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ABSTRACT 

This study aims to examine the relationship between corporate governance 

mechanisms (board of directors, audit committee and ownership structure) and 

corporate risk disclosure (CRD). This study also investigates the moderating effect of 

family ownership on the relationship between the internal corporate governance 

mechanisms and CRD. The sample of the study consists of 376 annual reports of 

Jordanian companies during the period of 2014 to 2017. Content analysis approach 

was used to determine the level of risk disclosure by computing the number of risk-

related sentences in the annual reports. Random effect model was employed in the 

analysis. Empirical results show that total risk disclosure sentences range from a 

minimum of 2 sentences to a maximum of 61 sentences and the mean value of CRD 

is 28 sentences. The results also indicate that board expertise, foreign directors and 

audit committee size, are positively related with the level of CRD. Conversely, CEO 

duality, political connection and family ownership have a negative impact on CRD. 

Furthermore, the results failed to support that board size, board meetings, audit 

committee meetings, audit committee expertise, overlapping of audit committee 

membership, institutional ownership and foreign ownership have a significant effect 

on the level of risk disclosure. The study has found a significant moderating effect of 

family ownership on the relationship between internal corporate governance 

mechanisms and CRD. The current study contributes to the literature by providing a 

better understanding of the risk disclosure practices among Jordanian listed firms. 

The results of this study have implications for companies in Jordan to recognize the 

important role played by corporate governance mechanisms in improving their risk 

disclosure practices. Furthermore, accounting regulators in Jordan should mandate 

companies to provide sufficient risk information in their annual reports. 

 

Keywords: corporate risk disclosure, corporate governance mechanisms, family 

ownership 
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ABSTRAK 

Objektif kajian ini adalah untuk mengkaji hubungan antara mekanisme tadbir urus 

korporat (lembaga pengarah, jawatankuasa audit, dan struktur pemilikan) dan 

pendedahan risiko korporat (CRD). Kajian ini juga meneliti pengaruh penyederhana 

pemilikan keluarga terhadap hubungan antara mekanisme  tadbir urus korporat 

dalaman dan pendedahan risiko korporat. Sampel kajian ini terdiri daripada 376 

laporan tahunan syarikat Jordan yang disenaraikan di Bursa Saham Amman dari 

tahun 2014 hingga 2017. Pendekatan analisis kandungan digunakan untuk 

menentukan tahap pendedahan risiko dengan mengira bilangan ayat berkaitan 

maklumat risiko dalam laporan tahunan. Model kesan rawak digunakan dalam 

analisis. Keputusan empirikal menunjukkan bahawa jumlah ayat pendedahan risiko 

berjulat antara minimum dua ayat hingga maksimum 61 ayat dan nilai min CRD 

adalah sebanyak 28 ayat. Hasil kajian juga menunjukkan bahawa kepakaran lembaga 

pengarah, pengarah asing, dan saiz jawatankuasa audit adalah berkait secara positif 

dengan tahap CRD. Sebaliknya, dualiti CEO, hubungan politik, dan pemilikan 

keluarga mempunyai kesan negatif terhadap amalan pendedahan risiko. Hasil kajian 

juga gagal menyokong bahawa saiz lembaga pengarah, mesyuarat lembaga pengarah, 

mesyuarat jawatankuasa audit, kepakaran jawatankuasa audit, pertindihan 

keanggotaan jawatankuasa audit, pemilikan institusi, dan pemilikan asing 

mempunyai kesan yang signifikan terhadap tahap pendedahan risiko. Dapatan kajian 

juga menunjukkan bahawa pemilikan keluarga menyederhanakan hubungan antara 

mekanisme  tadbir urus korporat dalaman dan pendedahan risiko korporat. Kajian ini 

menyumbang kepada kosa ilmu dengan memberikan pemahaman yang lebih baik 

mengenai amalan pendedahan risiko  dikalangan syarikat-syarikat tersenarai di 

Jordan. Hasil kajian ini mempunyai implikasi bagi syarikat-syarikat di Jordan untuk 

mengiktiraf peranan penting yang dimainkan oleh mekanisme tadbir urus korporat 

dalam meningkatkan amalan pendedahan risiko  mereka. Selain itu, badan-badan 

kawal selia di Jordan perlu mewajibkan syarikat-syarikat untuk menyediakan 

maklumat risiko yang mencukupi dalam laporan tahunan mereka. 

 

Kata kunci: pendedahan risiko korporat, mekanisme tadbir urus korporat, 

pemilikan keluarga 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background of Study 

Recently, the rapid pace of progress in economy, technology, and world policies has 

complicated the business environment and increased the level of uncertainty and 

volatility surrounding the corporate performance (Baroma, 2014; Benz-Saliasi, 2020; 

Woods, Linsley, & Maffei, 2017). Besides, companies have progressively confronted 

diverse risks from the inside of their own organisation as well as the external 

environment, which are beyond the traditional ones (Ali & Taylor, 2014; Mazumder 

& Hossain, 2018). As a result, managing and controlling the business risk have 

become more difficult (Beasley, Clune, & Hermanson, 2005).  

In the aftermath of the corporate scandals and financial crises, which led to 

decelerate the global economy and failure of many companies over the world 

(Cabedo & Tirado, 2004; Fung, 2014), regulators and policymakers have confirmed 

that lack of transparency and inadequate risk reporting were important factors 

contributing to these financial crises (Aryani & Hussainey, 2017; Amezaga-Alonso, 

Cilleruelo-Carrasco, Zarrabeitia-Bilbao, & Ruiz-de-Arbulo-López, 2020; Ntim, 

Lindop, & Thomas, 2013). Hence, they recognised that transparent information and 

comprehensive financial reporting would help prevent future crises, and they have 

had to reconsider the fundamentals of the corporate regulations to motivate the firms 

to disclose various kinds of information in their financial reports (ElKelish & 

Hassan, 2014; Beltratti & Stulz, 2012). 



 

 

 2 

These issues have led to raise a significant concern regarding the corporate risk 

disclosure, and the stakeholders‘ needs to improved risk reports have increased 

(Cordazzo, Papa, & Rossi, 2017; Giacomo Boesso & Kumar, 2007; Haj-Salem, 

Ayadi, & Hussainey, 2020; Uddin & Hassan, 2011; Zeghal & Aoun, 2016) in order 

to enable them to recognise the current risk of firms and forecast future potential 

risks accurately (Linsley & Shrives, 2006; Tirado-Beltrán, Cabedo, & Muñoz-

Ramírez, 2020). The corporate risk disclosures are fundamental to regain the 

investors‘ confidence and enhance the level of transparency (Abraham & Cox, 2007; 

Beretta & Bozzolan, 2004; Cabedo & Tirado, 2004; Hassan 2009; Linsley, Shrives, 

& Crumpton 2006). In addition, risk information stands out as a key factor that helps 

the investors in making sound investment decisions by providing enough 

clarification and more understanding of the risk elements and the complexity of the 

business environment (Lajili, 2009; Nahar, Azim, & Jubb, 2016; Nurkhin & 

Rohman, 2020).  

The recognition of the significance of the corporate risk disclosure began in 1998 

when the Institute of Charted Accountants in England and Wales (ICAEW) issued a 

discussion paper suggesting that the companies should disclose risk-related 

information in their annual reports (Ellili & Nobanee, 2017). Thus, the risk 

disclosure in the financial reports has become an indispensable concept for the 

transparency and discipline in the marketplace to reduce the information asymmetry 

that causes problems for stakeholders, particularly the investors (Abraham & Cox, 

2007; Cabedo & Tirado, 2004; Kim & Yasuda, 2017; Linsley & Shrives, 2006; 

Neifar & Jarboui, 2018).  
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Several studies have indicated that the risk disclosure has become a crucial part of 

the corporate disclosure (Hassan, 2009); therefore, they have shown interest in the 

concept of the risk disclosure. Some studies defined risk disclosure as the 

communication of both good and bad information and also reporting the uncertainties 

in the business environment such as Hassan‘s definition (2009) stating ―the financial 

statements‘ inclusion of information about managers‘ estimates, judgments, reliance 

on market based accounting policies such as impairment, derivative hedging, 

financial instruments and fair value as well as the disclosure of concentrated 

operations, non-financial information about corporations‘ plans, recruiting strategy 

and other operational, economic, political and financial risks‖ (p. 669). Similarly, 

Linsley and Shrives (2006) broadly defined risk disclosure ―If the reader is informed 

of any opportunity or prospect, or of any hazard, danger, harm, threat or exposure, 

has already impacted upon the company or may impact upon the company in the 

future or of the management of any such opportunity, prospect, hazard, harm, threat 

or exposure‖ (p.388). 

If companies in general and those with public shareholding in particular experience 

financial distress, owners and other financial statements‘ users, including creditors, 

employees, investors, and the economy as a whole will be adversely affected 

(Giacosa, Halili, Mazzoleni, Teodori, & Veneziani, 2016). The success of the 

companies in avoiding or mitigating insolvency and bankruptcy‘s bad consequences 

depends highly on early detection of their symptoms (Al-Maghzom, Hussainey, & 

Aly, 2016; Giacosa, et al., 2016). Therefore, providing reliable and timely risk 

information to assess the financial conditions and ensure that the presented 

information represents the firm‘s exact position is vital. 
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The global economic crises and the collapse of major corporations have rekindled the 

debate concerning the urgent need for effective corporate governance mechanisms to 

monitor the managers‘ activities. The main reason given for firms‘ collapse was lack 

of disclosure and weak corporate governance mechanisms (Downes & Russ, 2005). 

Therefore, the regulatory bodies aimed at issuing preventive procedures such as 

enacting new regulations and adopting the accounting standards inside companies as 

pivotal ways to enrich the shareholders‘ information quality and improve the 

credibility of the financial reports, thereby addressing the detrimental effects of the 

financial crises and agency problems (Ali, 2014; Mokhtar, Elharidy, & Mandour, 

2018; Cabedo & Tirado, 2004; Geo, 2008; Hassan, 2014; Palmrose & Scholz, 2004).  

As a response to these aforementioned global demands, both developed and 

developing countries have concentrated on the mechanisms of corporate governance, 

such as boards of directors and audit committees, and they have been stimulated to 

issue the codes of the corporate governance as a guideline for the firms to good 

governance practices. At the same time, the disclosure provisions have become major 

items of these corporate governance codes and they have received growing interests, 

including the corporate risk reports (Aksu & Kosedag, 2006; Beltratti & Stulz, 2012).  

In this regard, the corporate governance mechanisms mitigate the agency problem 

and improve the reliability and credibility of disclosure by requiring the management 

to act in the best interest of outside shareholders, thus improving the information 

related to the company‘s risk profile (Moumen, Ben Othman, & Hussainey, 2016; 

Kiflee & Khan, 2019). 
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Even though the risk disclosure‘s impacts have been discussed in the developed 

countries, few studies have focused on emerging countries because of the difficulties 

in recognising the real impact of disclosures on an emerging market (Abraham, 

Marston, & Jones, 2015; Hassan & Marston, 2010). The effectiveness of the 

governance mechanisms is different across the countries due to the differences 

between the institutional and socio-economic environments of the developing and 

developed markets (Lubatkin, Lane, Collin, & Very, 2007), which probably affects 

the risk disclosure level in several ways (Nahar, Azim, & Jubb, 2016; Neri, 

Elshandidi, & Guo, 2017). Therefore, an unclear insight exists concerning the role 

played by the governance mechanisms in the emerging countries about the 

improvement of the disclosure quality. Besides, based on the World Bank‘s report 

(Doing Business, 2012), the markets of the developing countries suffer from lack of 

regulatory frameworks compared with the developed economies. Consequently, the 

developing countries demand more research to enhance the quality of the financial 

reporting and disclose more risk information. 

Jordan, as a developing country, has not been immune against those events. The 

Reports on the Observance of Standards and Codes (ROSC) (2004) recommended 

that the country should focus on the implementation of the corporate governance 

rules by companies, particularly those related to the disclosure provisions. The 

quality of disclosure in the Jordanian firms is evaluated to be sub-optimal (Sawalqa, 

2014; Kutum, 2014), thereby leaving the users of the financial reports apprehensive 

regarding the integrity and reliability of the information disclosed (Abu-Nassar & 

Rutherford, 1996). Thus, the Jordanian government attempted to develop the 

financial reporting quality by enacting the 1997 Companies Law, the 2002 Securities 
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Law, then issuing a corporate governance code, which required all companies listed 

on the Amman Stock Exchange (ASE) to fully adopt the IAS/IFRS and disclose 

information about all their activities including those related to the risk. This is 

considered mechanisms to help the regulatory bodies, investors, financial analysts, 

authorities, and other stakeholders in their decision-making processes (Al-Akra, Ali, 

& Marashdeh, 2009).  

The rules of the corporate governance code in Jordan are derived from a range of 

national legislations and international principles that were issued by the Organization 

for Economic Cooperation and Development (OECD) (Haddad, Sbeiti, & Qasim, 

2017). The code includes the rules that establish a general framework of companies‘ 

responsibilities. It contributes in improving the regulations related to the board 

composition, the disclosure quality, the protection of various stakeholders‘ interests 

and increasing the financial reports‘ transparency and accountability. Indeed, 

disclosure directives are important components of the country‘s corporate 

governance code (Al-Akra et al., 2009). More specifically, the corporate governance 

code of Jordan stated that the board of directors is responsible for providing high-

quality financial reporting, and it sets up provisions about the formation and structure 

of the board of directors to increase its effectiveness, mainly size, meeting, expertise, 

and separating between the functions of the CEO and the Chairman. Also, the code 

encouraged the companies to form audit committees with a good structure to oversee 

the financial reporting process. 

Regarding the risk disclosure provisions, the Securities Law 2002 contains directives 

of disclosure, which recommended that the annual reports should contain risks 
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information that face the firm. Also, when the code was established in 2009, it stated 

that one of the important boards of directors‘ responsibilities is disclosing material 

risk factors and uncertainties that the firm faces, and adopting an effective risk 

management policy to meet this risk. In 2017, the Jordanian Securities Commission 

(JSC) revised the corporate governance code. This revised code requires all listed 

firms to form risk management committees. The code stated that the risk 

management committees‘ functions are developing and reviewing the company‘s risk 

management policy. Also, they are responsible for assessing and managing the risks 

that the firms may meet as well as ensuring that such risk information is published in 

the company‘s annual report. It is noticeable that these regulations only require 

publishing risk information, and they do not provide specific items or identify the 

types of risk information that should be disclosed in detail. This, in turn, gives the 

managers the right to determine the level and type of risk information that will be 

disclosed in the financial reports. 

Jordan, as an emerging market, suffers from the predominance of ownership 

concentration. In this regard, Abu-Serdaneh, Zuriekat, and Al-Sheikh (2010), Jaafar 

and El-shawa (2009), and Zureigat (2011) argue that the concentration of the 

ownership in Jordan is high, and family ownership represents the highest percentage 

of total firms‘ share compared with other types of ownership. The ruling families 

seek to expropriate the minority shareholders‘ interests; therefore, they have 

incentives to weaken the monitoring on the management (Fan & Wong, 2002; Jaggi, 

Leung, & Gul, 2009). As a result, the situational context of the Jordanian listed 

companies attracts high interests because factors such as the high proportion of the 
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family ownership may affect the risk disclosure, which is necessary for the investors, 

the analysts, and others. 

The Middle East is characterised by inefficient judicial systems, weak regulatory 

environments, and weak shareholders‘ rights. Nevertheless, the region has witnessed 

large-scale reforms for the regulations of its governance and disclosure (Al-Akra, 

Eddie, & Ali, 2010a). In other words, the risk disclosure is beneficial to reassure the 

investors concerning the risk that may be incurred and help them make their 

decisions. Hence, the current study aimed at providing further knowledge regarding 

the corporate risk disclosures in emerging capital markets with an emphasis on the 

Middle East, especially Jordan. More specifically, this study presents a 

comprehensive analysis of the real role of diverse sets of the corporate governance 

mechanisms in improving the risk disclosures level in the Jordanian listed firms. 

1.2 Problem Statement  

The Jordanian Companies Control Department showed that 44 Jordanian firms faced 

bankruptcy during the period from 2000 to 2011, and then in 2017, they reconfirmed 

that this chronic problem still exists, as twelve Jordanian companies were bankrupted 

without any signal in their annual reports about likelihood of this risk. This in turn 

may affect adversely the capital market and the economic stability of Jordan because 

the Jordanian capital market is considered one of the most important capital markets 

in the MENA region in terms of the contribution to GDP (ASE, 2017; Moumen et 

al., 2016). As a consequence, urgent demands arise for further research to discover 

ambiguous circumstances behind these events. 
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The number of companies listed in Amman Stock Exchange has continuously 

decreased from 277 firms in 2010 to 224 firms in 2016 due to the failure of these 

firms; therefore,  they were delisted (ASE, 2017). The weak corporate governance 

mechanisms and the non-disclosure of predictive information about risks that 

surround the firms are among the most important factors for companies‘ collapse 

(Alkhatib & Bzour, 2011; Iskandar, Rahmat, Noor, Saleh, & Ali, 2011). To support 

this argument, the European Bank indicates that the Jordanian companies do not 

disclose their risk information in their annual reports (European Bank, 2017). In 

addition, the Controller of Companies points out that the major and common reason 

behind the companies‘ failure in Jordan is their non-compliance with the rules of the 

corporate governance and International Financial Reporting Standards (IFRS), 

particularly those aspects related to the disclosure (Al-dajja, 2017).  

The quality of the Jordanian firms‘ disclosure is at a low level, especially the risk 

information (Kutum, 2014; Sawalqa, 2014). Some studies have indicated that the 

Jordanian companies have been inattentive to disclose forward-looking information 

(Al-shattarat, Haddad, & Al-hares, 2010). To confirm the validity of this argument, 

the Jordanian Securities Commission (2016) stated that 49, 76, and 74 companies did 

not fully disclose the required information in their annual reports of 2013, 2014 and 

2015, respectively. As a result of the failure to the compliance, financial sanctions 

were imposed on some of these companies. These pieces of evidence critically 

question the credibility and integrity of the Jordanian listed companies‘ disclosure.  

This deficiency is caused mostly by the insufficiency of the accounting legislations 

used by the Jordanian companies. As mentioned earlier, these legislations comprise 

only general and loose instructions and suffer from lack of clear and strict disclosure 



 

 

 10 

provisions (Al-Akra & Ali, 2012; Alhababsah, 2019). This argument was validated 

by Haddad, AlShattarat, AbuGhazaleh and Nobanee (2015) who reported that the 

compliance with the requirements of disclosure in the Jordanian firms is weak due to 

the loopholes in the regulatory framework of disclosure in Jordan.  

In addition, the non-compulsory of the code of 2009‘s requirements contributes to 

non-compliance of Jordanian firms. More precisely, when the companies do not 

comply with code‘s requirements, they just have to clarify why they do not comply 

under ―comply or explain rule‖ (Haddad et al., 2017). This in turn, motivates the 

firms to not enforce these requirements and weakens the corporate governance 

mechanisms and disclosure systems (Alhadab, 2018). Consequently, the management 

may have high discretion to determine the level of implemented corporate 

governance and risk information disclosed aligning with their interests (Elzahar & 

Hussainey, 2012; Moumen et al., 2016). Therefore, in these circumstances, extending 

the regional literature by examining the level of risk disclosure in the Jordanian 

environment, besides recognising the factors that may affect this level of risk 

disclosure would help the regulators, the policy makers, and the related authorities in 

protecting the investors‘ wealth and mitigating bad consequences of the firms‘ risk 

that might extend to the entire economy. 

It is widely believed that the mechanisms of the corporate governance (e.g., board of 

directors and the audit committee) are responsible for overseeing the financial 

reporting processes in order to reduce the information asymmetry and agency 

problem (Jensen & Meckling, 1976). The poor corporate governance mechanisms 

contribute to the weaknesses of risk disclosure practices. Where, the disclosure is 

fundamental for all corporate governance rules and codes (Hassaan, 2013). As a 
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consequence, risk disclosure practices may be influenced by such mechanisms 

(Abraham & Cox, 2007; Mokhtar & Mellett, 2013; Salem, Ayadi, & Hussainey, 

2019). However, the World Bank and the International Monetary Fund (IFM) 

reported that the corporate governance in the Jordanian firms is still considered 

underdeveloped (World Bank, 2004), and the European Bank (2017) reconfirmed the 

continuity of this weak level. This argument concurs with other scholars such as 

Abdullatif and Al-Khadash (2010), Alsmady (2018), and Bawaneh (2011).  

The managers might provide misleading accounting information to outside investors, 

which do not reflect the true picture of the business‘ risks (Moumen et al., 2016). 

However, when the board of directors is well-structured (e.g., size, meeting 

frequency, and expertise), it would have a higher ability to deter the management‘s 

opportunistic behaviors (Fama & Jensen, 1983), and force them to disclose further 

risk information to mitigate the information asymmetry (Abraham & Cox, 2007; 

Allini, Rossi, & Hussainey, 2016; Elshandidy & Neri, 2015; Moumen et al., 2016). 

In line with this argument, the corporate governance code of Jordan emphasises on 

the important role of the board of directors for providing an adequate and proper 

financial reporting system for the shareholders.  

However, in their study, Abed, Al-Badainah and Serdaneh (2012) argue that the 

monitoring functions of the board of directors are weak in the Jordanian companies. 

Accordingly, since the board of directors‘ attributes are key indicators for its 

effectiveness (Amezaga-Alonso et al., 2020; Ishak, & Al-Ebel, 2013), exploring the 

possible effect of such attributes that are stated and focused in the code (i.e., size, 

meetings, CEO duality and expertise) on the level of risk disclosure in Jordan is vital. 
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In addition,  surveying  the existent literature refers to limited studies that focus on 

the influence of the aforementioned board of directors‘ attributes on the level of risk-

associated information in the Middle East countries with inconclusive results (e.i., 

Alkurdi, Hussainey, Tahat, & Aladwan, 2019; Ahmadi & Elbehi, 2018; Al-Maghzom 

et al., 2016; Al-shammari, 2014a; Elgammal, Hussainey, & Ahmed, 2018; Elghaffar, 

Abotalib, & Khalil, 2019; Ibrahim, Habbash, & Hussainey, 2019; Mokhtar & Mellett 

2013; Mousa & Elamir, 2014; Nazieh & Ezat, 2014), as well as lack of studies that 

have  combined all these attributes together in one study. As a result, this could 

produce inaccurate conclusions about the role of the board of directors and motivate 

the current study to examine it.  

The Jordanian capital markets are dominated by the political influence that plays a 

crucial role in the Jordanian business environment and contributes in decreasing the 

financial reporting quality as well (Al-Sraheen & Alkhatib, 2017; Al-Sraheen, Saleh, 

& Alsmadi, 2019). The government intervention and the existence of politicians on 

the boards may affect the decision making and business trajectory (Rahman & 

Ismail, 2016). Accordingly, the current study examines the effect of the political 

connections on the level of the corporate risk disclosure, thereby filling a gap in the 

previous risk disclosure‘s studies that neglected this variable.    

The United Nations Conference on Trade and Development (UNCTAD) indicated 

that hazards such as high level of risk and uncertainty surround foreign investments 

in Jordan (Al-Tamimi, 2017). However, the Jordanian companies have become more 

multinational (ASE, 2017). A foreign member serving on the board of directors can 

help to reassure the foreign investors that the firm is managed effectively with their 

best interests by providing them with the important information including risk 
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information (Dewayanto, Kurniawanto, Suhardjanto, & Honggowati, 2017; 

Oxelheim & Randøy, 2003). Therefore, foreign directors would be among the key 

determinants that cannot be belittled to monitor the Jordanian market and improve 

the risk disclosure practices. However, the potential effect of foreign directors on the 

level of risk disclosure has been neglected in prior studies. Hence, in the current 

study, the effects of foreign directors on the risk disclosure were investigated. 

The effect of the audit committee‘s attributes on the corporate risk disclosure is still a 

questionable issue that has not been examined enough. Therefore, the current study 

aims at highlighting the important role of the audit committees in terms of enhancing 

the risk disclosure practices. The audit committee serves as a supervisory instrument 

of the board of directors, whereby the board delegates the responsibility of 

monitoring the corporate reporting functions to the audit committee (Bedard & 

Gendron, 2010; Neifar & Jarboui, 2018). The 2002 Securities Law and the Jordanian 

corporate governance code stated that audit committees in the Jordanian listed 

companies are accountable for overseeing the compliance of corporations with the 

mandatory requirements of disclosure (Al-Akra et al., 2010a). As a result, companies 

with effective audit committees should be compliant with the mandatory disclosure‘s 

requirements (Al-Akra et al., 2010a).  

