspr branches.
|

Section Seven: The social responsibility and environmental performance
Please indicate the degree of usefulness of the followiimjormation related to corporate social and
environmental responsibility

ltems

Injasn
ISEYN
Injasn
|jnjasn
alelapo
Injasn
wois
Inj@sn 10N
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32The employeesd number s.

33 Total salaries and rewards for the employees through the
and the average for tleenployee income through the year.

34The average for the e outhegeare

35 The Trainingpogramst o0 devel op the en

36- The company participation in reducing the pollutiamd
protecting the environment.

37- The amounts paid by the firm to develop the surroun
community.

38 The taken actions to verify
new customers.

39 The company policy to rationalization the water and sathieg
electricity as well as the unrenewable energy resources us
its activities
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