However, in their study, Nimer, Warra, and Khuraisat (2012) revealed that the audit 

committees‘ effectiveness of the listed firms in Jordan seems to be weak. In another 

study, Zureigat, Fadzil, and Ismail (2014) reported that 43% of the Jordanian firms 

do not have an audit committee, thus implying that they are not committed to the 

requirements of the corporate governance code in relation to the audit committee‘s 

attributes. Similarly, the European Bank (2017) reported that the Jordanian 
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companies are reluctant to disclose information related to the existence of the audit 

committee, the qualifications of the committee members, and the number of the 

meetings, thereby raising doubts about the adherence of the audit committees to the 

requirements and their role in supplying risk information (European Bank, 2017).  

Besides, the researcher‘s survey on the Jordanian ASE-listed companies‘ financial 

reports revealed that the overlapping between the members of the board‘s 

committees is common. As a result, this could affect the audit committee‘s 

effectiveness in enhancing the quality of the financial reports (Chandar, Chag, & 

Zheng, 2012; Habib & Bhuiyan, 2016; Liao & Hsu, 2013). To the best knowledge of 

the researcher, no study has discussed the overlapping members of the audit 

committee and their effect on the corporate risk disclosure level. Thus, based on the 

above-mentioned discussions, the current study strives to introduce empirical 

evidence about the crucial role of the audit committee‘s characteristics on the risk 

disclosure level in the Jordanian companies, including the common characteristics 

(size, meetings, and expertise), as well as a new additional one (overlapping of the 

audit committee membership). 

The ownership structure has been described as a significant corporate governance 

mechanism, particularly when the legal protection of the investors is low 

(Alhababsah, 2019). As already explained, the ownership of the Jordanian companies 

is characterised by a high ownership concentration (Abu-Serdaneh et al., 2010; Al-

Akra & Hutchinson, 2013; Alkhawaldeh, 2012; Bataineh, 2016; Bataineh, 

Abuaddous, & Alabood, 2018; Haddad et al., 2015; Jaafar & El-shawa, 2009; Zraiq 

& Fadzil, 2018b; Zureigat, 2011). In addition, scarce studies have investigated the 

effect of ownership structure in general on risk disclosure practices in the Middle 
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East countries (i.e. Ahmadi & Elbehi, 2018; Elghaffar et al., 2019; Ibrahim et al., 

2019; Mousa & Elamir, 2014, Salem et al. 2019). More specifically, the institutional 

and foreign ownership have an important role in monitoring the management and 

improving the risk disclosure practices (Elgammal et al., 2018; Mousa, & Elamir, 

2014). According to Abu Qa‘dan and Suwaidan (2018), institutions and foreign 

investors are among the most important ownership structures in the Jordanian capital 

market, which own 48.9% and 22.6% of the shares of the listed companies in Jordan, 

respectively. However, no attention has been directed towards the Jordanian context 

with respect to risk disclosure practices. Hence, the current study examined the effect 

of ownership of institutions and foreigners in the Jordanian environment as a Middle 

East country. 

The Jordanian Companies‘ Law gives the shareholders the right to elect and appoint 

members of the board, thus the effectiveness of the board depends highly on the 

firm‘s ownership structure. Since the family ownership is most common in Jordan 

(Al-Akra & Hutchinson, 2013; Alkhawaldeh, 2012; Haddad et al., 2015; Zraiq & 

Fadzil, 2018b), and the legal system does not protect the investors‘ rights sufficiently 

(Alhababsah, 2019), the dominant family owners are expected to seize the 

opportunity to act against the minority shareholders‘ interests in the firm (Fan & 

Wong, 2002). Hence, this might influence the efficiency of the board of directors and 

its audit committee in terms of providing further corporate disclosure (Dong & 

Zhang, 2008; Zureigat, 2011). Accordingly, the Jordanian situation is especially 

attractive for studying the influence of the family ownership on the risk information 

disclosed by the management. With this rationale, the current study aimed at 

examining the direct effect as well as the moderating role played by the family 
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ownership on the association between the internal corporate governance mechanisms 

(the board of directors and the audit committee) and the level of risk disclosure.  

Further, Haddad et al. (2017) and Alkurdi et al. (2019) recommended further studies 

on disclosure practices which have been insufficiently covered in Jordan. Therefore, 

the current study aims at bridging this gap by providing a better understanding and 

offering more insights regarding the level of the corporate risk disclosure practices 

and examining the factors that may have an effect on the presentation of risk-related 

information in the annual reports of the Jordanian listed companies. 

1.3 Research Questions 

The main research question addresses the relationships between the corporate 

governance and the risk disclosure level among the Jordanian-listed companies. The 

followings are the specific research questions: 

1. What is the level of risk disclosure in annual reports of Jordanian listed 

companies? 

2.  What is the relationship between the characteristics of board of directors (i.e., 

size, meeting, CEO duality, expertise, political connection and foreign 

directors) and the level of risk disclosure in annual reports of Jordanian listed 

companies? 

3. What is the relationship between audit committee characteristics (i.e., size, 

meetings, expertise and overlapping members) and the level of risk disclosure 

in annual reports of Jordanian listed companies? 
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4. What is the relationship between ownership structure (i.e., institutional 

ownership, foreign ownership and family ownership) and the level of risk 

disclosure in annual reports of Jordanian listed companies? 

5. Does family ownership moderate the relationship between the internal 

corporate governance mechanisms (board of directors and audit committee) 

and the level of risk disclosure in annual reports of Jordanian listed companies? 

1.4 Research Objectives  

The main objective of the study is to determine the factors influencing the risk 

disclosure among the Jordanian-listed companies. The specific objectives are: 

1. To identify the level of risk disclosure practices in the annual reports of 

Jordanian listed companies. 

2. To investigate the relationship between characteristics of the board of directors 

(i.e., size, meetings, CEO duality, expertise, political connection and foreign 

directors) and the level of risk disclosure in the annual reports of Jordanian 

listed companies. 

3. To investigate the relationship between the audit committee characteristics (i.e., 

size, meetings, expertise and overlapping members) and the level of risk 

disclosure in the annual reports of Jordanian listed companies.  

4. To investigate the relationship between the ownership structure (i.e., 

institutional ownership, foreign ownership and family ownership) and the level 

of risk disclosure in the annual reports of Jordanian listed companies. 



 

 

 18 

5. To investigate whether family ownership moderates the relationship between 

the internal corporate governance mechanisms (board of directors 

characteristics and audit committee characteristics) and the level of risk 

disclosure in the annual reports of Jordanian listed companies. 

1.5 Contributions of the Study   

1.5.1 Theoretical Contributions  

The importance of the current study is derived from the significant role of the risk 

information in the annual reporting. The risk disclosure of the published annual 

reports can provide accurate and valuable information to estimate the company‘s 

position and predict its future progress. Hence, the risk disclosure is a crucial factor 

to assist the investors in wisely making decisions upon their investments (Baroma, 

2014). In addition, the current study adds to the existing literature of the risk 

disclosure in several aspects by making a comprehensive investigation of the risk 

disclosure in the annual reports of the Jordanian-listed companies, which includes all 

items of risks. Most previous studies have focused on specific disclosure items 

(Abraham & Cox, 2007; Achmad, Faisal & Oktarina, 2017; Barakat & Hussainey, 

2013; Linsmeier, Thornton, Venkatachalam, & Welker, 2002), thereby presenting 

only limited insights into the risk disclosure practices. 

In addition, surveying the available literature points out that the previous related 

studies on the risk disclosure have strongly emphasised on the developed countries 

(Lajili, 2009; Linsley & Shrives, 2006; Macchioni, Allini, & Rossi, 2014; 

Mkumbuzi; 2016). Therefore, their results may not be applicable to the emerging 

economies because of many economic differences between them. As a consequence, 



 

 

 19 

the current study investigated the risk disclosure in the context of a developing 

country, thus enriching the risk disclosure literature with a reference to emerging 

markets and help in understanding agency theory in these markets by examining the 

risk disclosure practices in varied institutional environments. 

The related studies have shown that most disclosure research has aimed at 

identifying only the risk disclosure level found in the annual reports, thus ignoring 

the potential factors that can affect the disclosure level, particularly the corporate 

governance mechanisms. In addition, few studies have been carried out to examine 

the effects of the corporate governance mechanisms on the corporate risk disclosure 

in emerging markets, focusing only on some of the characteristics of the corporate 

governance (e.g., Moumen et al., 2016; Mousa & Elamir, 2013; Pangestuti, Takidah, 

& ZR, 2017). Therefore, the current study differs by examining a broad range of 

corporate governance mechanisms (external and internal) that are more effective in 

mitigating the agency problem in the Middle East countries such as Jordan due to the 

weak legal protection. In this regard, no study has examined a wide range of 

corporate governance mechanisms as the determinants of risk disclosure, particularly 

in Jordan. Thus the current study highlights the usefulness of such mechanisms in 

enhancing the level of risk-related information in the financial reports of the 

Jordanian-listed companies.  

Very few studies have investigated the factors that might hinder the effectiveness of 

the corporate governance mechanisms in improving the level of risk disclosure (Al-

Mulhem, 2003). Therefore, the current study extends the existent knowledge by 

introducing a further step to investigate the moderating role of the family ownership 



 

 

 20 

on the relationship between the corporate governance and the risk disclosure. Based 

on agency theory, the family ownership contributes to mitigating Type 1 agency 

problems between the managers and the owners, and aligning their interests because 

they are the same (Fama & Jensen, 1983). On the other hand, the concentrated family 

ownership is likely to cause Type II agency problems, such as the conflicting 

interests between the majority and minority investors (Anderson & Reeb, 2004; Kuo 

& Hung, 2012). Thus, the current study may lend more support to the agency 

theory‘s viewpoints as well as contribute to understanding the behavior of the 

management with respect to the risk disclosure under high family ownership 

concentration. To the best knowledge of the researcher, the current study is the first 

one that examined this effect that has not been previously investigated. 

Foreign owners may exert more pressure on companies to disclose relevant 

information of the companies‘ activities in order to improve the abilities of the 

investors to estimate the company‘s situations (Alkhawaldeh, 2012). However, only 

limited studies have investigated the influence of the foreign directors serving in the 

board of directors on the quality of financial reporting and improving the level of 

disclosure in the financial reports (e.g., Barako & Brown, 2008; Du, Jian, & Lai, 

2017; Ferris, Jagannathan, & Pritchard, 2016; Ibrahim & Hanefah, 2016; Khan, 

2010; Makhlouf, Al-Sufy, & Almubaideen, 2018; Masulis, Wang, & Xie, 2012; 

Tsang, Xie, & Xin, 2019; Wu, Shen, & Lu, 2015). To the best knowledge of the 

researcher, no study has investigated the relationship between the foreign directors 

serving in the board and the risk disclosure level in the annual reports in anywhere. 

Therefore, the current study contributes to filling this research gap. 
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The current study also contributes to the body of literature by investigating the 

effects of the political connections on the level of risk disclosure in the financial 

reports. The effect of the presence of politicians on the boards on disclosure (in 

general) has been examined by several studies (i.e., Abdul Wahab, Mat Zain, & 

James, 2011; Hashmi, Brahmana, & Lau, 2018; Chaney, Faccio, & Parsley, 2011; 

Habib, Ranasinghe, Muhammadi, & Islam, 2018; Scher, Santos, & Imoniana, 2017), 

and on the corporate social responsibility (CSR) (i.e., Osazuwa, Che-ahmad, & Che-

adam, 2015; Lin, Tan, Zhao, & Karim, 2015; Rahman, & Ismail, 2016). These 

studies have found that the political connection has a significant effect positively or 

negatively on disclosure. Since the government is considered a representative of 

shareholders (Rahman & Ismail, 2016), its involvement in boards may play an 

important role related to the level of risk disclosure in the company‘s annual reports. 

To the best of the researcher‘s knowledge, the current study is the first one to 

examine the effect of the political connection on the risk disclosure in the Jordanian 

context, following the recommendations of Alkurdi et al. (2019). 

Most prior studies that have examined the effect of the audit committees on the risk 

disclosure have concentrated on some common attributes (i.e., size, meetings, and 

expertise). However, no study has examined the effect of the overlapping of the audit 

committee on the risk information disclosed in the financial reports. Hence, the 

present study is the first one that considers the overlapping membership of the audit 

committees as a new characteristic of the audit committee that may affect the level of 

risk information. Although some studies have examined the relationship between the 

overlapping members on the audit committee and the quality of the financial reports 

(e.g., Chandar et al., 2012; Furqaan, Annuar, Hamdan, & Rashid, 2019; Habib & 
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Bhuiyan, 2016; Kalelkar, 2017; Kusnadi, Leong, Suwardy, & Wang, 2016; Liao & 

Hsu, 2013; Shankaraiah, & Amiri, 2017; Van der Zahn, & Tower, 2005; Velte, 

2017), this issue has not been examined comprehensively. The overlapping audit 

committee membership might be an influencing factor on the risk disclosure. 

Therefore, the current study contributes to the literature regarding the consequences 

of the overlapping membership, and whether the common members improve the 

monitoring role of the audit committee by providing further risk information. 

In the context of Jordan, many studies (e.g., Al-Akra et al., 2009; Al-omari, 2010; 

Haddad et al., 2017; Mardini, Tahat, & Power, 2013; Omar & Simon, 2011) have 

examined the effect of certain factors (e.g., adoption of IFRSs, environmental 

factors, privatisation, accounting disclosure regulations, economic changes, and 

companies characteristics) on the level of disclosure. Nonetheless, limited studies 

have focused on the relationship between the corporate governance and the corporate 

disclosure. In addition, most studies have focused on the voluntary disclosure (e.g., 

Alhazaimeh, Palaniappan, & Almsafir, 2014; Alrabba, AlQudah, & Azzam, 2018; 

Sartawi, Hindawi, Bsoul, & Ali, 2014). 

Regarding risk disclosure studies in Jordan, to the best knowledge of the researcher, 

only three studies have focused on risk disclosure (e.g., Alkurdi et al., 2019; Kutum, 

2014; Tahat, 2014). Even so, Kutum‘s (2014) and Tahat‘s (2014) studies investigated 

only a specific type of risk, neglecting other aspects. In addition, these studies were 

limited in measuring the level of risk disclosure, and neglected other factors that may 

have an effect on the level of risk disclosure, mainly the corporate governance. 

Further, these studies have been conducted over a short period of time relatively. As 
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for the study conducted by Alkurdi et al. (2019), it examined few corporate 

governance attributes, which offered an unclear insight into the reality of the 

corporate governance mechanisms‘ effectiveness with respect to the risk disclosure 

practices in Jordan. However, their study was limited to the banking sector. 

Therefore, the current study extended the aforementioned studies and made a major 

contribution to the literature by examining the levels, determinants, and the obstacles 

of risk disclosure using a more comprehensive sample involving all non-financial 

Jordanian listed firms‘ annual reports during a period of four years. 

1.5.2 Practical Contributions  

The risk information is very significant for the company‘s stakeholders. Therefore, it 

is expected that the findings of the current study will be useful for many concerned 

parties, researchers, authorities, investors, and financial analysts alike in recognising 

the important value of risk disclosure practices by providing empirical evidence 

about the extent to which the Jordanian firms provide risk information in their annual 

reports. In addition, the JSC, ASE, the Central Bank of Jordan (CBJ), and other 

regulatory bodies would benefit from the results of this study through understanding 

the current practices of risk disclosure in Jordan.  This in turn helps them in 

reconsidering and reviewing the accounting standards and disclosure provisions to 

increase the credibility and transparency of the financial reports and enhance the 

disclosure quality in the Jordanian capital market. 

Since the current study examined several attributes of the governance, it presented a 

good indication to understand the efficiency of the corporate governance practices in 
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Jordan. Therefore, the findings will provide deeper insights regarding the compliance 

of the Jordanian companies with the corporate governance code‘s requirement, as 

well as the efficiency of the code. Consequently, the current study will motivate the 

authorities to formulate a more effective system to reduce the agency conflicts and 

issue proper requirements to ensure a high level of risk disclosure in the annual 

reports of the Jordanian listed companies. Further, this study enables the investors to 

assess the position of the company and identify the level and type of risks that 

threaten their investment, thereby assisting them in their investment decision-

making. 

1.6 Scope of the Study  

In the context of the Jordanian-listed firms, the current study mainly aimed at 

investigating the effect of the corporate governance mechanisms on risk disclosure, 

because this topic has attracted little attention in the Middle East, especially Jordan. 

The sample of the current study is the Jordanian listed companies, which are the most 

important contributor to the increasing in GDP (ASE, 2017; Moumen et al., 2016). 

Their total market value represented 83% of Jordan‘s GDP in 2017 (ASE, 2017). The 

ASE has divided the Jordanian listed companies into three sectors: financial, 

industrial, and services. The current study selected the industrial and services sectors, 

which were 56 and 49 firms, respectively in 2017 (ASE, 2017). The financial 

sector‘s companies have different codes of the corporate governance (Al-Akra et al., 

2009), and apply specific disclosure requirements (Hassaan, 2013; Zeitun & Tian, 

2007). Therefore, they were excluded from the current study. 



 

 

 25 

The current study employed annual financial reports as the major source of 

information during the period from 2014 to 2017 for many reasons. First, the 

corporate governance code was introduced in Jordan in 2009, thus the year 2014 was 

chosen to give sufficient time for companies to understand and implement the code. 

Therefore, it is very important to investigate the extent to which the establishment of 

the corporate governance code (2009) has improved the corporate governance over a 

five-year period. Second, the year 2017 was chosen as the final year because the 

Jordanian Securities Commission revised the corporate governance code in that year. 

Third, this period covers the unexamined later period, whereby the latest examined 

period was 2008-2015 by Alkurdi et al. (2019). In addition, this 4-years period 

represents the latest available annual reports to the ASE at the time the study was 

conducted. Further, the current study employed the corporate governance 

mechanisms, namely the characteristics of the board, the characteristics of the audit 

committee, and the ownership structure to achieve its objectives. As for risk 

disclosure, its level was measured based on the annual reports using a content 

analysis method. For each company, the final risk disclosure score was calculated 

first by counting the number of sentences related to the risk in each annual report 

(Elzahar & Hussainey, 2012). 

1.7 Organisation of the Study   

This study comprises five chapters. The first chapter presents the background of the 

study and the problem statement. After that, the research questions and the objectives 

of the study are provided. Also, the chapter discusses the anticipated contributions of 

the study, its scope, and the organisation of the chapters outlined. Chapter two is the 
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literature review, which introduces an overview of the corporate governance and 

regulations in Jordan, and risk disclosure. After that, the underlying theories are 

presented as well as the relevant literature on the relationship between corporate 

governance and corporate risk disclosures are discussed. At the end, a chapter 

summary is presented. 

Chapter three outlines the research methodology and highlights how the research was 

conducted, including the research framework, the development of the hypotheses, the 

measurement of the variables, the research design, the population and data collection, 

the statistical analysis, and models of the study. Chapter four describes the findings, 

whereby descriptive statistics of the variables and diagnostic tests are presented, and 

the results of the multivariate tests for both the direct relationship and the possible 

moderating effects of the family ownership are discussed. Chapter five concludes the 

study by providing an overview with implications, conclusions, limitations, and 

recommendations for future studies. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

Numerous studies have been conducted on several aspects of the corporate 

disclosure. The current study concentrates on the corporate disclosure as well as 

information about risks among the Jordanian listed companies. This chapter 

introduces the corporate risk disclosure literature. A review of Jordan is presented in 

this chapter, which includes the regulatory framework for financial reports in Jordan, 

and a brief overview of the disclosure studies in Jordan. In addition, the theoretical 

aspects are presented, followed by reviewing the previous literature on the 

relationship between the independent variables which are the board of directors, the 

audit committee, and the ownership structure with the corporate risk disclosure. 

Finally, the chapter concludes with a summary. 

2.2 Overview of Jordan 

Jordan is a developing Arab state surrounded by Iraq from the east, Syria from the 

north, Saudi Arabia from the south, and the West Bank (Palestine) from the west. 

The country has a shoreline with the Red Sea, which is relatively short. In addition, 

Jordan has a significant location at the intersection of Europe, Asia and Africa. 

Amman is the capital city of Jordan that is considered the country‘s most populous 

town for its cultural, economic and political centre. Jordan is relatively small with an 

area around 90 thousand km
2
 with a number of population up to 10 million. The vast 

majority of the population embraced Sunni Muslims, which is common in the region 
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with a minority of Christians. After the enormous fluctuations in the region because 

of the Arab spring, Jordan has been deemed as one of the safest Middle East 

countries. Historically, Jordan was placed under the British authority in 1923 via the 

British Mandate for Palestine, and the Emirate of Jordan was established and placed 

under the rule of Emir Abdullah. In 1946 in the Treaty of London, Jordan gained its 

independence and the name of country has become the Hashemite Kingdom of 

Jordan.  

The Jordanian dinar is the official currency in Jordan, which is pegged to the 

international Monetary Fund‘s (IMF) special drawing rights (SDRs) and was 

equivalent to an exchange rate of 1 US$ ≡ 0.71 dinar or approximately 1 dinar ≡ 

1.4108 dollars in 2018. The shareholding companies were established in 1930s, and 

bonds were released in the early of the 1960s. In the beginning, transactions have 

been in individual brokerage offices, but due to a well-organized market that has 

become a crucial need, the Amman Financial Market (AFM) has been founded. 

Since then, the AFM has served the role of the stock exchange and a regulatory body. 

At the current market prices, the GDP of Jordan was JOD 8,090.8m in 2004 and 

increased to JOD 14,189.5m in 2008, and the growth rate of GDP at constant market 

prices up to 6.6% in 2007 and 7.2% in 2008. The large increase in the local exports 

and service sector contributed in this growth (Haddad et al., 2017). 

Jordan undertook a number of reforms aimed at liberalizing foreign investments in 

the 1970s. In the seventies of the last century, Lebanon has witnessed the civil war. 

As a result, Jordan has become the Middle East financial center instead of Lebanon, 

and many firms moved their businesses to the Jordanian market (Al-Akra & Ali, 
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2012). Jordan worked with the IMF and engaged in several initiatives designed to 

improve its economic conditions (Al-Akra & Ali, 2012). For instance, Jordan entered 

the World Trade Organization in 2000. Subsequently, the Jordan–United States Free 

Trade Agreement was established in 2010. Therefore, Jordan became the first Arab 

country that signed a free trade agreement with the USA (Omar & Simon, 2011). 

Jordan also has had an advanced status with the European Union, which led to 

facilitate the access of the Jordanian exports to the European markets.  

The Jordanian government has paid a great attention to the industrial sector.  As a 

result, the industry represented a vital part of Jordan‘s economy. Approximately, 

one-third of the economic growth of Jordan was produced by the industrial sector in 

the 1970s. Then, the average continuously increased in the following decades (Al-

Akra et al., 2009). Consequently, Jordanian is regarded as one of the most important 

MENA‘s capital markets in terms of the contribution to GDP (Moumen et al., 2016). 

Based on the ASE, the Jordanian-listed companies are classified as the most 

significant foundations contributing to the increasing the GDP in Jordan (ASE, 

2017). However, as a result of the decreasing market value of the Jordanian 

companies, this contribution decreased gradually from 2013 to 2017 which has given 

rise to adverse effects on Jordan‘s GDP as in Table 2.1. 

Table 2.1 

Market Capitalization of the ASE and its Percentage to the GDP 

Year Market value Market value to GDP ratio  

2013  18.233 83% 

2014 18.083 75.8% 

2015 17.985 70.7% 

2016 17.339 65.1% 

2017 16.963 61.8% 

Source: ASE (2017)     
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To encourage privatization and to draw local and foreign investors as well as to join 

the global economy, Jordan has modified many regulations laws to improve the 

efficiency of the financial market. These processes began when the Companies Law 

of 1997 was enacted. Hence, the capital market was restructured and enhanced by 

meeting the international standards in order to make it more effectiveness, enhance 

the protection of the investors‘ rights, and encourage outside investments. In 

addition, the intention of Companies Law is to facilitate registering and establishing 

firms in Jordan (Haddad et al., 2017). 

Nonetheless, due to the great food and energy aids and slow domestic growth, Jordan 

typically experiences annual budget deficits, whereas the international aid has 

partially offset this (Al-Zoubi, Khatatba, Salama, & Khatataba, 2013). Recently, 

despite the different fiscal measures that the Jordanian government has undertaken 

such as developing the national economy, achieving financial stability, increasing the 

economic growth rates as well as the investments to improve domestic revenue, 

Jordan still suffers from a sharp rise in net public debt. This debt grew to 65.4% of 

GDP in 2011 and rose to 94.9% of Jordan‘s GDP in 2016, which, at that time, stood 

at JD 27,520 billion. This problematic condition is exacerbated by the fact that the 

economy of Jordan has only limited economic resources and suffers from a chronic 

fiscal deficit that necessitates the provision of funding to satisfy the economic and 

social development requirements (Al-Zoubi et al., 2013). 
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2.3 Regulatory Framework for Financial Reports in Jordan  

2.3.1 Companies Law, 1964, 1989 

Companies Act 1964 is considered the first Jordanian legislations related to 

companies, whereby it set out the basis of corporate governance system. The Act 

identified two types of firms, which are partnerships and limited shareholding 

companies. The issuance of the Companies Act 1964 is the first attempt to motivate 

private and public shareholding firms to provide more information by introducing 

disclosure requirements (Suwaidan, 1997). The law forced the board of directors to 

issue a balanced sheet as well as profit-and loss-statements that have been audited by 

a certified auditor. 

This law was broadly stated and its scope was too limited (Rawashdeh, 2003). 

Accordingly, the Companies Law of 1964 was subjected to further amendments in 

1989. The Companies Act 1989 accounted for the establishment of the first stock 

exchange (Amman Financial Market) and the establishment of a wider range of 

companies; these firms are: 1) general partnership, 2) limited liability, 3) limited 

partnership, 4) limited partnership in shares, and 5) public shareholding companies 

(Suwaidan, 1997). 

The law of 1989 also stated that shareholding firms should offer their shares to the 

public. Both, the Companies Law of 1964 and of 1989, stated that the preparation of 

companies‘ financial statements should be according to generally accepted 

accounting principles (GAAP). However, no specific legal requirements exist for the 

form or the contents of such statements. Moreover, no legal requirement states that a 
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statement of changes in financial position must be published as part of the annual 

reporting (Haddad et al., 2017). 

2.3.2 Companies Law No. 22 of 1997 

The Companies Law of 1997 identified the main provisions of the corporate 

disclosures that the Jordanian listed firms are required to provide (Mardini et al., 

2013). The Companies Law 1997 stated that all public shareholding companies (local 

and foreign companies) which operate in Jordan as well as under the supervision of 

the Jordanian Securities Commission are required to prepare their financial 

statements in line with IASs that the International Accounting Standards Board 

(IASB) issued. Since 1997, the Jordanian listed firms have started using IASs and 

have become more familiar with those standards (Al-Hayale, 2010; Mardini et al., 

2013). 

The 1997 Companies Law also focused on adopting all IFRS/IAS by the Jordanian 

listed companies and was designed to improve the transparency, reliability, and 

comparability of the corporate disclosure of the Jordanian companies. In addition, 

this law established a framework of the corporate governance policy, focusing on 

reinforcing the legal protections for investors and emphasising on the responsibilities 

of the board of directors in ensuring that companies are compliant with the 

mandatory disclosure requirements (Al‐Akra, Eddie, & Ali, 2010b). 

The law mandated the board of directors to publish a profit-and-loss statement and a 

balanced sheet in the public shareholding companies, as well as the comparative 

figures for the past year (Haddad et al., 2017). Furthermore, the law established three 
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new institutions to replace the Amman Financial Market (AFM), namely, 1) the 

Amman Stock Exchange (ASE), 2) the Jordan Securities Commission (JSC), and 3) 

the Securities Depository Centre (SDC) (Al-Akra et al., 2009). 

 

2.3.3 The Securities Law, 2002 

Jordan issued Securities Law No. 76 in 2002, which demanded all corporations to 

prepare their annual reports in line with IFRS (Al-Akra & Hutchinson, 2013). The 

law stated that companies that are not compliant with the law should be penalised. 

This law boosted the legal protections of investors, and required the firms to appoint 

non-executive directors and place more emphasis on the responsibility of the board 

of directors, and it also stated that the audit committees should be established for 

ensuring improved disclosure practices (Al-Akra & Hutchinson, 2013). The 2002 

Securities Law empowered the JSC to undertake the regulation task of the capital 

market in relation to suspending trading, delisting issuers and issuing fines. In 

addition, JSC staffs have the responsibility for monitoring the disclosure quality 

(ROSC, 2005).  

The Securities Law 2002 contains directives of disclosure, which stated that the 

annual reports of companies on the Amman Stock Exchange should disclose 

specified information (Haddad et al., 2017) which included: 

 Details of any governmental protection, patents or privileges given to the firm. 

 A description of the organizational chart, the qualifications level of staff, and 

their number. 
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 Risks that face the firm, the financial effect of non-frequent transactions over 

the fiscal year, and the achievement of company over the fiscal year. 

 The obtained profits or losses, division of profits, net equity of shareholders, 

and the securities‘ prices over at least 5 years. 

 The significant future growth for at minimum one year, as well as the auditing 

fees cost. 

 The number of securities that board of directors‘ members and top executive 

management own. 

 The bonuses and privileges granted to the members of board and top executive 

managers. 

 The contributions of firm in serving the local community and the environment. 

2.3.4 Corporate Governance in Jordan  

The corporate governance has been defined in several ways. For example, the 

corporate governance is termed by Sharman and Copnell (2002)  as: ―the system and 

process by which entities are directed and controlled to enhance performance and 

sustainable shareholder value and it is concerned with the effectiveness of 

management structures, the sufficiency and reliability of corporate reporting and the 

effectiveness of risk management systems‖ (p.1). Also, The Cadbury Committee 

defined corporate governance in one statement as ―the system by which companies 

are directed and controlled‖ (Cadbury, 1992, p. 15). The corporate governance is 

critically significant to the company‘s directors and all users of the financial reports 

alike who are deeply attentive in the corporate risks. Companies, which have higher 
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corporate governance standards, are more likely to obtain the investors‘ confidence, 

thus supporting the development of their businesses (Cadbury, 1992). 

In this regard, the corporate governance has effective roles, which help in improving 

the financial reports quality because the reliability of the financial information and 

the stability of business depend on the practice of good corporate governance 

(Shanikat & Abbadi, 2011). The importance of the corporate governance became 

clearer after the series of financial crises between 2000 and 2010, whereby the main 

reason given for these bankruptcies was lack of disclosure and weak corporate 

governance mechanisms (Downes & Russ, 2005). Hence, the need to prevent 

accounting information manipulation and disclose misleading information has 

become an urgent issue to protect the shareholder‘s rights (Katmon & Farooque, 

2017). Consequently, the legal bodies were motivated to issue suitable regulations to 

enhance the shareholder‘s information (Ali, 2014; Palmrose & Scholz, 2004). All 

those occurrences stimulated developed countries and developing countries to issue 

the corporate governance codes as significant determinants and controls of disclosure 

quality. Therefore, transparency and disclosure are considered essential parts of the 

corporate governance codes (Aksu & Kosedag, 2006). 

Aligned with the international trends that resulted from financial crises, the good 

corporate governance has become essential to provide successful reform 

programmes, and create a healthy climate for investment. The codes of the corporate 

governance for good practices were applied firstly in developed countries, and then 

they only recently have started in developing countries (Hassaan, 2013). In line with 

these calls, Jordan developed a framework of the corporate governance under the 
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sponsor of the Organization for Economic Cooperation and Development (OECD) 

(Al-Akra et al., 2010a). 

The Companies Act No. 22 of 1997 provided the basic instructions of the corporate 

governance of the Jordanian listed firms, identified the responsibilities of the board, 

and protected the right of the shareholder (Tahat, Dunne, Fifield, & Power, 2016). 

Also, the Jordan Securities Commission, which is ―a public institution with financial 

and administrative autonomy which develops, regulates and monitors Jordan‘s 

capital market‖ (Zureigat, 2011, p.3) aimed at preparing guidelines of the corporate 

governance structure for joint stock firms listed on the ASE. These instructions are 

derived from several regulations such as the companies‘ law, the securities law, and 

the international corporate governance rules of (OECD) (Al Attar, 2016; Jordan 

Securities Commission, 2006). 

Due to realizing the necessity for improving the accountability, the disclosure, and 

the transparency in Jordan, a new corporate governance code was issued for public 

listed companies in 2009. The code prepared by the (JSC) contains the corporate 

governance rules that direct the Jordanian listed firms at ASE. This code established 

a series of recommendations and amendments to strengthen the existing governance 

framework in order to regulate the relationships between all parties and determine 

their responsibilities and duties (JSC, 2009). According to its principles, private 

shareholding firms, limited liability companies and shareholding non-listed firms 

should be compliant with the code. In addition, if any company does not comply, 

they should clarify why it does not comply in its annual report under the ―comply or 

explain rule‖ (Haddad et al., 2017). The code includes rules of the governance and 
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identifies the management‘s functions and responsibilities to safeguard the 

stakeholders‘ rights (Haddad et al., 2017).  

The Jordanian corporate governance code set up some provisions about the formation 

of board of directors such as: 

 The number of board of director‘s members should range from five to thirteen 

members according to the company‘s policies, and they must be elected 

secretly by a secret ballot. 

 The board of directors is required to hold at least six meetings within the year 

regularly.  

 Most of the board members should be non-executive ones. 

 The independent members must be at least one third of the board members. 

 The board of directors adopts managing the company for four years. 

 The combination of the chairman of the board of directors and any other 

executive positions is not allowed in the company. 

 The relatives of the chairman of the board are not allowed to serve as the chief 

executive officer of the company. 

 The members of the board of directors must be qualified and have sufficient 

experience and knowledge related to the administrative matters, and they must 

be familiar with the relevant legislation and the rights and duties of the board 

of directors.  

Also, the code determined the board of directors‘ responsibilities, for instance: 

 Establishing the firm‘s policies, strategies and procedures in order to achieve 

shareholders‘ and firms‘ goals. 
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 Adopting an effective risk management policy to face a risk that the company 

exposed. 

 Organizing the administrative, accounting, and financial affairs of the company 

based on special internal regulations. 

 Adopting the company‘s disclosure and transparency policies and following up 

their application according to the requirements of the regulatory bodies and the 

applicable legislations. 

 Appointment of the general manager of the company and termination of its 

services. 

 Determining the executive management‘ responsibilities and authorities in the 

firm, evaluating, and reviewing its performance. 

 Adopting the policies of granting bonuses, incentives and salaries in the 

company. 

 The Jordanian corporate governance code stipulated the board of directors to 

form the audit committees. 

The code recommended that the audit committee should comprise three members or 

more from the board of directors‘ non-executive members, and at minimum, two of 

them are independents. In addition, the chairman of the audit committee must be 

independent. Also, the code required the audit committee‘s members to have 

qualifications and experience in accounting or finance. Moreover, one of the 

members at least has worked previously in accounting and financial area. Further, the 

audit committees are required to hold at least four meetings within the year regularly. 

Also, the audit committee is required to meet the external auditor of the company at 
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least one time in the year. Based on the code, the audit committee has several duties 

that should undertake as follows: 

 Checking the financial statements and comments of the management. 

 Improving the financial oversight and boosting the accountability. 

 Ensuring that the management set effective internal controls and has 

accounting policies and whether the company complied with them. 

 Reviewing the recommendations of the internal audit regularly and ensure that 

the management takes its recommendations into consideration. 

 Examining the level of compliance with the regulations. 

 Doing recommendation to appoint the external auditor. 

In the context of disclosure, the code requires all entities to fully comply with its 

disclosure provisions. According to this code, the responsibilities of boards of 

directors with respect to disclosure are: 

 The disclosure must be carried out in the specified time to ensure fair access of 

the relevant information to all stakeholders.  

 The annual reports should be published by Arabic language, and English 

language as much as possible. 

 The guidelines also regulate which information should be disclosed and to 

whom that information should be disclosed. Ensuring equal access to 

information for all shareholders equally is vital. 
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Furthermore, the code recommends that corporate disclosures should include the 

following items: 

1. Corporate Governance Charter 

 The firm should set corporate governance charter, which describes the major 

aspects of the corporate governance mechanisms and follow the principles that 

are stated in this Code. 

 The firm should update its corporate governance when it is needed.  

 The firm should contain corporate governance practices in its annual report and 

the extent of its compliance with the instructions of this code. 

2. Financial Statements 

The companies should check their accounting standards selected taking into account 

the best international practices. At least, the financial information disclosed should 

include: 1) the financial statements and the auditor‘s report, 2) the income statement, 

3) the statement of changes in the owners‘ equity, 4) the cash flow statements, and 5) 

notes related to the financial statements. 

3. Disclosure of non-financial information 

The directors must revise all the disclosure standards of non-financial information, 

which cover many scopes. The following is a list of some information: 

 Ownership structure including the disclosure of shareholders owning more than 

10% of shares. 

 Directors‘ shareholdings and any changes therein as well as benefits and 

remuneration they obtained. 

 Directors‘ attendance at the board‘s meetings. 
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 Details of loans to directors and related parties. 

 Details of the organization‘s penalties imposed by any statutory authority. 

 Material risk factors and uncertainties that the firm faces. 

 The company‘s values, mission, and objectives. 

 Commitment to social responsibility. 

 Insider trading policy. 

 External Auditor. 

 Essential issues regarding the employees and stakeholders. 

 Discussion of recent performance of the firm. 

 Policies and procedures associated with the related party transactions including 

the nature and amount of the transactions.  

In 2017, the Jordanian Securities Commission made minor revisions to the corporate 

governance code. The revision does not contain significant amendments to the 

construction or formation of boards and audit committees, it only provided more 

details about their duties. Furthermore, the revised code stated that the board of 

directors shall set up the following committees: the audit committee, the nomination 

and remuneration committee, corporate governance committee, and risk management 

committee. Also, the code determines the formations and duties of these committees. 

Regarding risk management committees, the code recommended that their members 

should be three at least, including two independent members. Based on the code, the 

risk management committee‘s functions are developing the company‘s risk 

management policy and reviewing it periodically. Also, the committee is responsible 

for assessing and managing the various types of risks that the company may meet, 

and ensuring that such risk information are published in the company‘s annual report. 
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2.4 Empirical Studies of Disclosure in Jordan 

A number of empirical studies have discussed disclosure status in Jordan. Most of 

these studies have focused on the extent to which the Jordanian companies are 

disclosing in their financial reports. In addition, some studies have examined the 

effect of certain factors (e.g., adoption of IFRSs, environmental factors, privatization, 

market reforms, accounting disclosure regulation, economic changes, and company 

characteristics) on the corporate disclosure level. The literature relating the 

association between corporate disclosure and corporate governance remains scarce. 

Almanasir and Shivaraj's (2017) study aimed to achieve two objectives. Firstly, 

evaluating the level of corporate governance disclosure voluntarily and the effect of 

corporate structure on the level corporate governance disclosure existing in Jordan. 

Secondly, determining if Jordanian listed companies voluntarily disclose good 

corporate governance practices, and to find the factors effecting such disclosures. 

The study used sample of 61 listed companies for the period from 2010-2014. The 

study found voluntary corporate governance disclosure was enhanced. They also 

found different levels of corporate governance disclosures in different scenarios. 

Al-Omari (2010) examined the applicability and suitability of internationally 

accepted reporting standards in the Jordanian environment. This study used Jordan, a 

developing Middle Eastern country, as an exemplar of IFRSs adoption from an 

institutional perspective. This study identified the pressures which contributing to 

both the acceptance and the adoption of IFRSs. 

Al-Akra et al. (2009) examined the development of Jordanian accounting regulations 

and explored the dominant environmental factors influencing them. Environmental 
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factors included how Jordan‘s culture, economic, political environment affect the 

accounting development in Jordan. They also investigated recent move of Jordan 

towards fully adopting International Financial Reporting Standards. They found that 

economic and political factors related to accounting reforms and privatization largely 

helped in the accounting development practices than the other environmental factors 

in Jordan. 

Haddad et al. (2017) examined the effect of accounting laws and economic changes 

on disclosure practices in Jordanian financial reporting. The study also reviewed 

previous Jordanian disclosure studies, which conducted during the period of 1986 to 

2014, in order to examine the level of corporate disclosure‘s improvement in Jordan. 

They found that practices of disclosure had improved over time, and firm size impact 

the level of corporate disclosure in Jordanian firms. Also, they found agreement with 

international organizations, capital market reforms and new regulations had 

improved disclosure practices in Jordanian listed companies. 

Al-Akra et al (2010a) studied the impact of disclosure regulations, governance 

reforms and privatisation on corporate disclosure of 80 sampled Jordanian listed 

companies from 1996 to 2004. They found that accounting disclosure regulation has 

essential influences on mandatory disclosure. Furthermore, they found governance 

reforms considered as an important determinant of mandatory disclosure 

requirements. 

Mardini et al. (2013) explored the factors influencing corporate disclosures of listed 

companies in their operating segments. Furthermore, they studied the extent of 

companies‘ compliance to the segmental requirements of disclosure according to 
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IFRS 8. Using the 67 financial reports at the end of the financial year 2009. They 

found the partial segmental disclosure, and they found the type of audit firm, 

profitability, and company size significantly and positively influenced the level of 

segmental disclosure. While, they failed to find a significant relationship between 

liquidity, leverage, industry and segmental disclosure provided. 

Using disclosures (mandatory and voluntary) as proxies to measure the level of 

disclosure, Al-Akra and Hutchinson (2013) examined the level of accounting 

disclosures provided by family companies. They found that, although family 

companies are compliant with requirements of mandatory disclosure more than non-

family companies. However, family companies disclosed less information 

voluntarily. They also revealed that accounting regulation reform strengthen the 

relation between family ownership with mandatory disclosure. They also found that 

firms with higher family ownership had higher disclosure comparing with companies 

had lower family ownership. 

Haddad et al. (2015) explored the impact of domination of families on the board and 

ownership structure on corporate disclosure, using 57 non-financial companies in 

Jordan. They revealed that voluntary corporate disclosure have a positive association 

with governmental ownership and has a negative association with the percentage of 

shares that management holds. Moreover, they showed that dominance of family was 

a key interpretation to divergence in disclosure levels. Furthermore, they revealed 

that government ownership could contribute to improve transparency. However, 

government ownership did not exclude the effect of the management and family on 

the boards on disclosure. Outside ownership did not have an association to voluntary 

disclosure. 
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Omar and Simon (2011) investigated the associations between aggregate disclosure 

and several company features for listed Jordanian companies. The results found a 

high increase in the extent of total disclosure that was 69% compared to prior studies 

in Jordan that had ranged from 44% to 56%. The magnitude of mandatory was 83% 

and a voluntary disclosure was 34%. They also found that audit firm size, company 

age, firm size, type of industry, listing status, number of shareholders, and 

profitability, had significant effect on the variations in the level of disclosure in 

Jordan. Also, audit firm size, listing status, firm size, type of industry, and 

profitability, were significantly associated with the level of aggregate disclosure. 

Al-Akra and Ali (2012) examined whether higher voluntary disclosure of privatized 

Jordanian firm boosted their value. Using 243 annual reports from 1996 until 2004. 

They developed a governance proxy to identify the effect of the governance of 

privatized companies on voluntary disclosure. Their results revealed that firm value 

has a positive association with voluntary disclosure. In addition, they found that type 

of industry had association with firm value. However, they found that liquidity 

growth was not related with firm value. 

Al‐Akra, et al (2010b) investigated whether privatisation affect on the level of 

disclosure. They conducted the study utilizing 27 privatised companies in Jordan 

from 1996 to 2004. Their results showed that privatisation has positive relationship 

with disclosure. They also found that foreign investments and accounting regulation 

reforms that accompanied privatisation significantly effect on the extent of 

accounting disclosure. 
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Al-shattarat et al. (2010) evaluated the extent of disclosure in listed companies in 

Jordan for 2006. The study revealed great variations in the disclosure level among 

Jordanian listed companies. On average, a company disclosed about 28.95% of the 

items of disclosure, and merely six of the 53 companies disclosed more than 50% of 

index items. 

Sartawi et al (2014) investigated the impact of board of directors and firm 

characteristics on the extent of voluntary disclosure in Jordanian companies, using a 

sample of 103 firms in Jordan. They found that the board size, firm size, leverage, 

CEO duality and institutional ownership had insignificant effect on voluntary 

disclosure. But, foreign ownership and age had a positive significant effect on 

disclosure. 

Alrabba et al. (2018) examined whether the foreign ownership mediates the 

relationship between mechanisms of corporate governance and voluntary disclosure 

levels among Jordanian listed banks from 2013 to 2017. They found that board size, 

external directorship, independent members and board meeting had a negative 

relationship to voluntary disclosure, while foreign ownership had positive 

relationship to voluntary disclosure. Nevertheless, foreign ownership insignificantly 

mediated the relationship between corporate governance mechanisms and voluntary 

disclosure. 

Alhazaimeh et al. (2014) investigated the influence of corporate governance on 

voluntary disclosure of 72 listed firms for period of 2002-2011. They found foreign 

ownership, government ownership, board compensation significantly and positively 

influenced voluntary disclosure, while block ownership had a negative effect on 
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voluntary disclosure. In addition, the study revealed insignificant effect of audit 

committee, board activity and non–executive directors to voluntary disclosure. 

2.5 Empirical Studies of Corporate Risk Disclosure in Jordan 

Few empirical studies have studied the level of corporate risk disclosure in Jordan. 

Study of Kutum (2014) aimed to investigate whether banks in Jordan are compliant 

with the IFRS 7‘s requirement for mandatory disclosure and find out the extent to 

which the banks provide voluntary risk disclosures. He collected data from all 15 

banks listed on the ASE for the financial year 2013. The results generally indicated 

to the need for further improvement in the voluntary risk disclosure area because 

most of the banks did not provide adequate information that could be useful to 

stakeholders. He also suggested future avenues of research into the topic to 

determine the progress. 

Tahat (2014) compared several types of risk disclosures (credit, market and liquidity 

risk) that were related with financial instruments using sample of 82 companies in 

Jordan. He created risk disclosure index to estimate risk information that the sampled 

firms provided. The findings showed that majority of companies in Jordan offers a 

more amount of risk disclosure after IFRS 7 was implemented than before it was 

implemented, and that this growth was consistently found across all categories risk 

disclosure. Furthermore, he revealed that the banking sector represented the greatest 

risk information. 

Alkurdi et al. (2019) explored the influence of some corporate governance 

mechanisms on risk disclosure practices (mandatory and voluntary). The sample 
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consisted of 15 listed Jordanian banks over the period from 2008 to 2015. They 

reported that audit committee meetings, independent board, board size and separation 

between dual positions of CEO and chairman had a positive effect on voluntary risk 

disclosure. However, only audit committee meetings and independent board had 

shown a positive significant effect on level of risk mandatory disclosure. While, 

managerial ownership had no relationship with risk disclosure (mandatory and 

voluntary). 

In sum, Kutum‘s (2014) and Tahat‘s (2014) studies had several limitations. 

Obviously, these studies investigated only some types of risk and neglected other 

aspects of risk. These studies were limited on measuring the level of risk disclosure, 

and they neglected other factors that might potentially affect the level of risk 

disclosure, particularly corporate governance. In addition, the studies were conducted 

over a short period relatively. Whereas, Alkurdi et al. (2019) examined few corporate 

governance attributes (independent board, board size, CEO duality, audit committee 

meetings and managerial ownership), which could not reflect clear insights to the 

relationship between corporate governance mechanisms and risk disclosure practices 

in Jordan. Furthermore, it was limited on banking sector. 

2.6 Overview of Risk Disclosure  

2.6.1 The Disclosure 

Lee (2012) refers to disclosure as the accurate and timely publication of information 

by a firm about corporate governance, business strategy, and financial performance 

to the general public. It is also considered as ―a means by which an administration 
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provides information about past events and predictions regarding opportunities of 

future growth to the current and future investors‖ (Al Attar, 2016, p. 192). Thus, 

disclosure plays a key role in alleviating asymmetric information problem (Al Attar, 

2016; Mangena & Pike, 2005). The importance of disclosures is recognised 

particularly by firms listed on capital markets because they help in attracting new 

investors, maintaining demand for a firm‘s shares and keeping the stock price at a 

high level (Cooke, 1989; Spasić & Mihajlov, 2014). Voluntarily corporate 

information help investors in understanding a company‘s strategies and its 

competitive environment. 

Disclosures in annual reports may be mandatory or voluntary. The mandatory 

disclosure indicates information that are required by legislation, authorities, 

regulatory organisations, accounting standards or stock exchange regulations. All 

public firms are required to implement disclosure rules, and they cannot select their 

own rules even though they may be in the best interests of their shareholders 

(Bertomeu & Magee, 2015). However, mandatory disclosure varies due to the lack of 

requirements of disclosure provided to protect investors (Omar & Simon, 2011). 

Stringent regulations ensure that companies comply with mandatory disclosure 

requirements. The regulations are seen as stringent when permitting just one 

outcome, and possess sufficient implementation mechanisms (Al-Akra et al., 2010b; 

Owusu-Ansah & Yeoh, 2005). Most importantly, these regulations should minimize 

the information gap existing between managers and investors to help them in making 

sound decisions. The argument has also been put forward that information provision 
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must be organised in order to the external users get at least the minimum level of 

disclosure.  

Voluntary disclosure indicates the information disclosed beyond that imposed by 

legal regulations and accounting standards. Companies must disclose comprehensive 

and useful information to satisfy investors and to give them confidence in making 

good investment decisions. Corporate disclosure is demanded to reduce agency 

conflicts and information asymmetry between investors and managers (Healy & 

Palepu, 2001). Thus, voluntary disclosure helps in minimising the costs of 

information acquisition by stakeholders. Also, more disclosure enables financial 

analysts to compile valuable information, thereby, this lead to increase the demand 

for their services (Bhushan, 1989; Lang & Lundholm, 1993). 

2.6.2 Definition of Risk 

The word ―risk‖ was used during the industrial revolution to reflect detrimental 

events that had already occurred. Since then, the definition has changed, influenced 

by many factors (Baroma, 2014). Indeed, the first step that should be taken when 

conducting a risk disclosure study is a definition of risk. However, there are many 

difficulties are faced in determining risk information accurately, and thus, a clear 

definition is required about exactly what the word ―risk‖ means (Linsley et al., 

2006). 

Several scholars have defined risk as a negative event; for example, Dobler, Lajili 

and Zeghal (2011) defined it as the incidence of natural events. Cabedo and Tirado 

(2004) also showed risk as a negative event, defining it as the possible loss of a 
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company‘s wealth because of the interaction between challenges and threats 

occurring in the business environment. Jones (2006) referred to the level of risk in 

his definition as ―The probable frequency and probable magnitude of future loss‖ (p. 

8). Bessis (2002) defined risk as sources of uncertainty that have adverse effects on 

profitability. Watson and Head (1998) provided further risk definition as a group of 

outcomes occurring due to a decision that could be allocated probabilities. Jorion 

(2001) defined risk as the volatility of unexpected outcomes. Beretta and Bozzolan 

(2004, p. 269) gave a broad description of risk as ―a communication of information 

concerning firms‘ strategies, characteristics, operations and other external factors that 

have the potential to affect expected results‖. 

Several researchers have argued that risk indicates to ―uncertainty‖ and that it is not 

limited by one aspect such as the possibility of exposure to financial loss (Dobler, 

2008). Uncertainties that might affect the future prospects of a company are now 

considered to include upside as well as downside risks. This definition has been 

utilized in the risk disclosure literature (Linsley & Shrives, 2005). Others have also 

defined risk in terms of gains and losses. For example, Abdullah et al. (2017) 

portrayed risk as ―any harm and threat or opportunity and prospect that occurs as the 

result of changes in the business environment, which might already have occurred or 

might have an impact on the company‖ (p. 84). Linsley and Shrives (2006) defined 

risk as either the positive or the negative outcomes of events; this is generally 

regarded as a broad definition that includes both positive opportunities and negative 

uncertainties. The Institute of Chartered Accountants in England and Wales 

explained risk as the amount of both potential gain and exposure to loss (ICAEW, 



 

 

 52 

1997). Likewise, Solomon, Solomon, Norton, and Joseph (2000) described risk as 

potential gains and losses.  

Abraham and Cox (2007) divided risk into three categories: variation, uncertainty 

and opportunity, while Carlon, Loftus and Miller (2003) defined it as ―affecting or 

potentially affecting the entity‘s performance and financial position‖ (p.38). 

Abdullah and Hassan (2013) categorised risks more broadly as being good, bad, or 

uncertain. Given the several definitions presented in the literature, clarity of the 

definition adopted is essential because the application of various definitions may 

result to a different analysis and eventually different results. The current study adopts 

the broad definition of Linsley and Shrives (2006), which embraces both positive 

opportunities and negative uncertainties, when determining risk disclosure 

information. 

2.6.3 Definition of Risk Disclosure 

Although several previous studies have adopted definitions of risk disclosure to 

create a conceptual framework for their research, there is no common meaning due to 

risk disclosure practices depend heavily on several social and economic factors. 

Therefore, determining the meaning of risk disclosure is difficult. As a result, 

previous researchers have adopted no single definition. 

Linsley and Shrives (2006) defined risk reporting as ―If the reader is informed of any 

opportunity or prospect or of any hazard, danger, harm, threat, or exposure, which 

has already impacted upon the company or may impact upon the company in the 

future or of the management of any such opportunity prospect, hazard, harm, threat 
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or exposure‖ (p. 388). While, the new definition of Ibrahim and Hussainey (2019) 

considered risk disclosure as negative outcomes. Beretta and Bozzolan (2004) 

defined it as the transmission of information about a company‘s attributes, 

operations, and strategies that may have an effect on expected results. Dobler et al. 

(2011) argued that disclosure risk information includes a wide variety of information 

regarding sources of risk and the risk management‘s means that differ in location, 

nature and scope. Another definition of risk disclosure was that of Miihkinen (2012) 

who defined risk disclosure as all the information that companies introduce in annual 

reports concerning a risk and their prospective economic consequences on future 

performance.  

Some researchers have adopted a more detailed definition of risk reporting; for 

example, Hassan (2009) defined risk disclosure as ―the financial statements‘ 

inclusion of information about managers‘ estimates, judgments, reliance on market 

based accounting policies such as impairment, derivative hedging, financial 

instruments and fair value as well as the disclosure of concentrated operations, non-

financial information about corporations‘ plans recruiting strategy and other 

operational, economic, political and financial risks‖ (p. 669). For this study, the 

researcher has again adopted the definition of Linsley and Shrives (2006) which is 

well-defined and suitable to examine risk disclosure more practically. 

2.6.4 Importance of Risk Disclosure  

Corporate risk disclosure is considered an important issue for the global community 

(Aebi, Sabato, & Schmid, 2012; Nahar et al., 2016). The corporate scandals and 

financial crises that have occurred in recent decades resulted in a failure of 
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companies because of miscalculating their risks (Cabedo & Tirado, 2004; Fung, 

2014). Regulators and policy makers have confirmed that transparent and 

comprehensive financial reporting from firms will help in preventing future crises. In 

response to these events, the needs of stakeholders for valuable relevant information 

about activities of companies to accurately assess their financial position have 

increased. Consequently, the disclosure about risk is viewed as being crucial 

(Jankensgård, Hoffman, & Rahmat, 2014; Leuz & Wysocki, 2008).  

Furthermore, huge progress in their surrounding environments has obligated 

companies to use various kinds of information in order to control their businesses, 

leading to increase importance of risk disclosure (Khalil & Maghraby, 2017), 

particularly in non-financial companies (Dobler, 2008). In addition, as a specific part 

of a corporate disclosure package (Dobler, Lajili, & Zéghal, 2016), risk disclosure 

offers several benefits for investors, analysts, shareholders (Lajili & Zéghal, 2005). 

Furthermore, risk disclosure alleviates the information gap between firms‘ managers 

and investors to improve investment efficiency and reducing the agency problem (Li, 

He, & Xiao, 2018). 

According to the World Bank report (Doing Business, 2012), the markets of 

developing countries suffer from a lack of regulatory frameworks compared with 

developed economies, and this is the main cause of poor compliance, regulation and 

transparency in these markets. Thus, the attention in risk information has increased 

among traditional users and also new users who now require more relevant and 

valuable information regarding a company‘s performance and further activities, 



 

 

 55 

particularly those related to social dimensions and corporate risks (Madrigal, 

Guzmán, & Guzmán, 2015). 

The general argument is that the principal benefit gained from wider risk disclosures 

is a reduction in the costs of capital (Linsley & Shrives, 2000). Since, investors trusts 

the business when uncertainty is lower (Abraham & Cox, 2007; Linsley & Shrives, 

2006; Nahar et al., 2016). In other words, when companies disclose risk information, 

investors might remove a portion of the premium that is added to the cost of capital 

to reduce uncertainty about the risk (Mousa & Elamir, 2013; Tirado-Beltrán et al., 

2020), reducing the cost of equity capital. Therefore, risk disclosure has a positive 

influence. Furthermore, when firms release more information regarding policies of 

risk management, this decreases the cost of capital with more investors‘ confidence 

in the market, leading to reduce effects of adverse prices related with large markets. 

This, in turn, increases the demand for securities, enhances liquidity and reduces 

transaction costs, ultimately reducing the cost of capital (Amihud, 1986; Botosan, 

1997; Nahar et al., 2016). 

For investors, the level of a firm‘s risk information is significant for helping them to 

make informed decisions (Baroma, 2014). Adequate risk disclosure helps 

stakeholders to recognise the types of risk that a firm faces and to identify the extent 

of accuracy in stock price forecasts, as well as to assess market value accurately 

(Beretta & Bozzolan, 2004; Khalil & Maghraby, 2017; Mousa and Elamir, 2013). 

Risk disclosure could be beneficial to institutional investors to enhance portfolios 

decisions regarding the investment by accurate assessment of risks and possible 

return (Solomon et al, 2000). Firms attempt to satisfy the needs of investors by 
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disclosing more information regarding the various risks that they meet (Abraham and 

Cox, 2007; Elzahar & Hussainey, 2012). In addition, Poshakwale and Courtis (2005) 

argued that corporate disclosure information reduces abnormal uncertainty and 

attract long-term investments. 

Firms that clearly report detailed risks and financial conditions help supervisors to 

monitor them more easily and give investors and depositors more confidence (Aryani 

& Hussainey, 2017). Furthermore, a strong significant relationship exists between 

risk disclosure and financial performance (Gatimbu, Kimathi, & Wabwire, 2017). 

The risk disclosure level positively increases the market value of a company (Al-

Maghzom et al., 2016), risk disclosure is therefore considered as crucial in 

decreasing the likelihood of a firm‘s fail (Beretta & Bozzolan, 2004; Elzahar & 

Hussainey, 2012). Risk disclosure quality has a role in the realm of bankruptcy 

prediction, because corporate risk disclosure can reduce the information asymmetry 

that causes losses for stakeholders. In addition, it provides early information about 

the risk that surrounds their companies to enable them to identify the type of risk 

faced by the firm (Mousa & Elamir, 2013). 

2.6.5 Risk Disclosure Measurements 

Ample studies have adopted various approaches to analyse the annual reports in 

order to identify the quantity and quality of risk disclosure (Hassan, 2009; Uddin & 

Hassan, 2011). Some of these studies have used content analysis (Abraham & Cox, 

2007; Aryani & Hussainey, 2017; Elshandidy et al., 2013; Kravet & Muslu, 2013; 

Linsley & Shrives, 2006). Others have developed a corporate risk disclosure index 
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(Cabedo & Tirado, 2004; Barako et al., 2006; Hassan, 2009). Each approach has 

strengths and weaknesses, and some of them have more subjective judgement than 

others (Uddin & Hassan, 2011). 

Marston and Shrives (1991) explained that disclosure indices are a research 

technique to measure the level of disclosure by using lists of specified items that 

might be disclosed in firms‘ reports. Previous studies have widely used disclosure 

indices to identify the corporate disclosure of financial reports (Akhtaruddin et al., 

2009; Gul & Leung, 2004; Ghazali & Weetman, 2006; Guthrie & Parker, 1989; 

Haniffa & Cooke, 2005; Ho & Wong, 2001; Milne & Adler, 1999; Omar & Simon, 

2011). The index is more likely to be helpful when the researcher intends to 

categorise the textual items and analyse a large amount of qualitative information 

(Rodríguez et al., 2014). Furthermore, a disclosure index helps to alleviate potential 

bias when the disclosing firms focus on certain aspects of risk, but neglect other 

essential aspects (Barakat & Hussainey, 2013). 

Prior studies have used both weighted index and unweighted index (e.g., Barakat & 

Hussainey, 2013; Hassan, 2009; Ismail, Abdul Rahman, & Ahmad, 2013; Mokhtar & 

Mellett, 2013; Rodríguez et al., 2014). An unweighted disclosure index supposes that 

each item of disclosure has equal importance to the users of corporate annual reports 

to help them to make informed decisions. A weighted index assumes that some items 

are more important than others, according to the interests of the user group and the 

importance of the information disclosed.  

Some studies have argued that a dichotomous scheme in an unweighted disclosure 

index helps in reducing subjective judgement compared to weighted disclosure 
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indices (Beattie et al., 2004), because the unweighted index assumes no 

differentiation in the importance of all the disclosure items contained in the index. 

Thus, an unweighted disclosure index is employed if the study focuses on all user 

groups (Alsaeed, 2006; Naser, Al-Hussaini, Al-Kwari, & Nuseibeh, 2006). However, 

other studies consider the weighted method as more objective because some 

disclosure items are more important to certain groups of users (Cooke, 1989; Coy & 

Dixon, 2004). Consequently, the weighted disclosure index is used if a study focuses 

on a specific user group with giving unequal importance to particular items (Oliveira, 

Lima Rodrigues, & Craig, 2006). Overall, many studies indicate that unweighted and 

weighted indices provide roughly similar results (Chow & Wong-Boren, 1987; 

Coombs & Tayib, 1998; Wallace & Naser, 1995). 

Although a disclosure index is suitable for checking the mandatory items of 

disclosure, it is inappropriate for checking voluntary disclosure items (Wallace & 

Naser, 1995). In addition, this method is unable to detect whether the firm explains 

the risks in detail or not, and to identify the extent of risk information (Aryani & 

Hussainey, 2017). Moreover, a disclosure index requires judgement in deciding upon 

its construction and identifying the types and items of information, and therefore 

tends to be subjective (Hassan et al., 2009). 

Another common approach to analyse annual reports is the content analysis approach 

that widely used in the social sciences. Content analysis has been defined as ―a 

technique for gathering data that consists of codifying qualitative information in 

anecdotal and literary form into categories in order to derive quantitative scales of 

varying levels of complexity‖ (Abbot & Monsen, 1979, p. 504). Carney (1972, p. 21) 

defined content analysis as ―a research technique for making inferences by 
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objectively and systematically identifying specified characteristics of messages‖. 

Berelson (1952, p.18) defined it as ―a research technique for the objective, systematic 

and quantitative description of the manifest content of communication‖. 

Content analysis is considered as a means of categorising items in text, and an 

effective instrument to analyse qualitative data, particularly when these data are 

relatively large (Bowman, 1984; Linsley & Shrives, 2006; Mousa & Elamir, 2013). 

Content analysis is considered as ―replicable and valid methods for making 

inferences from observed communications‖ (Krippendorff, 1980, p. 21). 

Furthermore, it is a rich source of data because it can detect the correlations that are 

difficult to be detected (Linsley & Shrives, 2006; Zhang et al., 2013), and widely 

adopted in disclosure research (e.g., Abraham & Cox, 2007; Ali & Taylor, 2014; 

Amran, Bin, & Hassan, 2009; Aryani & Hussainey, 2017; Beretta & Bozzolan, 2004; 

Dobler et al., 2011; Elshandidy, Fraser, & Hussainey, 2013; Elshandidy, Fraser, & 

Hussainey, 2015; Elshandidy & Neri, 2015; Elzahar & Hussainey, 2012; Kravet & 

Muslu, 2013; Linsley & Shrives, 2006; Mokhtar & Mellett, 2013; Mousa & Elamir, 

2013; Zhang et al., 2013). 

The researcher allocates various coding units such as words, sentences, portions of a 

page or a paragraph (Bowman, 1984; Mousa & Elamir, 2013). Adopting the sentence 

as the coding unit provides meaningful and valid data for analysis (Ali & Taylor, 

2014; Linsley & Shrives, 2006; Milne & Adler, 1999; Oliveira et al., 2018) and 

makes standardisation or adoption of certain words unnecessary (Hackston and 

Milne, 1996; Mokhtar & Mellett, 2013), where, it is difficult to determine whether a 

group of words accurately identifies sentences that contain risk information. 

Moreover, using a sentence as coding units avoids double-counting of words in the 
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same sentence; that is, a risk sentence is counted only once even if it includes more 

than one word referring to risk disclosure (Elshandidy & Neri, 2015; Elzahar & 

Hussainey, 2012). 

Risk disclosure can be divided into two main categories, which have been 

highlighted by the ICAEW (1997) and adopted by Beretta and Bozzolan (2004) and 

Linsley and Shrives (2006), namely financial and non-financial risk disclosure. 

Financial risk disclosure refers to those risk disclosures related to financial 

transactions of firm and its loans that exposed to the risk of default and financial 

losses (Guthrie, Rossi, Orelli, & Nicolò, 2020). Linsley and Shrives (2006) classified 

financial risk to include the following: interest rate risk, exchange rate risk, 

commodity risk, credit risk, and liquidity risk. In contrast, the non-financial risk does 

not have a direct effect on the financial position of the firms (Cabedo & Tirado, 

2004). Linsley and Shrives (2006) categorised non-financial risk disclosure into five 

categories based on ICAEW (1997): operations risk, empowerment risk, information 

processing and technology risk, integrity risk, and strategic risk. Furthermore, as 

shown in table 4, Moumen, Othman and Hussainey (2015) provided more 

clarification for definitions of these categories. 

 

Table 2.2 
Definition of Non-financial Risk Disclosure Categories  

Type of risk Definition 

Financial risk The risk that refers to interest rate risk, Exchange rate, 

commodity risk, credit risk, and liquidity risk. 

Operations risk  

 

The risk that operations are inefficient and ineffective in 

executing the firm‘s business model, satisfying customers 

and achieving the firm‘s quality, cost and time performance 

objectives. 
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Table 2.2  (continued) 

Type of risk Definition 

Empowerment risk 

 

The risk that managers and employees (1) are not properly 

led, (2) do not know what to do when they need to do it, (3) 

exceed the boundaries of their assigned authorities, or (4) are 

given incentives to do the wrong thing. 

Information 

technology risk 

 

The risk that the information technologies used in the firm 

(1) are not operating as intended, (2) are compromising the 

integrity and reliability of data and information, (3) are 

exposing significant assets to potential loss or misuse, or (4) 

are exposing the firm‘s ability to sustain the operation of 

critical processes. 

Integrity risk  The risk of management fraud, employee fraud, illegal acts 

and unauthorized acts, any or all of which could lead to 

reputation loss in the marketplace. 

Strategic risk The risk associated with future business plans and strategies, 

including plans for entering new business lines, expanding 

existing services through mergers and acquisitions, 

enhancing infrastructure, etc. 

Source: Moumen et al. (2015) 

2.7 Underlying Theories  

Preceding studies on disclosure have employed a variety of theoretical frameworks in 

their investigations to expound upon why companies involve themselves in different 

levels of disclosure. Nevertheless, a single theory cannot explain the corporate 

disclosure entirely, and researchers attempt to select the theory, which aligns with 

their investigations (Linsley & Shrives, 2000). Therefore, the current study utilises 

disclosure theories that have been used in previous risk disclosure studies to explain 

the risk disclosure practices of listed companies, namely, agency theory, signalling 

theory and resource dependence theory. The following section will review these 

theories. 
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2.7.1 Agency Theory 

Jensen and Meckling (1976) provided the first theoretical exposition of agency 

theory, where they defined the agency relationship as ―a contract under which one or 

more persons (the principal(s)) engage another person (the agent) to perform some 

service on their behalf which involves delegating some decision making authority to 

the agent‖ (p. 308). Departing from agency theory, the owners of companies 

(principals) delegate the duties of managing the companies to the agents (managers). 

Such agency relationship may create conflicts of interests between them (Jensen & 

Meckling, 1976). In other words, the stockholders (the principals) or managers (the 

agents) act to maximise their self-interest (Solomon, 2010), and the managers are 

less motivated to maximize the principals‘ wealth compared with if they are the 

principals themselves. This conflict may result in the agency problem when the 

managers seek to select decisions that align with their interests (Ness & Mirza, 

1991). 

Agency theory expects two potential problems that may arise within the relationship 

between the manager and the shareholder. The first is a moral hazard problem that is 

mainly caused by the information asymmetry that occurs when the agents possess 

more relevant information than the principals (Arnold & de Lange, 2004). This may 

negatively affect the capability of the principals in monitoring whether the agents are 

fairly serving their interests. In this instance, the managers might have a better 

advantage by having more access to information to boost their personal wealth 

(Foerster, Sapp, & Shi, 2014). This means that the given agents have self-interested 

motives, and they are expected to seize the opportunity and information to act against 

the owners‘ interests in the firm. Hence, they do not care about the increase of the 
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wealth of the principals. The second is the adverse selection problem; this occurs 

when the agent takes incorrect decisions with respect to the organisation‘s policies. 

In addition, the principals do not reach all relevant information when the managers 

make decision, and thus they do not have the ability to make sure whether the 

decisions of the managers serve in the interests of the company or not (Adams, 

1994). 

Agency theory posits that, in a joint stock company, the managers‘ interests may 

conflict with the principals‘ interests (the owners) (Jensen & Meckling, 1976). The 

solutions of this problem include both controlling the mechanisms that neutralize the 

managerial power as well as the corporate governance mechanisms that monitor the 

management and improving the accountability (Abraham & Cox, 2007; O‘Sullivan, 

2000). Also, large owners can take effective control on a company because they 

supervise the financial reporting policies of the company (Fan & Wong, 2002), thus, 

they can hide any expropriation in annual reports. Accordingly, the ownership 

concentration significantly contributes to information asymmetry (Jiang, Habib, & 

Hu, 2010).  

The most appropriate method to manage the agency conflict and the problems that 

may occur between the managers and shareholders is good corporate governance 

(Mallin, 2004). The corporate governance mechanisms act not only monitoring 

instruments for the behaviour of the agents but also monitoring the performance of 

the firm as a whole, which includes assuring the quality of the financial reports and 

enhancing the level of disclosure. Also, based on an agency viewpoint, the managers 

may have incentives to show that they serve in the best interest of the company, 
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whereby the disclosure is considered an effective means to achieve this (Latham & 

Jacobs 2000; Watson & Marston, 2002). 

As stakeholders need to understand the risk profile of businesses, they seek to get 

disclosing information about the risk profile by companies. Accordingly, improving 

the levels of transparency and risk disclosure assist the stakeholders in identifying 

the level of various risks which the firm faces and maintains their interests (Cabedo 

& Tirado, 2004; Hill & Short, 2009). At the same time, the managers are expected to 

have incentives to disclose more risk information, for example, to keep their 

reputation and remuneration (Healy, Hutton, & Palepu, 1999). Ultimately, risk 

disclosure is seen as an effective means for reducing the agency problem, whereby it 

can mitigate the information asymmetry problems and reduce the agency costs 

(Abraham & Cox, 2007; Solomon et al., 2000). 

Linsley and Shrives (2003) claimed that agency cost theory could help in explaining 

why managers could opt to voluntarily release risk information in their annual 

reports to reassure the stakeholders that the management has risk management 

facilities in place and act with their interest. Hence, risk information provided by the 

managers may help in mitigating risk information asymmetry, which in turn results 

in reducing the agency costs. Conversely, if the management does not choose to 

reveal risk information in financial reports, the resultant information gap creates less 

transparency in the annual report (Marshall & Weetman 2002), and the consequence 

of withholding such disclosure represents a possible conflict of interest between the 

agents and principals. Empirically, some risk disclosure research has employed 

agency theory to explain why firms disclose risk information (e.g., Abraham & Cox, 

2007; Al-shammari, 2014b; Kakanda, Salim, & Chandren, 2017).  
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The agency theory acted as an underpinning theory for the purpose of this study. In 

this regard, Linsley and Shrives (2006) suggested that with respect to the risk 

disclosure, the agency theory should be used as the underpinning theory. Hence, the 

present study employed the agency theory to explain the relationship between the 

corporate governance mechanisms and the risk disclosure. 

2.7.2 Signalling Theory 

The purpose of signalling theory, which was applied by Spence (1973), is to explain 

the information asymmetry in the labour market. The job-market signalling theory 

explicates how the employees possessing a great level of education are probable to 

use such information to convey their ability, thus distinguishing themselves from 

other employees who have a low level of education. On the other word, the theory 

aims at illustrating how a more knowing party‘s signal to less knowing party can 

reduce the information asymmetry between those parties in the marketplace (Morris, 

1987). 

When it is applied to companies, signalling theory proposes that firms which have a 

high performance will signal their good performance to the market. Thus, the 

signalling would help the shareholders, the investors and other stakeholders to assess 

the firm‘s value and make decisions. Accordingly, it is more favourable to the 

company (Whiting & Miller, 2008). In this instance, disclosure is considered a 

mechanism to mitigate the adverse selection via decreasing the asymmetrical 

information (Morris, 1987). In light of this, signalling theory introduces a logical 

explanation regarding the motivation of the managers to publish more information in 

the financial reports of their firms (Haniffa & Cooke, 2002). 
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Previous literature has extensively discussed the linkage between signalling theory 

and disclosure. In other words, the Signalling theory is utilized to justify the 

disclosure practices. In addition, disclosure is viewed as a proper solution for the 

information asymmetry. Elzahar and Hussainey (2012) argue that the managers of 

companies will disclose extra information to demonstrate their capability in 

managing various activities of the company and distinguish themselves from the 

managers of other companies. With respect to agency theory, prior disclosure 

literature refers to a major overlap between signalling and agency theories. The 

agency theory viewpoint is aligned with signalling theory, whereby a good 

integration between the two supplies a better prediction of the disclosure practices of 

the firm (Morris, 1987; Watson & Marston, 2002). Furthermore, Linsley and Shrives 

(2005) argue that agency theory and signalling theory are the best theories to justify 

the voluntary risk management disclosures.  

Signalling theory also points out that a greater risk disclosure is desirable when the 

board of directors strives to signal their ability in avoiding these risks effectively 

(Abraham & Cox, 2007; Baroma, 2014; Elshandidy et al., 2013; Hassan, 2009). The 

companies have a tendency to provide more risk information when they have a high 

risk in order to illustrate the reasons for these high risks (Linsley & Shrives, 2006). 

When the managers have bad news, they will be more very enthusiastic to disclose 

the news to signal their strengths and ability to overcome potential losses in the 

future, which in turn, give a company a great incentive to disclose more risk 

information (Hassanein & Hussainey, 2015). Accordingly, disclosure is a common 

means used by managers to signal the quality of the firm and its management 

(Oliveira, Lucia, & Craig, 2011). 
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2.7.3 Resource Dependence Theory 

Pfeffer and Salancik‘s (1978) provided the first theoretical exposition of resource 

dependence theory (Hillman, 2005). Resource dependences theory posits that the 

directors from the outside have the prestige, contacts and expertise that give them the 

ability to link companies with the external environment (Barakat & Hussainey, 

2011). According to Pfeffer (1972), corporations with more correlations to their 

environment require a higher proportion of outside directors. Hence, the resource 

dependence theory prefers a larger board having skilled directors with varies 

experience (e.g., foreign directors) to make useful connections with the firm‘s 

external environment (Ujunwa, 2012). 

Pfeffer and Salancik (1978) argued that the organizational effectiveness of a firm is 

not only the firm‘s ability to manage the resources, but also its ability to obtain 

further resources from the environment. In other words, the external directors act to 

link the corporation with the external variables that limit the external dependencies 

and the uncertainties surrounding the business environment in order to secure the 

necessary outside resources (Cohen, Krishnamoorthy, & Wright, 2008; Pfeffer, 

1972). In this regard, Hillman, Canella and Paetzold (2000) suggest that the large 

number of directors bring further resources to their company including efficient skills 

and valuable information. The board members may also enhance the reputation of 

their firms by means of personal reputation. 

Pfeffer and Salancik (1978) and Thompson (1967) argue that when companies rely 

on external entities, this reliance generates uncertainty and risk, which in turn, could 

influence the firm‘s performance. On the other hand, companies that create strong 
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associations with those external sources can lessen uncertainty (Hillman, 2005; 

Pfeffer, 1972; Thompson, 1967). Resources dependence theory points out the foreign 

members of board provide higher financial resources, which in turn, gives an 

opportunity to reduce the costs of the capital by decreasing the cross-border 

information gaps, thereby mitigating the information asymmetry (Ujunwa, 2012). 

Resource dependence theory posits that the decisions of firms (e.g., recruitment, 

dismissal, and disclosure), made by the board is derived from the board‘s resources 

that it utilises. Therefore, a large board with different experienced directors could 

provide the firm with more significant competitive resources, give constructive 

advices to the managers, as well as contribute in better monitoring system, and 

eventually enhancing the quality of the financial reporting. The firms depend on the 

limited resources, which are available in the external environment, in order to protect 

their growth and sustainability, and they compete with the counterpart companies to 

benefit and exploit those resources. Thus, the corporate risk disclosures could be 

used as an efficient tool to obtain those (Barakat & Hussainey, 2013). 

2.8 Corporate Governance and Corporate Risk Disclosure  

2.8.1 Board of Directors 

The board of directors is the most important corporate governance mechanisms 

(Masulis et al., 2012) and plays an instrumental role in representing and safeguarding 

the interests of the shareholders. The most stock exchanges have focused on 

corporate boards as the principal vehicles for increasing the quality of the financial 

information provided by a firm (Karamanou & Vafeas, 2005). In Jordan, the 

Jordanian corporate governance code stated that each company must have a board 
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selected by its shareholders. The tasks of the board of directors are ensuring the 

strategic guidance of the firms to monitor the management effectively, and be 

responsible for the company and its stakeholders.  

Agency conflicts can arise because the managers may have a priority to achieve their 

own aims and may not serve in the best interests of the shareholders. The board of 

directors can decrease the agency conflicts by utilizing its power to monitor and 

control the managers (Fama & Jensen, 1983). Therefore, it is arguable that the board 

of directors has a critical role in protecting the best interests of all stakeholders 

against the self-interests of the management (Li, Pike, & Haniffa, 2008).  

The Organization for Economic Cooperation and Development (OECD) created 

guidelines for the corporate governance, focusing mainly on the boards of director‘s 

monitoring role. A good board can play a key role in achieving a good firm‘s 

performance (Hillman et al., 2000). In addition, the boards should act as an internal 

governance mechanism and the controlling of the management (Shleifer & Vishny, 

1997). According to Masulis et al. (2012), the board of directors has two major 

functions: the monitoring role, i.e., to hire, separate, and compensate managers and 

second is the advisory role, i.e., to advise the managers regarding the significant 

strategic decisions. They argued that the success of the directors in performing these 

functions indicates that the boards of directors are effective to create the 

shareholders‘ value and help in corporate decision making. The following sections 

discuss the characteristics of the board, namely the board size, the board meeting, 

CEO duality, the board expertise, the politician members of the board of directors, 

and foreign directors. 
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2.8.1.1 Board Size 

The board size has been defined as the number of directors who act in the board 

(Minton, Taillard, & Williamson, 2014). The boards of directors play a crucial role in 

the corporate governance in the public listed firms (Elzahar & Hussainey, 2012), and 

the size of the board is seen as an essential feature impacting the efficiency of the 

board (Allini, Rossi, & Hussainey, 2016; Elshandidy & Neri, 2015). In addition, Lee 

and Chen (2011) argue that the board size is a key factor of the corporate government 

mechanisms and is utilized as an active tool for effective monitoring. Also, the 

agency theory argues that the information asymmetry problem occurs because of the 

differences in the information held by the principals (shareholders) and the agents 

(managements) (Jensen & Meckling, 1976). Therefore, a sufficient number of the 

board of director‘s members contributes to activate the supervisory functions to 

avoid the occurrence of information asymmetry between them (Pangestuti et al., 

2017). The code of the corporate governance in Jordan employed in shareholding 

firms listed on the ASE mandates that the board membership should be ranged from 

five to thirteen members (JSC, 2009). 

Large board size provides diversity in the managerial and financial expertise of the 

board of directors and creates a greater capacity for controlling and sharing the 

workload (Laksmana, 2008). The empirical evidence shows that larger board size 

could enhance the managements‘ ability to perform their responsibilities (Singh & 

Harianto, 1989). Thus, larger boards could alleviate a distributional conflict among 

inside and minority outside owners (Allegrini & Greco, 2013). Also, Henry (2008) 

reported that the board size has a positive association with the firm‘s value along 
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with Matari et al. (2014) who revealed that the board size is positively related with 

the performance. On the other hand, Alzoubi (2016b) found that the board size 

negatively affected the earnings management practices in 86 Jordanian companies. 

A small board is prone to suffer from higher agency costs resulting from the 

dominance of CEO on the board. Also, it weakens the capacity of the board to afford 

the corporate governance accountabilities (Bassett et al., 2007; Mokhtar & Mellett, 

2013). On the other hand, Cole, Daniel and Naveen (2008) argue that diversified, 

large firms have an incentive to have a larger number of directors on boards for the 

purposes of monitoring and advising. In line with the study of Ismail, Dunstan and 

Van Zijl (2010) who reported that a positive linkage between the size of the board 

and the earning quality in the Malaysian firms over the period from 2003 to 2007, 

and they indicated that a large board performs its monitoring role more effectively 

than a small one. For instance, Alsmady (2018) revealed that a board with more than 

eight members shows a positive effect on the timeliness of financial reports in 68 

Jordanian listed companies. Another study by Alzoubi (2014) examined the 

relationship between certain boards of directors‘ characteristics and quality of 

financial reports using a sample of 86 Jordanian industrial companies during three 

years (from 2008 to 2010). His findings showed that the board size was positively 

related to the financial reports quality in Jordan. 

In contrast, some studies have showed that larger boards have problems. For 

example, Jensen‘s (1993) study implied that larger boards often have a poor 

coordination and communication, thereby leading to ineffective decision-making. 

Another study by Diwedi and Jain (2005) reported a weak association between the 
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firm‘s board size and its performance. In addition, large board size was probable to 

be less effective compared with a smaller board in relation to reducing the agency 

costs (Yermack, 1996). Furthermore, Lipton and Lorch (1992) demonstrated that 

smaller boards would assist in improving the performance because a reduced number 

of directors would be suitable as the CEOs do not face problems in controlling them.  

Regarding disclosure, a large board could be useful by enlarging the members of 

board who have accounting and financial backgrounds that could enhance the 

disclosure decisions of managers and risk disclosure level (Elzahar & Hussainey, 

2012). That is, the board size serves a complementary role in the disclosure quality 

and has a significant impact on the increase of the transparency (Mirzaniajourshari, 

Abadi, & Sadeghidehsahraei, 2015). Hence, companies that have large boards are 

probable to disclose more voluntary information (Allini et al., 2016). Similarly, 

Allegrini and Greco (2013) revealed that voluntary disclosure is positively related to 

the board size in Italy.  

According to Zaheer (2013), large board size has a positive impact on the level of the 

corporate governance disclosure. Another study by Ntim, Opong, Danbolt and 

Thomas (2012) supports that firms that have larger boards disclose more information 

concerning their corporate governance practices. Similarly, Wang and Hussainey 

(2013) reported that the board size positively influences the disclosure. A further 

study by Abu Qa‘dan and Suwaidan (2018) investigated the effect of the board 

composition as well as the ownership structure on the extent of CSR. The sample 

included the manufacturing firms in Jordan during the period from 2013 to 2015. The 
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findings revealed that the board size was significantly and positively related to the 

level of CSR disclosure.  

In contrast, some previous studies related to disclosure have supported negative 

relationships between the board size and the corporate disclosure (Jensen, 1993; 

Zeghal & Aoun, 2016). In other words, larger boards are more prone to have a less 

motivation to take part in decision-making, whereby each member relies on other 

members (Lipton & Lorsch, 1992; Samaha, Dahawy, Hussainey, & Stapleton, 2012). 

In line with this argument, Al Daoud (2018) explored the influence of the board 

director‘s characteristics on the earnings management practices in the industrial 

Jordanian firms from 2014 to 2016. The findings revealed that the board size has an 

insignificant effect on the earnings management practice. Likewise, Alrabba et al. 

(2018) reported that the board size is negatively related to the voluntary disclosure in 

listed Jordanian banks from 2013 to 2017. In their study, Sartawi et al. (2014) 

investigated the impact of the board of directors on the voluntary disclosure of 

Jordanian companies using a sample of 103 firms in Jordan. It was found that the 

board size has no significant effect on the voluntary disclosure. 

With respect the the risk disclosure, debates are presented between experts who 

claim that the board size influences the risk disclosure and those who do not support 

this claim (Ibrahim et al., 2019). Thus, past studies introduced inconclusive results 

about the associations between the board size and risk disclosures. For instance, 

Moumen et al. (2016) suggested that the board size boosts the informativeness of the 

corporate risk disclosure, which permits investors to forecast the growth of future 

earnings better. Similarly, Nazieh and Ezat (2014) investigated the determinants of 
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disclosing risk information for the EGX100 of Egyptian listed companies. They 

found that board size has a positive relationship with the corporate risk disclosure. 

Another study by Carmona, Fuentes and Ruiz (2016) examined the influence of the 

good corporate governance practices on the corporate risk disclosure including 271 

Spanish listed companies. The findings showed that the board size is linked with 

higher risk disclosure. 

In the United Kingdom and Italy, Elshandidy and Neri (2015) studied whether the 

corporate governance has an effect on risk disclosure practices. Their study showed a 

positive effect of the board size on the corporate risk disclosure. Investors, therefore, 

might rely on the board size to provide more risk information. In another context, 

specifically South Africa, Ntim et al. (2013) examined whether the corporate 

governance affects the risk disclosures level, focusing mainly on the period before 

and after 2007/2008 financial crisis. Their findings revealed that the board size is 

positively related with the corporate risk disclosure. Similarly, Mokhtar and Mellett 

(2013) reported that the board size is related to the corporate risk disclosure 

positively in the Egyptian listed companies. 

 In the Kuwaiti context in 2012, Al-shammari (2014a) studied the association 

between the corporate governance and the level of risk disclosure, using 109 listed 

firms. He found that large board size positively affected the corporate risk disclosure. 

Another study by Darussamin, Ali, Ghani and Gunardi (2018) reported that large 

board size significantly influenced the risk disclosure level among 36 Malaysian 

government linked firms in 2014. In their study, Saggar and Singh (2017) measured 

the level of risk disclosure and examined the relationship between the board of 
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directors‘ attributes and risk disclosure practices in the Indian context. Their study 

illustrated that the board size has a positive significant influence on the risk 

disclosure in 100 Indian companies. Added to the above studies, Elghaffar et al. 

(2019) investigated the risk disclosure's determinants in 28 Egyptian banks during 

eight years (2010-2017). They concluded that a bank having a large board is 

stimulated to disclose more risk information. 

In contrast, some studies have revealed that the board size has a significant and 

negative effect on the corporate risk disclosure. For instance, Mousa and Elamir 

(2014) investigated the effect of the corporate governance mechanisms (including 

board size) on the corporate risk disclosure in listed firms in Bahrain. The findings 

showed that the board size significantly and negatively affected the corporate risk 

disclosure. Likewise, Al-Maghzom‘s et al. (2016) study empirically examined the 

impact of the corporate governance mechanisms on the practices of voluntary risk 

disclosure in Saudi-listed banks. Their results revealed that the board size is 

negatively and significantly linked with the voluntary risk disclosure. In addition, 

Elgammal et al. (2018) studied the impact of the corporate governance mechanisms 

on the risk disclosure and forward-looking disclosures in Qatar. They found a 

negative relationship between the risk disclosure and the board size. Ahmadi and 

Elbehi (2018) examined how the board directors and ownership structure affect the 

corporate risk disclosure in Tunisian listed firms in 2016 financial years. The results 

revealed that the large board size was significantly and negatively associated with the 

risk disclosure level. 
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Moreover, Elzahar and Hussainey‘s (2012) findings suggested that the board size did 

not significantly affect the risk disclosure level in the interim report of 72 companies 

in the United Kindgom. Likewise, Allini et al. (2016) revealed that the board size 

insignificantly affect the risk disclosure. Similarly, Khalil and Maghraby (2017) 

claimed an insignificant association between the corporate risk disclosure and the 

board size. In the Malaysian context, Htay, Rashid, Adnan and Meera (2011) 

examined the effect of the corporate governance mechanisms on the risk 

management disclosure in twelve Malaysian banks during ten years (1996 to 2005). 

However, their study failed to find a significant effect of the board size on the risk 

management disclosure. In their study, Alkurdi et al. (2019) examined the influence 

of the governance structure on risk-associated information (mandatory and 

voluntary). The sample consisted of Jordanian listed banks during the period from 

2008 to 2015. They reported that the board size has a positive effect on the risk 

voluntary disclosure, but it has no significant effect on the risk mandatory disclosure.  

In the light of above-mentioned literature, the relationship between the board size 

and the corporate risk disclosure is inconsistent. This can be attributed to using 

different samples, periods, and countries. Thus, more studies are required to identify 

the relationship between the board size and risk disclosure, particularly in the context 

of Jordan. Consequently, the current study re-examined the association between the 

board size and the corporate risk disclosure among the Jordanian listed companies. 
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2.8.1.2 Board Meetings  

Boards of directors must be effective to meet the requirement of the corporate 

governance, particularly to ensure a high quality of reporting (Kent & Stewart, 

2008). More specifically, active boards that hold their meetings more regularly have 

more probability to fulfill their duties effectively, particularly monitoring the 

financial reporting (Allini et al., 2016). In other words, the regular meetings assist the 

board of directors in fulfilling its duties (Conger et al., 1998). In this regard, Lipton 

and Lorsch (1992) found that the board‘s effectiveness was positively linked with the 

frequent board‘s meetings. In addition, Vafeas (1999) viewed the board‘s meetings 

as a substantial mechanism to improve the board‘s efficiency, thus the frequency of 

meetings was employed to measure the efficiency of the board. However, the board 

of directors should be more active during a crisis, particularly if the interests of the 

shareholders are exposed to risk. Therefore, Chen, Firth, Gao and Rui (2006) 

suggested that more frequent meetings reduce the risks of fraud. 

More specifically, more frequent board‘s meetings provide adequate time for its 

directors to monitor the performance of the companies. That is, the board of directors 

who holds frequent meetings is more proactive in supervising the company‘s 

management, and this increased frequency is expected to reduce the agency problems 

between a company and its investors (Conger, Finegold, & Lawler, 1998; Vafeas, 

1999). Hence, firms should use the board‘s meeting more effectively through 

strategical planning of the frequency and timing of the board‘s meetings. 

Accordingly, the role of the boards can be converted from a reactive method helping 

end crises to a proactive tool to pre-empt these crises (Vafeas, 1999). Another 



 

 

 78 

supporting study by Schwartz-Ziv and Weisbach (2013) states that more further 

board‘s meetings frequency enhance the company‘s performance by reducing the 

agency problems. In their study, Kakanda et al. (2017) investigated the association 

between the corporate governance and financial performance of firms. Their study 

found that the board‘s meetings frequency and firm‘s performance are positively 

associated. 

Vafeas (1999) argues that the preparations of the board‘s meetings require sensitive 

information which makes these meetings valuable. In addition, the board of directors 

require meaningful knowledge, timely updates of company‘s activities and outcomes. 

Hence, greater meetings‘ frequency helps in supplying these requirements and puts 

higher pressure on the management to further disclosure (Barros, Boubaker, & 

Hamrouni, 2013). Furthermore, Bryan, Liu and Tiras (2004) argue that regular 

meetings improve the transparency and the earnings quality. Also, Xie, Davidson and 

DaDalt (2003) reported that the practices of the earnings management were crucially 

and negatively linked to more frequencies of the board‘s meetings. 

Several other studies have studied the relationship between the frequencies of the 

board‘s meetings and the reports‘ quality. For instance, Brick and Chidambaran 

(2010) suggested that the frequencies of the board‘s meetings ensure sharing 

information with the managers continuously. More specifically, the frequency of the 

board‘s meetings provides an opportunity for the members to provide more 

information and distribute the workload and assignments (Laksmana, 2008). Another 

study by Kanagaretnam, Lobo and Whalen (2007) found that the information 

asymmetry is negatively related to the frequency of the board‘s meetings. Also, 
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Mansor et al. (2013) assessed the relationship of the frequent board‘s meetings and 

the earnings management among 264 Malaysian listed companies, and found that 

frequent board‘s meetings decreased the earning management. In another study, 

Barros et al. (2013) examined whether the corporate governance impacts the 

voluntary disclosure level with a sample of 206 non-financial French listed 

companies from 2006 to 2009. They found evidence that the disclosure in annual 

reports is positively associated with the frequency of the board‘s meetings.  

On the other hand, Alrabba et al. (2018) reported that the board‘s meeting has a 

negative relationship with the voluntary disclosure of Jordanian listed banks during 

the period from 2013 to 2017. Others previous studies have also found no 

association, such as Giannarakis (2014) who investigated whether the corporate 

governance and financial attributes are related with the level of CSR in the United 

States. The results indicated that the board‘s meetings did not have a significant 

impact on the level of the corporate social responsibility disclosure. 

Regarding the risk disclosure, the factor of the board‘s meetings has not been studied 

enough in prior studies. To the best knowledge of the researcher, only few studies 

have examined this possible association. i.e., Allini et al. (2016) examined whether 

the board of directors composition (including board meeting) affect the extent of risk 

disclosure in Italian listed state-owned enterprises. Their results revealed that the 

board‘s meetings have no effect on the corporate risk disclosure. The study was 

conducted in developed countries (Italy) and was limited to on state-owned 

enterprises. Another study by Saggar and Singh (2019) investigated some drivers of 

risk disclosure in 318 Indian non-financial firms for 6 years (2009-2014). However, 
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their study failed to find an association between the risk information and board‘s 

meetings frequency. To the best knowledge of the reseacrher, no study has examined 

the correlation between the board‘s meeting frequency and corporate risk disclosure 

in the Middle Eastern and Arab countries. Therefore, a need still exists for more 

studies to focus on this relationship.  Hence, it is worth extending the previous 

literature by investigating the effect of frequency of the audit committee on level of 

risk disclosure in non-financial Jordanian firms. 

2.8.1.3 CEO Duality  

Role duality occurs ―if the chief executive officer simultaneously holds the chairman 

position‖ (Elzahar & Hussainey, 2012, p. 9). The accumulation of the powers of two 

positions in a single person (CEO duality) would smooth the transmission of 

information to reduce the coordination costs and avoid the occurrence of probable 

conflicts of interests between such two positions (Carmona et al. 2016; Davis, 

Choorman, & Donaldson, 1997). In addition, the joint leadership sends a positive 

signal that a company has a strong leadership (Daily & Dalton, 1997). 

As CEO is from the inside, a CEO with a dual role is more likely to have greater 

understanding, experience and knowledge in relation to the available opportunities 

and strategical challenges that the firm confronts compared to CEO without a dual 

role (Elzahar & Hussainey, 2012; Ntim et al., 2013). Similarly, Samaha, Khlif and 

Hussainey (2015) conducted a meta-analysis of 64 empirical studies, and revealed 

that CEO duality significantly and positively affected the voluntary disclosure. 

Another study by Alsmady (2018) examined 68 Jordanian listed companies during 
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the period from 2011 to 2015. Their study found that the CEO duality has significant 

effects on the financial reports‘ timeliness in the Jordanian listed firms. 

On the other hand, departing from the agency theory viewpoint, the CEO duality 

indicates no separation between the monitoring function and the management (Fama 

& Jensen, 1983). In this regard, the role duality can largely increase the costs of the 

agency because the combination of the functions of the chairman and functions of the 

chief executive officer (CEO) restricts the oversight role of the board of directors 

(Neifar & Jarboui, 2018). In his study, Al Daoud (2018) studied the influence of the 

board of directors‘ characteristics on the practices of the earnings management 

among the industrial Jordanian firms from 2014 to 2016. He revealed that the CEO‘s 

duality has a positive effect on the earnings management practice. He also indicated 

that separating the positions of the chairman and CEO serves as a fundamental role 

to prevent the practices of the earnings management. Alzoubi‘s (2016b) study also 

found that CEOs duality positively affects the earnings management practices in 86 

Jordanian companies. 

Based on agency theory, it is assumed that CEO‘s duality would create a greater 

power of a CEO that would adversely impact the effectiveness of the controlling role 

that the board exercises (Samaha et al., 2012). Therefore, the chairman and CEO‘s 

roles should be separated because the responsibilities of the board are to monitor and 

control the management, including the CEO (Yunos, Smith, Ismail, & Ahmad, 

2011). The joint functions might significantly weaken the board‘s critical functions 

of compensating, disciplining and monitoring managers (Molz, 1988). When the 

positions of the chief executive officer (CEO) and chairman are separated, the board 
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is expected to have more abilities to organize and monitor the management (Barako, 

Hancock, & Izan, 2006). 

The concentrated power by one person leads to maximising his/her influence, 

(Samaha et al., 2015), leading to produce more information asymmetry. 

Consequently, companies having CEO duality potentially result in poor disclosure 

(Allegrini & Greco, 2013). In this regard, Gul and Leung (2004) studied the 

association between the board‘s structures including the effect of the CEO duality on 

the corporate disclosures in 385 firms in Hong Kong. The empirical evidence showed 

that CEO duality was linked to lower disclosures more than companies without CEO 

duality. Similarly, Samaha et al. (2012) assessed the effect of the attributes of the 

corporate governance on the corporate governance disclosure in the Egyptian 

companies. Their study revealed that the level of the corporate governance disclosure 

of the Egyptian-listed firms was lower for companies practising duality. 

 In Jordan, Abu Qa‘dan and Suwaidan (2018) investigated whether the composition 

of the board influences the level of CSR. The sample included the manufacturing 

firms in Jordan during the period from 2013 to 2015. They found that CEO duality is 

significantly and negatively related with level of CSR disclosure. Alzoubi (2014) 

also examined the influence of the board directors‘ attributes on the quality of the 

financial reports based on the sample of 86 Jordanian industrial listed firms during 

three years (from 2008 to 2010). Alzoubi‘s study reported that CEO duality seems to 

be negatively related to the financial reports quality in Jordan. 
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In addition, Ezat and El‐Masry (2008) found that duality has a negative relationship 

with the voluntary disclosures; however, the relationship was insignificant. 

Furthermore, Cheng and Courtenay (2006) studied the effect of role duality in 

Singapore firms on the voluntary disclosure. They revealed that the dual role of CEO 

is insignificantly linked with the voluntary corporate disclosure of firms listed in 

Singapore. Also, Ho and Wong (2001) examined the relationship between role 

duality and the corporate disclosure. Their study found that the disclosure has no 

significant relationship with the CEO duality. 

Regarding the risk disclosure, the findings of previous literature examining the 

correlation between the CEO duality and the corporate risk disclosure were 

inconclusive. Some studies have confirmed a positive relationship between the CEO 

duality and risk disclosure. For example, Elshandidy and Neri (2015) investigated the 

impact of the corporate governance (including duality) on the practices of corporate 

risk disclosure in the United Kingdom and Italy. The findings revealed a positive 

connection between CEO duality and corporate risk disclosure. Another study by 

Carmona et al. (2016) investigated the influence of good corporate governance 

practices on corporate risk disclosure in a sample of 271 Spanish listed companies. 

These authors reported that CEO duality was associated with high-risk disclosure in 

Spanish listed companies. In the same vein, Elamer, Ntim, Awad and Hafez (2015) 

discovered that the dual role of CEO has a positive influence on the risk disclosure of 

commercial banks in the MENA. 

Others have found the opposite. Neifar and Jarboui (2018) examined the influence of 

the corporate governance on the extent of corporate risk disclosure in the Islamic 
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banks scattered across various countries. They revealed a significant and negative 

impact of CEO duality on the operational risk voluntary disclosure. Another study by 

Al-shammari (2014a) studied whether the corporate governance has an effect on the 

corporate risk disclosure, using 109 listed firms in Kuwait in 2012. The findings 

indicated that the CEO duality led to less risk disclosure practices. In Qatar, 

Elgammal et al. (2018) studied whether the corporate governance affects the extent 

of risk information and forward-looking disclosures. They reported a negative 

influence of the role duality of the CEO on the risk disclosure. Similarly, Ibrahim et 

al. (2019) investigated the potential impact of the corporate governance, corporate 

characteristics and ownership structure on the extent of risk disclosure practices in 

Saudi Arabia. The results indicated that the CEO-Chairman separation positively 

affected the risk disclosure. Likewise, Alkurdi et al. (2019) studied the influence of 

some corporate governance mechanisms on risk disclosure practices (mandatory and 

voluntary). The sample consisted of 15 listed Jordanian banks during the period from 

2008 to 2015. They reported that the separation between dual positions of CEO and 

chairman has a positive effect on the voluntary risk disclosure. Saggar and Singh 

(2019) also revealed that CEO duality restricts the divulgation of risk information in 

318 Indian non-financial firms for 6 years (from 2009 to 2014). 

However, other studies have found no association. For example, Ntim et al. (2013) 

studied whether the corporate governance affects the quality or level of risk 

disclosures in South Africa, particularly focusing on the period before and after 

2007/2008 financial crisis. They found that a role duality was insignificantly 

connected with the magnitude of the corporate risk disclosure in South Africa. 

Likewise, Elzahar and Hussainey (2012) suggested that the duality was 
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insignificantly linked with the risk information that exists in an interim report 

prepared by 72 firms in the United Kingdom. 

Based on the above discussions, the association between the role duality and the 

corporate risk disclosure is inconsistent. In addition, to the best knowledge of the 

researcher, few studies in the literature have examined whether CEO duality has an 

effect on the risk disclosure in the Middle Eastern and Arab countries. Therefore, a 

need exists to conduct more studies on this relationship, especially in Jordan. 

2.8.1.4 Board Expertise  

Recent regulatory changes and pressures from investors have led to key alterations in 

the manner in which the corporate boards perform their responsibilities. The 

demands for increased participation in strategic decision-making have forced firms 

and boards to verify whether members of the board of directors have the adequate 

skills and knowledge to involve fully in these processes (Roy, 2008). Hence, the 

expertises in the board ensures a better internal control, which contributes to more 

relevant and reliable financial reporting (Naiker & Sharma, 2009). Agency theory 

proposes that the directors can exploit their expertise and knowledge to contribute in 

deterring the opportunistic behaviours of the management (Fama & Jensen, 1983). In 

addition, directors who work at the boards of various companies gain more 

knowledge, skills, and expertise, which helps them implement their oversight 

functions on managers‘ activities.  

In this regard, Alzoubi and Selamat (2012) argue that when the audit committees 

include members, who have financial and accounting expertise, they might improve 
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its monitoring ability and increase the financial reporting quality. In the same vein, 

Alzoubi (2014) examined the relation between a certain board of director‘s 

characteristics and the quality of financial reports, using a sample of 86 industrial 

listed companies in Jordan during three years (from 2008 to 2010). His study 

reported that the board‘s financial expertise is positively related to the financial 

reports quality in Jordan. In addition, directors with great expertise and good 

occupational characteristics may improve the capacity of the board in monitoring the 

management more effectively (Beasley, 1996). When the monitoring function has 

more expertise, the opportunism behavior of managers becomes less prevalent 

(Anderson, Mansi, & Reeb, 2004). In the same vein, Bedard, Chtourou and Courteau 

(2004) observed that the existence of the board of directors‘ expertise serves as a 

preventive factor to stop the earnings management practices. 

Hence, multiple expertise of boards is very beneficial because such directors, as 

members of the other firms‘ boards, could offer their valuable insights (Dahya, 

Lonie, & Power, 1996). Consequently, the skills, experience, expertise, and 

knowledge of board members probably influence their effective monitoring to the 

CEO activities, evaluating the management strategies, and planning succession. 

Based on resource dependence theory, expert boards, that comprise more members 

having relevant knowledge and expertise, have more ability to provide further 

external resources (Hillman & Thomas, 2003). Similarly, Kakanda et al. (2017) 

studied whether the corporate governance mechanisms are linked with the firm‘s 

performance in the Nigerian companies. Their results found that board‘s 

characteristics (composition, expertise, frequency of meetings, and size) have 

positive relationships with the firm‘s performance. 
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In contrast, it is not necessary that the skills and expertise of a board gained from one 

company are useful in another company. For instance, Hashim and Abdul Rahman 

(2010) studied whether the corporate governance is associated with the audit report 

lag of 288 firms listed in Malaysia. They found that the board‘s expertise has no 

significant effect to reduce the audit report lag. 

In the context of disclosure, the corporate boards with a higher number of directors 

who have expertise are likely to be more effective in their monitoring roles and in 

encouraging further transparency (Gul & Leung, 2004). In addition, Dahya et al. 

(1996) show that the experience of the board would assist in providing transparent 

financial information. In another study, Gul and Leung (2004) studied the 

relationship between CEO duality, expert outside directors serving on the board, and 

the voluntary disclosures. The findings revealed that CEO duality had a negative 

connection with the voluntary corporate disclosure. However, the negative 

association between CEO duality and disclosure was less for companies with a 

greater rate of expert directors serving on the board. 

Although several studies have been conducted, studies on the relationships between 

the risk disclosure and board‘s expertise are still scarce and inconclusive. In their 

study, Ismail and Rahman (2011) investigated the influence of the corporate 

governance mechanisms on the magnitude of risk information disclosed by the 

Malaysian companies, using a sample of 124 firms in Malaysia. They revealed that 

the education of directors positively impacts the risk disclosure. In another study, 

Allini et al. (2016) examined whether the board of directors‘ composition impacts the 

risk disclosure in the Italian listed state-owned enterprises. The findings showed that 
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the diversity of education on the board was negatively linked to the risk disclosure 

level. Similarly, Darussamin et al. (2018) revealed that the board‘s expertise does not 

have significant influence on the risk disclosure level among 36 Malaysian 

government linked firms in 2014. 

In conclusion, previous studies on the expertise of board members and corporate 

disclosure have garnered very little attention. In addition, to the best knowledge of 

the researcher, few studies have focused on the relationships between the expertise of 

the boards‘ members and the risk disclosure. Further, most of these studies were 

limited only to the education of boards regardless of their experience and 

qualification. Moreover, no study has focused on the relationship between the 

expertise of the board members and risk disclosure in the Middle Eastern countries. 

Thus, the connection between the two variables is still uncertain, thereby indicating 

the need for more studies in this context relationship. This study aimed at filling this 

research gap. 

2.8.1.5 Political Connection  

A company is considered to have a political connection if at least one member of its 

board is either currently or in the past a politician, a minister, a member of the 

parliament (Boubakri, Cosset, & Saffar, 2008). The political connections are 

regarded a potential valuable resource to acquire the government‘s favors and 

support. In emerging economies, firms are likely to engage the politicians in their 

board of directors to secure entree to networks with people who hold important 

government positions (Khan, Mihret, & Muttakin, 2016). In addition, Hillman (2005) 
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points out that a political relationship provides further information and advice, 

thereby contributing to reducing the uncertainty that the external environment 

creates, which it turn strengthens the chances of a company‘s survival and improves 

its performance. 

In contrast, Tee, Gul, Foo and Teh (2017) found a positive relationship between the 

institutional investments and the audit fees, using sample of Malaysian companies 

from 2003 to 2011. They also revealed that this positive relationship was higher for 

companies that have political connections with the government. Similarly, Wahab, 

Zain and James (2011) studied the linkages between the corporate governance 

mechanisms and the audit fees in Malaysia. They also showed a positive relationship 

between the audit fees and the firms with the political connection. Their findings 

suggested that auditors see firms, which have political connection, are likely to be 

more risky, thereby requiring more audit efforts and leading to more audit fees. Thus, 

this could adversely affect the quality of the financial reporting. 

The extent of political connection is related to the level of corruption in an economy, 

and the political connection phenomenon is prevalent in countries that exhibit lower 

judicial independence (Faccio, 2006; Boubakri et al., 2008). In this regard, Kim and 

Zhang (2016) state that the government officials are hesitated to reveal politically 

connected companies which have aggressive tax planning. As a result, aggressive tax 

planning probably leads to reduce the transparency of financial reporting (Tee et al., 

2017). To present a proof, Faccio and Parsley (2009) found that politically connected 

firms are more common in nations that have higher levels of corruption and 

ineffective legal systems. 
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Another study by Khan et al. (2016) investigated the linkages between the political 

connections and the agency cost. They also examined the impact of the audit quality 

on such association using Bangladeshi listed companies. They revealed that 

politically connected companies have higher agency costs compared to the 

unconnected ones in Bangladesh. Also, the politicians‘ intervention will reduce the 

monitoring of decision-making processes, and will make the firm‘s performance 

more reliant on politicians rather than managers‘ capabilities (Liu & Chen, 2017). 

Using sample of 238 non-financial Pakistani firms during seven years (2009-2015), 

Hashmi et al. (2018) found that the political connection has less earnings quality 

compared to non-connected firms. Added to the above studies, Habib et al. (2018) 

surveyed the empirical research on the effect of the political connections on the 

quality of financial reporting. They concluded that politically connected firms 

provide a lower financial reporting quality than those without a political connection. 

The potential effect of political connection on corporate disclosure has been received 

little attention from the researchers with inconclusive results. Some studies have 

found a positive association between the two variables. Lin et al. (2015) investigated 

whether companies use CSR to create political networks in China. They found that 

firms expending resources to be related with the new governments through CSR 

activities have received rewards. In addition, these companies received great levels 

of government assistances or highly tended to gain them in the future. Those 

companies achieved more performances than companies that did not invest in 

political relationship by CSR. Likewise, Osazuwa et al. (2015) conducted a study to 

determine the association between the political connections, the board‘s 

characteristics, and the environmental disclosure for Nigerian listed firms. They 
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utilized a quantitative approach, collecting the data from the Nigerian firms‘ annual 

reports. Their findings revealed that the political connections contribute in bettering 

the level of environmental disclosure. 

On the other hand, the political connections sometimes appear to be a key predictor 

of weak accounting reports quality. For example, Rahman and Ismail (2016) 

examined the effects of the political connections on CSR disclosure. They used two 

measurements of political connection, which are the representation of politicians on 

the boards and the government ownership, from a sample of 300 non-financial 

companies listed in Bursa Malaysia. The findings of their study revealed that having 

politicians on boards has insignificant effects on CSR disclosure. In another study, 

Chaney et al. (2011) analysed accounting data for 4,954 firms in 19 countries. They 

reported that the disclosure quality of firms‘ earnings that politically connected was 

significantly less than that of similar firms that do not have a political connection. A 

further study by Chi, Liao, and Chen (2016) examined whether the political 

connection is related to the practices of earnings management in the Chinese firms 

within the period of 2000-2010. They reported that companies with political 

connections involve in practices of earnings management. 

Further, Abdul Wahab et al. (2011) provided evidence that political connections 

could negatively affect the financial reporting quality. Scher et al. (2017) also 

examined how the disclosure of the corporate governance by publicly traded 

companies is influenced by the political connections. The analysis covered nine firms 

listed in Brazil. They concluded that the disclosure of corporate governance by the 

Brazilian publicly traded companies does not present any level of differentiation 
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between politically connected firms compared to the private ones. In the Jordanian 

context, Al-Sraheen et al. (2019) studied the role of the political connection on the 

industrial firms‘ earnings quality in Jordan during the period of four years (2014-

2017). The findings indicated that the political connection has a negative effect on 

the earnings quality. 

Thus, and in the light of the above-mentioned literature, there is a scarcity of studies 

on the association between the political connection and disclosure. Therefore, the 

link between the two variables is still uncertain. In addition, most literature has 

focused on the disclosure in general or CSR disclosure. To the best knowledge of the 

researcher, the corporate risk disclosure has not received any attention. Thus, more 

studies are required to identify the relationship between the political connection and 

disclosure, especially the risk disclosure. In this context, Alkurdi et al. (2019) 

recommended that future research related to political connection and risk disclosure 

is needed in Jordan. Therefore, the current study is among the first studies to address 

this research gap. 

2.8.1.6 Foreign Directors 

Foreign directors have unique understanding and knowledge of various strategies of 

the overseas markets that a company needs, and such knowledge and expertise may 

be an additional value for a company with the purposes of expansion (Dewayanto et 

al., 2017). In addition, foreign directors will improve the independence of the board 

(Carter, Simkins, & Simpson, 2003). According to Miletkov, Poulsen, and Wintoki 

(2017), foreign directors are expected to be related with the firms that have a limited 
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number of qualified local directors, and these include firms in countries that are 

characterized by a smaller population, a low level of education, and a lower capital 

market development. In this regard, the international boards are considered a 

mechanism to transfer the governance across countries. That is, companies learn 

corporate governance characteristics and board of director‘s practices of foreign 

companies through their foreign directors‘ experience (Iliev & Roth, 2018). 

Foreign member serving on board of directors can help in assuring foreign investors 

that a firm is managed effectively with their best interests (Dewayanto et al., 2017; 

Oxelheim & Randøy, 2003). In the same vein, Cao, Sun, & Yuan (2017) examined 

the effect of foreign experience existing in the board of directors on the risk of stock 

price crash in China. They found that the foreign experience assists in reducing the 

risk of stock price crash. Miletkov et al. (2017) also found that the foreign directors 

have a positive association with the firm‘s performance in countries having lower-

quality legal environments. In addition, the foreign directors often come from 

countries having relatively greater quality legal environments compared to those in 

the hosting country. 

When the company appoints foreign members in its board, this probably conveys a 

good impression to foreign investors as a guarantee of a good corporate governance 

practice (Abdullah, Chizema, & Chandren, 2016). In this context, Ujunwa (2012) 

studied the effect of the corporate board structure on the quoted firms‘ financial 

performance in Nigeria. His study revealed that the board nationality affected the 

firm‘s performance positively. Likewise, Oxelheim and Randøy (2003) examined the 

impact of foreigners serving on the board of directors on the firm‘s value as a proxy 
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of the corporate performance. The study indicated that firms with a higher value are 

significantly related to the proportion of foreign board members.  

Further, Du et al. (2017) examined whether the existence of foreign directors on the 

board helps in mitigating the earnings management practices in a sample of Chinese 

companies. Their findings showed that the earnings management has significant and 

negative linkages with the existence and proportion of foreign directors serving on 

the board. Also, Wu et al. (2015) indicated that the existence of more foreign 

investors enhanced the earnings quality. Similarly, Jackson (2017) revealed that a 

high rate of foreign directors on the Chinese boards helps mitigate the earnings 

management. Another study by Makhlouf et al. (2018) examined to which extent the 

board diversity influences the accounting conservatism in the Jordanian industrial 

listed firms. They found that the foreign directors are positively related with the 

accounting conservatism. Furthermore, Ibrahim and Hanefah (2016) investigated the 

effect of the board diversity on the corporate social responsibility disclosure. They 

also revealed that the proportion of foreign directors has a significant and positive 

correlation with the CSR disclosure in Jordan. 

In the Bangladeshi context, Khan (2010) investigated the level of corporate social 

responsibility disclosure in the Bangladeshi banks during the period from 2007 to 

2008. He revealed that foreign directors significantly and positively affect the CSR 

disclosure. In another study, Dewayanto et al. (2017) tested the effect of the presence 

of foreign directors and the expertise of an audit committee on the disclosure of 

internal control. Their study focused on Indonesian non-financial firms/banks from 

2012 to 2015, whereby they found that the audit committee‘s expertise and the 
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existence of foreign directors contribute in improving the internal control disclosure 

and reducing the mistrust of information. Likewise, Tsang et al. (2019) found that the 

foreign institutional investors improve the corporate disclosure more than local 

investors, particularly when foreign institutional investors come from nations having 

high disclosure requirements and an investor protection. 

In contrast, it is not assumed that foreign shareholders are better than domestic 

shareholders to perform effective activities. For instance, Barako and Brown (2008) 

revealed that the existence of foreign directors on the board has an insignificant 

effect on voluntary disclosure. They argue that foreign directors on the board of 

directors probably support the interest of foreign owners. Hence, their presence on 

the board may serve as a substitutive way to the access of required information rather 

than improved the disclosure practices. In other words, foreign directors are more 

likely to have less effective monitoring role on the management compared to the 

local directors, thereby reducing the effectiveness of board with respect to its 

monitoring and disciplining functions (Masulis, et al., 2012). Similarly, Assenga, 

Aly, and Hussainey (2018) examined the influence of the board‘s attributes on the 

firms‘ performance in Tanzania. The findings failed to support a relationship 

between the financial firm‘s performance and foreign directors. 

In their study, Masulis et al. (2012) examined the advantages and disadvantages of 

the presence of foreign independent directors in the U.S. companies‘ boards. They 

revealed that foreign directors are characterised by weak attendance of board‘s 

meeting and they are more likely associated with the intentional financial 

misreporting. Another study by Ferris et al. (2016) found that companies with 
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foreign directors serving on their audit committees had lower financial reporting 

quality, because foreign directors are so far from the information networks 

originating in a company‘s headquarters and important operations. In addition, in the 

United Kingdom, Hahn and Lasfer (2016) revealed a significant association between 

fewer board‘s meetings and the ratio of foreign non-executive directors serving on 

the board in firms. 

Thus, in the light of above-mentioned literature, few prior studies have investigated 

the association between the foreign directors and disclosure with inconsistent results. 

Hence, the link between the two variables is still uncertain. To the best knowledge of 

the researcher, the corporate risk disclosure has not received any attention. Thus, 

more studies are required to identify the relationship between the foreign directors 

and disclosure, especially in risk disclosure context. Therefore, the current study is 

among the first to fill this gap.  

2.8.2 Audit Committee  

The corporate governance regulations and previous academic literature have paid 

great attention to the characteristics of the audit committee and its oversight role as 

an important subcommittee of the board. The audit committees coordinate among the 

internal- external auditors and management (Chen, Moroney, & Houghton, 2005). If 

the firm has an active audit committee, this indicates that a firm has good accounting 

policies and effective internal controls, which in its turn deters fraud and ensures a 

higher level of financial reports quality (Felo, Krishnamurthy, & Solieri, 2003). 

Hence, an audit committee may serve as an effective monitoring tool to mitigate the 

agency problem and enhance the disclosures. Furthermore, an audit committee offers 
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efficient monitoring on a manager‘s decision concerning introducing more voluntary 

disclosure (Samaha et al., 2012). In this regard, Ho and Wong (2001) reported that 

the audit committees have a significant effect on the corporate disclosure and create a 

reduction in information asymmetry problem.  

Historically, the audit committees were considered as a monitoring mechanism, 

which was created in situations of the high agency cost in order to monitor the 

operations of the firms including information distribution between the principals and 

agents (Bradbury, 1990; Nurkhin & Rohman, 2020). Hence, the agency theory 

assumes that the audit committees are expected to mitigate the agency costs 

particularly when they apply best international practices (Samaha et al., 2012). In 

addition, investors demand urgently that the audit committees provide more 

information regarding the risk disclosure. Hence, agency theory offers more 

explanations to the effect of the audit committees on risk disclosure and its level 

(Barakat & Hussainey, 2011; Taylor & Zhang, 2011). 

The audit committee‘s composition is considered a key factor in achieving the 

effective oversight on the management‘s performance (Chen et al., 2005). This 

committee supervises whether the companies‘ activities and resources are presented 

in their financial statements (Furqaan et al., 2019). The 2002 Securities Law stated 

that the audit committee in listed Jordanian companies are accountable for 

monitoring the compliance of corporations with the requirements of mandatory 

disclosure. As a result, companies with audit committees should be complied with 

mandatory disclosure requirement (Al-Akra et al., 2010b). Therefore, the current 

study examines the impacts of the audit committee size, audit committee meetings, 
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audit committee expertise and overlapping of audit committee membership on the 

corporate risk disclosure. 

2.8.2.1 Audit Committee Size  

The size of an audit committee is the the number of audit committee‘s members. 

Some studies stated that the audit committee size is crucial for corporations that look 

up to release meaningful annual reports (Klein, 2002). In line with that, Mangena and 

Pike (2005) argue that the large size of audit committee could result in more efficient 

monitoring because a larger-sized committee is more expected to possess the needful 

expertise and knowledge compared to a smaller committee. The audit committee 

members mostly focus on quality and credibility of financial information reporting. 

However, the audit committee often faces time constraints when it manages the risks 

as it is already being burdened by the heavy workload of the internal control‘s 

functions (Fraser & Henry 2007). Thus, appropriate audit committee‘s size is 

necessary to ensure that the audit committee has sufficient members (Abdullah et al., 

2017). Accordingly, the Jordanian corporate governance‘s code requires that the 

audit committees must encompass three directors at least.  

Departing from agency theory, the audit committees are delegated by board of 

directors to act on behalf of them through efficacious monitoring processes for 

bettering the interests of stakeholders. Hence, the audit committee would be a 

significant monitoring mechanism to mitigate the agency costs and enhance the level 

of transparency and disclosure (Al-Moataz & Hussainey, 2012). In this regard, large 

audit committees could dedicate greater resources to oversee the corporate reporting 

processes. This leads to the rationale that more members‘ acting on an audit 
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committee promotes the quality of the information disclosed (Akhtaruddin, Hossain, 

Hossain, & Yao, 2009). Additionally, the diversity of large audit committee 

composition, which includes outsiders and insiders‘ members with diverse opinions, 

ideas, experience, and viewpoints, is a key factor that affects the level of disclosure 

(Forker, 1992).   

Several empirical studies have tested whether the size of the audit committee has 

associations with the disclosure level. Some of them have revealed that the number 

of members serving on the audit committee is related significantly with the corporate 

disclosure. For example, Al-Moataz and Hussainey (2012) investigated whether the 

corporate governance mechanisms influence the disclosure of the corporate 

governance in Saudi-listed firms. Their study revealed that the size of the audit 

committee has a positive association with the disclosure of the corporate governance 

in Saudi Arabia. In addition, Ho and Wong (2001) reported that the audit 

committee‘s size has a significant impact on the information disclosed. The argument 

implies that the higher number of members on an audit committee, more diversity of 

the committee‘s knowledge and skills lead to enhance the effectiveness of 

monitoring processes and better disclosure. Further, O‘Sullivan, Percy, and Stewart 

(2008) found a positive relationship between the size of audit committee and extent 

of disclosure in the Australian firms. 

In contrast, Dhaliwal, Naiker, and Navissi (2010) and Xie et al. (2003) stated that the 

size of the audit committee is not associated with the quality of financial reports. In 

their study, Baxter and Cotter (2009) explored whether the audit committee‘s 

attributes are related with improving the financial reporting. The findings revealed an 
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insignificant connection between the size of the audit committee and the financial 

reporting quality. Similarly, Mangena and Pike (2005) illustrated no significant 

linkage between the size of the audit committee and improving the financial 

reporting quality. Also, Akhtaruddin et al. (2009) empirically investigated whether 

the corporate governance affects the disclosure practices by listed companies in 

Malaysia. Their results indicated that the proportion of members on the audit 

committee was unrelated to the voluntary disclosures. 

The emphasis of the prior studies on risk disclosure has showed inconsistent results 

related to the correlation between the size of the audit committee and the corporate 

risk disclosure. For instance, Al-Maghzom et al. (2016) showed that the voluntary 

risk disclosure was negatively influenced by the audit committee size in Saudi-listed 

banks. Also, Abdullah et al. (2017) examined the effectiveness of the board‘s 

committees to manage risk disclosure of non-financial companies in Malaysia. They 

revealed that the audit committee size did not seem to affect the voluntary risk 

management disclosure. Likewise, Elzahar and Hussainey (2012) examined the 

corporate risk information determinants in the interim reports of sampled non-

financial companies in the United Kingdom. The analysis showed statistically an 

insignificant influence of the audit committee‘s size on the narrative risk disclosure. 

To sum up, only scarce studies have investigated the relationship between the audit 

committee size and the corporate risk disclosure. In addition, only one study was 

conducted in the Middle East, namely Al-Maghzom et al.‘s (2016) in Saudi Arabia, 

but on the banks sector. Therefore, the present study expanded the literature by re-
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investigating the relationship between the audit committee size and the risk 

disclosure in non-financial listed companies in Jordan. 

2.8.2.2 Audit Committee Meetings 

The audit committee is a supervisory instrument of board of directors, whereby the 

board delegates their responsibilities to the audit committee to monitor the corporate 

reporting processes (Bedard & Gendron, 2010; Neifar & Jarboui, 2018). The audit 

committee meetings frequency is the number of audit committee meetings held 

during the year (Abdullah et al., 2017). Consequently, the frequency of meetings 

refers to an effective audit committee to address any potential issues and provide a 

better oversight, thereby enhancing the financial reporting quality (Katmon & 

Farooque, 2017; Raghunandan & Rama, 2007).  

The audit committees should dedicate sufficient time to discuss firm‘s financial 

issues. In addition, meetings that are more frequent are expected to help the board of 

directors to identify the potential problems, discuss them, and ultimately solve them. 

Thus, more frequencies of meetings probably give rise to the better monitoring of 

risk (Tao & Hutchinson, 2013). For instance, Allegrini and Greco (2013) argue that 

the frequency of audit committee meetings is considered a proxy for the magnitude 

of monitoring and controlling, thereby leading to greater disclosure. Also, they 

suggested that a diligent monitoring activity of the audit committee helps in reducing 

the agency problems and asymmetric information occurring between large 

shareholders and minority shareholders. Further, Lipton and Lorsh (1992) state that 

frequent audit committee‘s meetings are vital to activate the internal controls of 

firms. Also, Alzoubi (2016b) found that the audit committee meetings negatively 
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affect the earnings management practices in 86 Jordanian companies. Another study 

by Xie et al. (2003) showed that a big audit committee with sufficient members is 

more effective in hindering the earning management practices. 

Prior studies have provided pragmatic evidences pertaining to the advantages of the 

frequent audit committee meetings in meticulously controlling the disclosure (Al-

Maghzom et al., 2016). For example, O‘Sullivan et al. (2008) examined the role 

played by the mechanisms of the corporate governance on a firm‘s decision 

regarding forward-looking disclosure in the financial reports of Australian firms 

during the period from 2000 to 2002. They revealed that the audit quality, which is 

measured by the number of the audit committee‘s meetings, has a positive 

connection with the disclosure level in annual reports. As a result, the frequent audit 

committee meetings can serve as an efficacious indicator to the quality of 

information disclosed. When the audit committee meetings are regular, the audit 

committee will be probably more able to comply with its responsibilities in 

monitoring the financial reporting (Al-Maghzom et al., 2016). In the same line, Felo 

and Solieri (2009) argue that firms with a higher audit committee meetings frequency 

play an effective role in improving the financial reporting quality compared with 

firms with a lower audit committee meetings frequency.  

In the context of the Australian companies, Kent and Stewart (2008) studied the 

association between the extent of corporate disclosure practices and corporate 

governance mechanisms. They reported that the quantity of disclosure was related 

positively to the audit committee‘s meetings. Also, Li et al. (2008) state that having a 

large number of audit committee members helps in bettering the voluntary 
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disclosure. Likewise, Laksmana (2008) concluded that the frequency of the board 

meetings is associated positively with higher disclosure of executive compensation 

practices. In another study, Allegrini and Greco (2013) explored the relation between 

the governance and corporate disclosure. They reported that the audit committee 

meetings are positively related to the extent of information that was voluntarily 

disclosed. 

In contrast, some studies have revealed different results. For example, Baxter and 

Cotter (2009) demonstrated that frequent audit committee meetings were 

insignificantly linked with earnings quality. Similarly, Ismail, Mohd Iskandar, and 

Rahmat (2008) found that the frequency of the audit committee meetings had no 

significant relationship with the corporate reporting quality. Likewise, Felo et al. 

(2003) revealed that the frequent meetings had no impact on the financial reporting. 

Regarding the corporate risk disclosure, the frequency of audit committee meetings 

contributes in smoothing the channelling of risk information for a company and 

improves the voluntary risk disclosure (Abdullah et al., 2017). In the same vein, 

Zhang, Taylor, Qu and Wise (2013) studied the influence of the audit committees 

meetings frequency on the corporate risk disclosures using 66 Australian-listed firms. 

They found a positive connection between the audit committee‘s meetings frequency 

and the risk disclosures. In addition, Barakat and Hussainey (2011) examined 

whether the corporate governance mechanisms affected the operational risk 

information disclosed, using a sample of 63 listed banks in Europe during the period 

from 2008 to 2009. They provided evidence supporting positive linkages of the audit 

committee meetings with the operational risk information disclosed in the European 
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banks. Another study by Alkurdi et al. (2019) studied the impact of the corporate 

governance on the risk disclosure (mandatory and voluntary). The sample consisted 

of 15 listed-Jordanian banks during the period from 2008 to 2015. They reported that 

the audit committee meetings positively affect the risk disclosure. Nevertheless, Al-

Maghzom et al. (2016) showed that the audit committee meetings negatively affected 

the risk disclosure level of listed banks in Saudi Arabia. 

Based on reviewing the previous literature, it can be concluded that the relationship 

between the frequency of the audit committee meetings and the corporate risk 

disclosure remains uncertain, and the majority of preceding studies focused only on 

the banking sector. In addition, to the best knowledge of the researcher, no study has 

examined such relationship in non-financial sectors in the developing countries. 

Hence, this study extended the previous literature by investigated the effect of the 

frequency of the audit committee meetings on the amount of risk information in 

financial reports of non-financial Jordanian-listed companies as an emerging market. 

2.8.2.3 Audit Committee Expertise 

The audit committee has the responsibility of overseeing the financial reporting and 

disclosure (Bedard & Gendron, 2010). Hence, the accounting expertise would be 

necessary for members of the audit committee to carry out their monitoring and 

resource-provision roles better (Abad & Bravo, 2018). In this regard, a greater 

expertise existing in audit committees is seen as a useful advantage to enhance their 

effectiveness, thus enhancing the external audit quality (Ghafran & O‘Sullivan, 

2017). In other words, the audit committee members possess a good finance and 

accounting background which will assist in overseeing the management effectively 
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and monitoring the processes of the financial statements preparation (Badolato, 

Donelson & Ege., 2014). 

 On the other hand, when the audit committee does not have members with 

knowledge and expertise, this weakens its ability in dealing with the matters, 

affecting the quality of the financial reports (PricewaterhouseCoopers, 2010). In 

addition, Dionne, Chun and Thouraya (2015) state that education in finance and 

accounting field would increase the effectiveness of risk management. It is worth 

mentioning that most of the stock exchanges and professional institutions require the 

audit committee to comprise at least one financial or accounting expert.  In line with 

this requirement, the Jordanian corporate governance code stated that at least one 

member of the audit committee is financially qualified and holds accounting or 

financial certificate in order to enhance their ability in monitoring the process of 

financial reporting. Another supporting study by Alzoubi (2016a; 2108) found that 

the audit committee‘s expertise contributes in deterring the earnings management 

practices in the Jordanian companies. 

In a study conducted by Klai and Hsu (2008), it was detected that an audit committee 

comprising financial expertise was positively related with the firm value. Lisic, 

Myers, Seidel, and Zhou (2017) also studied whether the accounting expertise of the 

audit committee members helps in safeguarding auditor independence by boosting 

the auditors to be capable in issuing adverse internal control opinions when material 

weaknesses exist by reducing the likelihood of the auditor dismissal after adverse 

internal control opinions. They found that a greater probability of adverse internal 

control audit opinions is positively related with members of the audit committee who 
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have higher accounting expertise. Further, they found an eventuality that the auditor 

dismissal is less after an adverse internal control audit opinion when the audit 

committee includes accounting expert members. In another study, Krishnan (2005) 

studied the association between the audit committees and the corporate internal 

controls quality. His findings revealed that the audit committees with members 

having financial expertise were negatively and significantly linked with the 

occurrences of internal control problems. 

Previous empirical studies reported that the audit committee expertise help to better 

governance and improve the financial reports quality. For instance, Bedard and 

Gendron (2010) examined whether the audit committee with accounting expertise 

influences the quality of the financial reporting. They showed that the accounting 

expertise of the audit committee was positively related to the financial reporting 

quality. Likewise, Badolato et al. (2014) found that the audit committees including 

members who have financial expertise were related with less earnings management 

practices. In their study, Carcello and Neal (2006) evaluated the effect of the audit 

committee members having financial and accounting expertise on the practices of the 

earnings management. They found that the financial and accounting expertise of the 

audit committee is a key factor to prevent the earnings management. Another study 

by Siam, Idris and, Al-Okdeh (2018) examined whether the audit committee‘s 

financial experience affects the earnings management. The sample of the study 

included 44 Jordanian manufacturing companies during the period of five years 

(2012 – 2016). The findings revealed that the audit committee‘s financial experience 

significantly and negatively influences the earnings management. 
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In addition, Qin (2007) tested the nature of the relationship between the level of the 

earnings quality and financial and accounting expertise of the audit committee. He 

revealed that the financial and accounting expertise of the audit committee was 

related positively with a greater reported earnings quality. Similarly, Bedard et al. 

(2004) examined whether the expertise of the audit committee has an impact on the 

quality of the firm‘s publicly published financial information as measured by the 

extent of the earnings management practices. They used two sets of American 

companies from 1996. The first set consisted of companies that have high abnormal 

accruals levels, and another set comprised companies having low abnormal accruals 

levels. They found that greater earnings management has negative connection with 

the governance and the financial expertise of the audit committee. 

Furthermore, Ghafran and O‘Sullivan (2017) studied the influence of the expertise of 

the audit committee on the audit quality. Their analysis found that the audit 

committees, which possess a higher level of financial expertise, were linked with a 

better audit quality. Similarly, Dhaliwal, Naiker and Navissi (2006) studied the 

linkages between the financial expertise on the audit committee and the financial 

reporting quality. Also, they revealed that the accounting expertise in the audit 

committee was positively linked with the quality of the financial reports. In a meta-

analysis study by Chen and Komal (2018) included 90 studies results,  the studies 

included 165,529 company-year observations pertaining to the association between 

the financial expertise of the audit committee and the extent of the earnings quality. 

They showed that the financial expertise of the audit committee has a positive 

association with the extent of earnings quality. 
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Regarding the disclosure, prior studies have offered mixed results. For instance, Felo 

et al. (2003) investigated the connection between the experience of the audit 

committee‘s members in accounting and finance as well as the quality of the 

financial reports. They revealed that the higher rates of the audit committees having 

financial expertise are positively linked with the quality of the financial reporting. In 

addition, Abad and Bravo (2018) examined how the accounting expertise of the audit 

committee is related to the disclosure of the information. The results showed that the 

accounting expertise of the audit committee members was positively linked with the 

disclosure practices. Nevertheless, Madi, Ishak, and Manaf (2013) investigated the 

contributions of the audit committee‘s characteristics with respect to the audit 

committee‘s effectiveness on the corporate disclosure in the Malaysian listed 

corporations. However, the results pointed out that the accounting expertise did not 

contribute to the level of the disclosure. 

The audit committees play an important role in the risk management practices, but 

they should have the expertise and time to ensure an enough amount of the corporate 

risk disclosure (Fraser & Henry, 2007). In other words, the audit committee members 

who have expertise help the management in assessing the business‘ activities and 

companies‘ risk (Cohen et al., 2008). For example, the study of Zhang et al. (2013) 

investigated the effect of the audit committees and institutional ownership on the 

corporate risk disclosures, using 66 listed firms in Australia as a sample. They 

discovered a positive association between the audit committee expertise and the 

corporate risk disclosures. Also, Abdullah et al. (2017) examined the influences of 

the committees that were established by the board to release more risk information 

among non-financial firms in Malaysia. Their findings showed that the audit 
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committee‘s effectiveness increased voluntary risk management disclosure. 

However, this study found that education did not seem to have an influence on the 

risk management disclosure. 

In summary, the above mentioned studies determined the impacts of the audit 

committee expertise on the risk disclosure with mixed results. In addition, the Middle 

East countries have not yet received any attention. Therefore, the current study added 

to the body of literature by investigating the effect of the audit committee‘s expertise 

on the risk disclosure among the Jordanian-listed companies. 

2.8.2.4 Overlapping of Audit Committee Membership 

An overlapped director is the member who serves on multiple committees of the 

board (Laux & Laux, 2009; Zheng & Cullinan, 2009). The board of directors usually 

has several committees and a limited number of directors; therefore, the board 

members have to serve on multiple committees (Zheng & Cullinan, 2009). When the 

audit committee members, who also serve on risk management committee, know that 

there are certain risks faced by the company (as a member of the risk management 

committee), this may drive them to monitor these risks and ensure disclosing a great 

deal of information about them in their annual reports (as a member of audit 

committee). In addition, there are common functions between the audit and risk 

committees (Hines, & Peters, 2015). More specifically, the risk management 

committee is responsible for overseeing, assessing, and managing the risk (Krus & 

Orowitz, 2009; Bates & Leclerc, 2009). At the same time, the audit committee is 

delegated for same oversight functions. Consequently, the overlapping between these 

committees could improve their members‘ efficiency. 
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Based on resource dependences theory, the resources resulting from the expertise of 

the overlapped members would provide the audit committee with a greater access to 

valuable external information. In addition, the information sharing among members 

of committees, due to their experience for being on other committees, offers deep 

insights to such members. In other words, the directors acting on the audit committee 

would exploit the acquired knowledge from other committees to select appropriate 

accounting choices and improve their oversight roles in the audit committees 

(Chandar et al., 2012). For example, when the compensations of the managers are 

based on incentives, these managers will be encouraged to manipulate the accounting 

information to signal a good performance in order to obtain greater compensations 

and maximize their self-interests. It is worth mentioning that the overlapping 

between the audit committee and the compensation committee is more likely to help 

the audit committees perform their monitoring duties more effectively to prevent the 

opportunistic behaviors of managers (Zheng & Cullinan, 2009; Hermanson, 

Tompkins, Veliyath, & Ye, 2012), because they know more about these procedures, 

thereby reducing the monitoring cost on the financial reports processes and  

enhancing the quality of the financial reporting (Habib & Bhuiyan, 2016; Kusnadi et 

al., 2016; Liao & Hsu, 2012).  

In line with Fama and Jensen (1983), Ferris, Jagannathan and Pritchard (2003) found 

a positive relationship between the director holding multiple positions and firm 

performance. However, they did not find evidence about the failure of multiple 

directors concerning fulfilling their duties in board‘s committees. In addition, they 

found that the overlapping member attends the meetings more than the non-

overlapping member. Hence, companies having overlapping members among the 
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audit committee and another committee enhance their oversight role on the financial 

reporting processes, this is attributed to their higher knowledge and understanding, 

thus resulting in a great financial reports quality (Chandar et al., 2012). In another 

study, Kalelkar (2017) showed a positive relationship between the financial reports 

quality and overlapped membership, whereby the overlapping membership 

contributes in lowering the audit fees by reducing the audit risk. 

On the other hand, Liao and Hsu (2012) argue that the overlapping might weaken the 

directors‘ efforts and time allocated to each committee, which influences adversely 

the monitoring ability of the committee, because the director becomes 

overcommitted, and s/he does not has enough time to perform his/her duties in the 

committees (Ferris et al., 2003; Kalelkar, 2017; Laux & Laux, 2009).  In addition, 

Hoitash and Hoitash (2009) examined the public firms that have overlapped 

members in their compensation and audit committees. They found that CEO 

incentive compensation is high in firms having more overlapping between the 

compensation and audit committees members. They concluded that the separation of 

their members might help in bettering their board‘s decisions. 

According to Van der Zahn and Tower (2005), firms with committees that contain 

the same members has a less effective role in mitigating the earnings management 

practices and enhancing the quality of the financial reports compared with firms that 

have separated members in their committees. Besides, Liao and Hsu (2012) 

examined the factors related to the overlapping of the same members among an audit 

committee and a compensation committee in US companies in order to check 

whether the overlapping members improve or weaken the management‘s 
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effectiveness. The findings showed that the overlapping membership usually occurs 

in companies with weakened corporate governance mechanisms, and is not common 

in firms with a high coordination between the audit committee and other committees. 

However, previous literature showed a lack of studies that address the influence of 

the overlapping membership between more than one committee of the board on the 

disclosure quality. For instance, Chandar et al. (2012) examined the effect of the 

common members serving on the audit committee and compensation committee on 

enhancing the monitoring role of the audit committee. The results revealed that firms 

having overlapping members between the audit committees and the compensation 

committees introduce a high financial reports quality compared to those with no such 

overlapping. Another study by Furqaan et al. (2019) investigated how overlapping 

membership on the audit committee affects the financial reporting quality of non-

financial Malaysian firms. Their study included a sample of 100 top Malaysian-listed 

corporations in 2013. They reported that overlapping members serving on the audit 

committee and another mandatory committee have a significant and positive 

influence on the quality of the financial reporting. 

In their study, Habib and Bhuiyan (2016) examined the relationship between the 

members of the audit committee acting on the compensation committee and the 

reporting quality. They documented that companies having overlapping between the 

audit and compensations committees have a higher quality of financial reporting 

compared to those without overlapping in the Australian-listed companies. Also, they 

revealed that a proportion of equity holdings of overlapping members adversely 

affect the usefulness of such overlapping membership. 
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It is argued that overlapping would reduce the numbers of audit committees‘ 

meetings because the members of the audit committees are likely to engage in 

several committees (Dakata, Hasnah, & Delima, 2016). Since the previous studies 

have stated that the audit committee meetings frequency shows a positive impact on 

the amount of information disclosed, the level of disclosure might decrease 

(Allegrini & Greco, 2013; Laksmana, 2008; O‘Sullivan et al. 2008). Other studies by 

Kusnadi et al. (2016), Shankaraiah and Amiri (2017) and Velte (2017) found a 

positive and insignificant relationship between the overlapping member and the 

financial reporting quality. 

However, to the best knowledge of the researcher, no study has focused on the 

relationship between the overlapped members among multiple committees of the 

board and risk disclosure. Hence, this study aims at addressing this research gap by 

examining the influence of overlapping membership in audit committees and other 

committees on the corporate risk disclosure. 

2.8.3 Ownership Structure  

The ownership structure is the distribution of shares among the owners (McCann & 

Vroom, 2009). When the large corporations possessing a legal identity separated to 

that of their owners have appeared, the inherent conflicts between the interests of 

those who provide a capital to a firm and the managers of that firm has become a 

central concern. Since the types of ownership structure might be diverse across 

companies, it is arguable that who are the shareholders may differently affect the 

disclosure based on the types of them (Mousa & Elamir, 2013). In addition, 
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regulators are interested in the relationship between the risk disclosure and the 

ownership structure (Abraham & Cox, 2007). 

Agency theory assumes that the ownership structure will affect the extent of the 

monitoring function in a company; therefore, the ownership structure will influence 

the corporate disclosure level (Eng & Mak, 2003). In this regard, a high ownership 

concentration likely affects a company‘s willingness to offer high-quality risk 

disclosure (Miihkinen, 2012). That is, broadly dispersed owners motivate the board 

to introduce more risk information to mitigate the asymmetric information. The 

ownership structure in this study includes institutional ownership, foreign ownership 

and family ownership, which are discussed in the following sections. 

2.8.3.1 Institutional Ownership 

The last decades have witnessed a gradual institutionalization of investments; 

therefore, the institutional ownership has become important (Abraham & Cox, 2007). 

In addition, the institutional investors would be a valuable corporate governance 

mechanism (Shleifer & Vishny, 1997). More specifically, the presence of 

institutional ownership increases the level of monitoring by acting their controlling 

role (Brickley, Lease, & Smith, 1988). Bacause they have close contacts with the 

managers of firms, institutional stockholders are projected to mitigate the asymmetric 

information (Taylor & Zhang, 2011). In their study, Chung and Zhang (2011) 

examined the inclinations of institutional investors in the United States, and revealed 

that they were highly wishing for investment in companies with high corporate 

governance compliance.  
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In Jordan, some previous studies that have explored the effect of the institutional 

ownership resulted in inconclusive findings. For example, Zureigat (2011) 

investigated whether the ownership structure affects the audit quality of 198 

Jordanian-listed companies. The results revealed that the proportion of the 

institutional ownership is positively related with the audit quality. In another study, 

Alzoubi (2016a) examined the effect of the ownership structure and corporate 

governance on the earnings management practices among the -listed firms during a 

period of eight years (from 2006 to 2013). The results indicated that the institutional 

ownership has an important monitoring role in preventing the earnings management 

practices. In addition, Abu Qa‘dan and Suwaidan (2018) investigated the impact of 

the board composition and ownership on the level of CSR disclosure. The sample 

included the manufacturing firms in Jordan during the period from 2013 to 2015. 

They found that the institutional ownership is significantly and negatively related 

with level of CSR disclosure. Further, Sartawi et al. (2014) investigated the impact of 

the board of directors on the extent of voluntary disclosure in the Jordanian 

companies, using a sample of 103 firms in Jordan. They found that the institutional 

ownership has no significant effect on the voluntary disclosure. 

Furthermore, the empirical studies that have investigated the linkages between the 

institutional ownership and the extent of disclosure have presented mixed outcomes. 

For instance, in their study, Bushee and Noe (2000) discovered that the degree of 

short-term institutional ownership is positively related to the corporate disclosure 

level. Their study showed that the degree of long-term institutional ownership is not 

related with the corporate disclosure. In another study, Jallow et al. (2012) used 169 

listed companies in South Africa as a sample. They found that the institutional 



 

 

 116 

ownership significantly and positively influences the corporate governance 

disclosures of companies. Barako et al (2006) also found that voluntary disclosure 

was associated positively with institutional ownership. Likewise, EL-Gazzar (1998) 

reported that a higher degree of institutional ownership might encourage the 

companies to provide more voluntary disclosure to maintain the investor‘s 

confidence.  

Guan, Sheu and Chu (2007) addressed the link between the corporate disclosure level 

and the ownership structure, namely the ownership concentration, the institutional 

ownership, and the managerial ownership. They discovered that the institutional 

ownership was associated positively with the corporate disclosure levels. Similarly, 

Mangena and Pike‘s (2005) study revealed that the institutional ownership was 

positively linked with the corporate disclosure level. Another supporting study by 

Nagata and Nguyen (2017) studied whether the ownership structure is related to the 

quality of disclosure in the Japanese firms. The results showed that companies 

having a high proportion of local institutional ownership were more probable to 

provide forecasts of management to investors on time. 

On the other hand, Aljifri and Hussainey (2013) studied the impacts of the corporate 

governance on the corporate disclosure. Their study which included a sample of 102 

companies in UAE from 2007 to 2009 found that the institutional ownership has a 

negative influence on the disclosure of looking-forward information. In the context 

of the Finnish companies, Schadewitz and Blevins (1998) addressed the disclosure 

level among Finnish companies and introduced evidence of a negative relationship 

between the concentration of the institutional ownership and the corporate disclosure.  
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Regulators are interested in the association between the risk information disclosed 

and institutional investors and corporate governance because institutional investors 

are likely to reduce the agency problem, thereby reducing the need to regulatory 

intervention in the annual report (Abraham & Cox, 2007). In addition, Carmona et al. 

(2016) examined the impact of the good corporate governance practices on the risk 

disclosure in 271 Spanish-listed companies. They reported that the presence of 

institutional ownership was related with high-risk disclosure in Spanish-listed 

companies. Also, in the Malaysian context, Kamaruzaman, Ghani and Gunardi 

(2019) examined whether the ownership structure (managerial ownership, 

institutional ownership, and family ownership) influences the risk disclosure. The 

study was conducted on a sample of 200 larger Malaysian-listed firms during the 

period of two years. Their study demonstrated that the institutional ownership 

positively affects the corporate risk disclosure. In another context, Agyei-Mensah 

and Buertey (2019) examined the effect of culture and corporate governance on the 

corporate risk disclosure in the Nigerian and South Africa-listed companies during 

the period of five years (2013–2017). They found that the institutional ownership 

statistically has a positive effect on the risk disclosure.  

In the context of Bahraini-listed firms, Mousa and Elamir (2014) examined the 

potential effect of corporate structure on the corporate risk disclosure quality. The 

results showed that the institutional investors and large owners significantly and 

positively affected the risk information disclosed. Besides, Ahmadi and Elbehi 

(2018) examined how the ownership structure affects the corporate risk disclosure. 

The sample of the study focused on the Tunisian-listed firms in 2016 financial year. 

The findings showed that the institutional ownership has a positive influence on risk 
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disclosure level. In another study, Elghaffar et al. (2019) found a significant positive 

relationship between the institutional ownership and the corporate risk disclosure in 

the Egyptian banking sector. Further, Salem et al. (2019) investigated the influence 

of some corporate governance mechanisms on the quality of risk disclosure among 

non-financial listed companies in Tunisia. The findings discovered a positive 

association between the institutional ownership and the risk disclosure quality 

In contrast, Ntim et al. (2013) studied whether the corporate governance affects the 

quality or level of risk disclosures in the South African firms focusing on the period 

of before and after 2007/2008 financial crisis. They found that the institutional 

ownership has negative linkages with the magnitude of risk disclosure. Solomon et 

al. (2000) stated that the institutional owners are not mostly wishing for either a 

regulated environment or an overall statement of business risk information. Besides, 

Abraham and Cox (2007) studied the relationship between the risk disclosure 

existing in corporations‘ annual reports, ownership structure, and corporate 

governance. Their findings demonstrated that risk disclosure was related negatively 

with long-term institutions ownership. 

In their study, Zhang et al. (2013) explored the impact of the institutional ownership 

on risk disclosures for 66 Australian-listed companies. They divided the institutional 

shareholders into two groups: (dedicated-type and transient-type institutional 

shareholders). Although an insignificant effect was present for dedicated-type on 

corporate risk disclosure, a positive effect existed for transient-type on corporate risk 

disclosures. In addition, Elzahar and Hussainey‘s (2012) findings suggested that the 

institutional ownership was insignificantly related with the magnitude of risk 
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disclosure in interim report that 72 companies prepared in the United Kingdom. 

Another study by Ibrahim et al. (2019) investigated the impact of the corporate 

governance practices and the ownership structure on the risk disclosure level in 

Saudi Arabia. Their findings illustrated insignificant correlations between the 

institutional ownership and the corporate risk disclosure. In the same vein, Htay et al. 

(2011) examined the effect of the corporate governance mechanisms on risk 

management disclosure in the Malaysian banks. They found no significant 

relationship between the institutional ownership and the risk management disclosure. 

Based on the above discussions, the link between the institutional ownership and 

disclosure is still inconsistent. In addition, most studies have focused on disclosure in 

general, whereas the corporate risk disclosure has received very little interest. 

Furthermore, only a few studies have examined the relationship between the 

institutional ownership and the corporate risk disclosure in the Middle Eastern and 

Arab countries. Therefore, a need exists for more studies to concentrate on this 

relationship, especially in Jordan. 

2.8.3.2  Foreign Ownership   

Foreign ownership was defined as the percentage of shares owned by foreign owners 

(Miihkinen, 2013). Attracting foreign investment for developing countries is a very 

important issue, and the stock market provides opportunities for local firms to benefit 

from the global investment (Bokpin, Isshaq, & Nyarko, 2015). It is argued that 

foreign investors extensively depend on relevant information to choose the valuable 

investment opportunity from several opportunities (Nagata & Nguyen, 2017). In 

Jordan, foreign investments are allowed and welcomed in the ASE, as well as the 
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government has developed the regulations of the ASE to motivate foreign 

investments (Omar & Simon, 2011).  

Transparency of disclosure affects the perceptions of investors as well as their 

willingness regarding the investment in the firm. A widely held belief is that foreign 

investments serve as a means for helping the local companies to improve the 

corporate governance mechanism, profitability, and firm performance (Bokpin & 

Isshaq, 2009). In this regard, the international capital mobility is prevalent in 

countries that have higher disclosure of valuable relevant accounting information 

(Young & Guenther, 2003). Due to the geographical separation between the investors 

and management, the managements of firms are motivated to offer more disclosure 

in their annual reports voluntarily (Barako et al., 2006). Thus, developing countries 

are often avoided by foreign investors because of weakness of corporate governance 

mechanisms and disclosures level (Mangena & Tauringana, 2007). 

As mentioned above, the corporate disclosure by local companies is considered a key 

factor to attract foreign investors and motivate them to decide upon an investment in 

a local firm. Hence, the calls for disclosure are higher when foreign investors hold a 

great rate of shares (Haniffa & Cooke, 2002). For example, Bokpin and Isshaq 

(2009) studied the relationship between the foreign ownership and disclosure in 

Ghana. They reported that a foreign ownership plays an effective role in improving 

the level of disclosures. Likewise, Mangena and Tauringana (2007) noted a positive 

linkage between the foreign investors and disclosure for companies listed in the 

Zimbabwe Stock Exchange.  
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In their study, Nagata and Nguyen (2017) studied whether the ownership structure is 

related to the quality of disclosure in the Japanese firms. The results showed that 

companies having a high proportion of foreign ownership were more eager to 

voluntarily provide forecasts of management to investors. Another study by Haniffa 

and Cooke (2005) showed a significant association between the foreign ownership 

and disclosure of corporate social responsibility among the Malaysian companies. In 

Kenya, Barako et al. (2006) examined the voluntary disclosure and revealed that the 

levels of foreign ownership had a significant and positive effect on disclosure. In 

addition, Haniffa and Cooke (2002) examined the consequences of cultural features 

and corporate governance as potential variables to determine the extent of 

information disclosed by the sampled listed corporations in Malaysia. They found 

that the rate of foreign ownership is significantly and positively related with the level 

of voluntary disclosure in the Malaysian-listed firms.  

In the Jordanian context, Sartawi et al. (2014) investigated the effect of board of 

directors on the disclosure of Jordanian companies, using a sample of 103 firms. 

They reported that the foreign ownership has a positive effect on the voluntary 

disclosure. Likewise, Alrabba et al. (2018) reported that foreign ownership has a 

positive association with the corporate disclosure based on a sample of Jordanian-

listed banks from 2013 to 2017. Al-Tahat (2010) argued that firms having foreign 

ownership are timely in issuing financial reports more than other firms in Jordan. 

Likewise, Alsmady (2018) revealed that foreign ownership positively affects the 

timeliness of financial reports in 68 Jordanian-listed companies during the period 

from 2011 to 2015.  
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Zureigat (2011) investigated whether the ownership structure affects the audit quality 

of 198 Jordanian listed companies. The results revealed a positive connection 

between the foreign ownership and audit quality. Alzoubi (2016a) examined the 

influence of ownership structure on the practices of earnings management among 

sampled listed firms in Amman Stock Exchange during the period from 2006 to 

2013. The results indicated that the foreign ownership has an effective monitoring 

role in preventing the earnings management practices. Another study by Alhazaimeh 

et al. (2014) investigated the association between the corporate governance and the 

voluntary disclosure of 72 Jordanian listed firms during the period from 2002 to 

2011. They found that the foreign ownership significantly and positively influences 

the voluntary disclosure. 

The association between the foreign ownership and risk disclosure has attracted the 

researchers‘ interest, and several studies have found a positive connection between 

the two variables. For instance, Mohobbot (2005) reported that if there is a high 

number of foreign investors, more pressure is exerted on the corporate managers to 

release the risk-related information in Japan. Besides, Miihkinen (2012) argue that 

companies with a high proportion of foreign investors prefer to have frequent 

meetings with investors to provide the corporate risk disclosure within annual 

reports. Also, he indicated that the quality of risk disclosure is related with the 

foreign ownership in Finnish-listed firms. In the Qatari context, Elgammal et al. 

(2018) investigated the corporate governance impact on the risk disclosures. Their 

study revealed that companies with greater percentage of foreign ownership 

disclosed more risk information. Further, Elamer et al. (2015) examined whether the 

corporate governance affects the level of risk disclosure in the commercial banks of 
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the MENA during the period from 2006 to 2013. Their study showed that the bank 

with higher foreign ownership discloses more risk information. 

In contrast, other studies have emphasized on the insignificant relationship. For 

instance, Konishi and Ali (2007) revealed no significant correlation between the risk 

disclosure and foreigners‘ holdings in Japanese-listed firms. In line with that, Mousa 

and Elamir (2014) studied the effect of the corporate governance mechanisms on the 

corporate risk disclosure in Bahraini companies. Their study showed that the 

existence of foreign investors was insignificantly related to the risk disclosure. 

In the light of the aforementioned literature, the relationship between the foreign 

ownership and corporate risk disclosure has received scant interest. In addition, most 

of the studies have been conducted in the developed countries (Japan, Finland) 

except for Mousa and Elamir (2014), Elamer et al. (2015) and Elgammal et al. (2018) 

who conducted their studies in developing countries, namely Bahrain, MENA and 

Qatar, respectively. Hence, a need exists for more studies to focus on this 

relationship in the developing countries, especially in Jordan.   

2.8.3.3 Family Ownership  

A family-owned company is a business entity that is owned by more than one 

member of the same family (Astrachan, Klein, & Smyrnios, 2002). The family 

ownership is an important structure of ownership, particularly in developing 

economies and in the Middle East. In Jordan, the family ownership is common, 

whereby the average of family‘s control positions in the top 48 listed firms is about 

30% (ROSC, 2005). Given family members administer family firms, the exceptional 
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and unique relationships existing between the family members serving on the board 

creates devotion, faithfulness, and makes the communication more effective. In 

addition, the family firms expend great efforts to increase the value of long-term 

assets and maintain the reputation of the family, thereby reducing the agency costs 

(Bartholomeusz & Tanewski, 2006). 

Prior studies have exhibited contrasting results concerning the connection between 

corporate disclosure and family ownership. For instance, Chen, Chen and Chengf 

(2008) examined the voluntary disclosure in family firms. Their study found that the 

family ownership in firms produces better management monitoring, a longer horizon 

of investment, and less asymmetrical information between the owners and the 

managers. In addition, the sustainable existence of family owners in a company and 

their intentions to protect the name of the family encourage them to provide more 

information to other stakeholders (Wang, 2006). 

Besides, Ghosh and Tang (2015) found that the audit fees were significantly and 

negatively related with the family firms. Their study suggested that the auditors 

considered that the family firms possess more quality of financial reporting, thus 

reducing the audit risk. In addition, Ali et al. (2007) concluded that the family firms 

have better financial reporting and disclosure quality. Further, Al-Akra and 

Hutchinson (2013) examined the accounting disclosures quality of family companies 

in Jordan. They found that the family companies are more compliant with the 

requirements of mandatory disclosure compared to non-family companies, as well as 

the family companies disclose less voluntary information in Jordan. 
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On the other hand, the family owners have unique attributes and different willingness 

for disclosure compared to other owners, because the family owners have a high 

ability to control the corporate decisions by holding a large proportion of share or 

serving on the board of directors. Hence, they can influence the disclosure of a firm 

towards their willingness (Chen et al., 2008). In addition, the ownership 

concentration held by the family members through cross-holding and pyramidal 

structures creates agency problem between the controlling owners and the minority 

investors (Fan & Wong, 2002). 

The family investors often have a longer investment horizon compared with other 

shareholders. Because of such horizon, the benefits accruing to shareholders when a 

company discloses more information are lower for family shareholders compared to 

other shareholders. This implies that the family investors‘ desire to information 

disclosed is relatively lower (Al-Akra & Hutchinson, 2013). Along with that, Chen 

and Jaggi (2000) examined the effect of the family control on the level of the 

corporate disclosures. Their study found that the association between the board of 

directors and the financial disclosure was lower in companies that are controlled by 

family than companies that are not controlled by a family. Moreover, Akhtaruddin et 

al. (2009) found that the corporate governance attributes lead to improved corporate 

voluntary disclosure. However, they found that the family control has a negative 

impact on the level of the voluntary disclosure. 

In a study by Jaggi and Leung (2007), the focus was on whether the creation of the 

audit committees constrains the earnings management in Hong Kong companies, 

particularly in companies that have family-dominated members on their boards. The 
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results revealed that the audit committee plays a key role in deterring the practices of 

the earnings management. The audit committee‘s effectiveness was significantly 

weaker when the family members serve on the boards of directors, particularly when 

the family members control the board. In their study, Bataineh et al. (2018) 

investigated the impact of the board of directors and family ownership on the 

earnings management practices in 43 Jordanian companies from 2011 to 2016. The 

results found that the family ownership contributes to more earnings management 

practices. 

Furthermore, in countries in which families have considerable equity holdings, the 

owners will vote for the family members to serve on the boards and will elect the 

directors. Additionally, those owners will have a greater access to relevant 

information and their reliance on the public disclosure will be low, thereby affecting 

the magnitude of disclosure (Al-shammari, 2014a). Similarly, Ho and Wong (2001) 

stated that the level of voluntary disclosure had negative linkages with the family 

ownership. This result implies that a listed company that has a controlling family 

member serving on its board usually neglect the quality of disclosure because the 

family owners may do not need it. In their study, Fan and Wong (2002) demonstrated 

that when the owners dominate a company, they also dominate the production of the 

reporting policies and accounting information of a firm. Similarly, Haniffa, and 

Cooke (2002) revealed that the family members serving on a board have a negative 

connection with the disclosure level in the Malaysian companies. Moreover, Chau 

and Gray (2010) investigated whether the voluntary disclosure is affected by the 

proportion of the family ownership. The findings showed that the voluntary 
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disclosure level is associated negatively with the proportion of the family in public 

listed companies in Hong Kong.  

Few studies have tested the association between the family ownership and the 

corporate risk disclosure. For instance, Kamaruzaman et al. (2019) examined 

whether the ownership structure (managerial, institutional, and family ownership) 

influences the risk disclosure. Their study included a sample of 200 larger Malaysian 

listed corporations during the period of two years. They documented that the 

corporate risk disclosure is influenced significantly by the institutional ownership. 

However, the study failed to find a relationship between the managerial ownership, 

the family ownership, and the risk disclosure. Likewise, Salem et al. (2019) 

investigated the influence of some corporate governance mechanisms on the quality 

of risk disclosure among non-financial listed companies in Tunisia. They found an 

insignificant association between the family ownership and the risk disclosure 

quality. In another study by Ismail, Arshad and Othman (2014), the emphasis was on 

identifying the effect of the ownership structure on the corporate risk disclosure. 

Their study was conducted on 328 Malaysian companies during the period from 

2008 to 2009.  The findings of the study indicated that the family ownership has a 

negative influence on the risk disclosure levels. In contrast, the study found the 

management ownership has no significant impact on the corporate risk disclosure. In 

the Kuwaiti context in 2012, Al-shammari (2014a) studied the association between 

the corporate governance and the level of risk disclosure, using 109 listed firms. He 

found that the family ownership negatively affects the corporate risk disclosure. 
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The empirical evidence of the potential moderating role of the family ownership on 

the relationship between the board and reports quality was conducted by Li & Hung 

(2013). Their study investigated whether the managerial over-confidence has a 

relationship with the earnings management. They also examined whether the family 

control moderates this relationship in the sampled listed firms in Taiwan. The finding 

revealed that the family control was a negative moderator on the positive relationship 

between the managerial over-confidence and the level of earnings management 

practices. In addition, Jaggi et al. (2009) revealed that independent boards of Hong 

Kong companies effectively monitor the earnings management. The findings showed 

that family-controlled companies, through either the ownership concentration or the 

family members serving on the corporate boards, moderate the monitoring role of the 

board of directors.  

In the context of French companies, Nekhili, Boubaker and Lakhal (2012) examined 

the moderating effect of the family involvement in the relationship between the 

corporate social responsibility (CSR) and firm‘s market value in the 120 largest 

French companies. Their study revealed that family companies disclose less 

information of their social responsibility compared to non-family companies. 

However, the financial performance has positive relations with CSR disclosure in 

family companies, whereas it has a negative relation with CSR disclosure in non-

family companies. In another study, Abdullah & Ismail (2016) documented that the 

family ownership has no moderating effect of the relationship between women 

directors in the board or serving on the audit committee and earnings management in 

non-financial Malaysian companies. 
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In conclusion, only few studies have investigated the relationship between the family 

ownership and the corporate risk disclosure. Therefore, the current study aimed at 

addressing this research gap by examining the influence of the family ownership on 

the corporate risk disclosure. Besides, to the best knowledge of the researcher, no 

study has been conducted to address the role of the family ownership in explaining 

the board of directors‘ decisions related to the corporate risk disclosure. Hence, the 

current study suggests that the family ownership moderates the relationship between 

the internal corporate governance mechanisms (board of directors and audit 

committee) and the level of risk disclosure. 

2.9 Chapter Summary  

Chapter two reviews the literature related to this study and includes an overview of 

the regulatory framework for financial reports in Jordan, risk disclosure, the theories 

related to this study, and the corporate governance. Finally, this chapter provides 

more details on the relationship between the corporate governance mechanisms (i.e., 

board of directors, audit committee, and ownership structure) and the corporate risk 

disclosure. This chapter also guides the researcher in developing hypotheses and a 

framework for the study in the next chapter. Furthermore, Tables 2.2 and 2.3 present 

a summary of the selected studies on the corporate risk disclosure, which examined 

the relationship between the corporate governance mechanisms and the corporate 

risk disclosure in developed and developing countries, respectively. 
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Table 2.3 

Summary of Selected Studies on Corporate Risk Disclosure in Developed Countries 

Author 

 

Year 

 

Variables Sample 

 

 

Finding 

 

Solomon, Solomon 

and Norton (2000) 

1999 Attitudes of the UK institutional investors 

towards risk disclosure 

97 UK institutional investors. Institutional investors do not favour a regulated 

environment for corporate risk disclosure or a 

general statement of business risk.  

Increased risk disclosure would help investors in 

their portfolio investment decisions. 

Beretta and 

Bozzolan (2004) 

2001 DV 

Risk disclosure 

IV 

Size 

Industry 

 

Non-financial firms listed on 

the Italian (ordinary) market. 

Risk disclosure is not affected by size or industry 

Cabedo and Tirado 

(2004) 

1991-2001 Risk related disclosure. Spanish Stock Exchange. Value at Risk is a suitable method for quantifying 

most of a company‘s‘ risks.  

The measure of the risks would improve the user‘s 

investment decision  

Mohobbot (2005) 2003 DV 

Risk disclosure 

IV 

Size Profitability Leverage Ownership 

structure 

 

90 non-financial Japanese 

corporations. 

Firm size: Positive 

Level of risk, Profitability, Ownership distribution: Not significant 

 

Linsley and 

Shrives (2006) 

2000 DV 

Risk disclosure 

IV 

Size, leverage ratio, beta factor, book-to- 

market value, quiscore, asset cover ratio, 

environmental risk 

 

79 UK firms listed in FTSE 100 

index. 

No relationship between leverage, asset cover ratio, 

book- to-market value, quiscore, beta factor and risk 

disclosure. 

A positive relationship between risk disclosure and 

size and environmental risk. 
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Marshall and 

Weetman (2007) 

 

1998 DV 

Disclosure 

 IV 

Market share, gross margin, insider 

ownership,  trading volume, risk evident,  

leverage,  liquidity, cost of capital,  size 

 

 

40 US and 40 UK non- 

financial firms. 

A Significant positive association between 

disclosure and liquidity in UK firms.  

A significant positive relationship between 

disclosure and leverage and size. 

A negative correlation between market share, 

insider ownership and disclosure 

Abraham and Cox 

(2007) 

2002 DV 

Risk disclosure 

IV 

Short-term institutional ownership  

Long-term institutional ownership 

Executive directors 

Independent non-executive directors 

Dependent non-executive directors  

Size 

Leverage 

Level of risk Industry US dual listing 

 

71 FTSE 100 non- financial 

firms. 

Executive directors, Independent non-executive, 

Short-term institutional ownership , Dual-listed, 

Firm size, Industry type, Stock volatility : positive 

Dependent non-executive, Long-term institutional 

ownership: Negative  

Leverage: Not significant 

Konishi and Ali 

(2007) 

2003 DV 

Risk disclosure 

IV 

Size 

 Level of risk 

 Profitability  

Cross-firm shareholding  

Ownership structure 

Industry type 

 

 

100 non-financial companies 

from Tokyo Stock Exchange. 

Size: positive 

Level of risk: Not significant  

Profitability : Not significant 

Cross-firm shareholding: Not significant  

Ownership structure: Not significant 

Industry type: Not significant 
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Taylor, Tower and 

Neilson (2010) 

2002-2006 DV 

Risk disclosure 

IV 

Corporate governance strength Capital 

raising events  

Size, Leverage, Overseas listings, 

Profitability, Ownership structure, 

Auditor type, Book value of tangible, 

fixed assets, Quality advisors. 

 

111 Australian listed 

companies.  

Corporate governance and capital raisings of firms 

are significant and positively associated with 

FRMD patterns.  

Overseas stock exchange listing of firms is 

significantly negatively associated with FRMD 

patterns. 

Barakat and 

Hussainey (2011) 

2008-2009 DV 

Risk disclosure 

IV 

Outside investor rights, Board 

composition, Ownership Structure, 

Stringency of the legal system, frequency 

of audit committee meetings. 

 

63 publicly listed European 

banks. 

Outside investor rights, Board composition, 

Ownership Structure, Stringency of the legal 

system, frequency of audit committee meetings 

have positive association with operational risk 

discloser. 

Elzahar and 

Hussainey (2012) 

2009-2010 DV 

risk disclosure 

IV 

Sector type, size, cross listing, 

profitability, liquidity, and gearing. 

 

72 non-financial companies in 

the UK published interim 

reports. 

Liquidity, leverage, profitability, cross listing, 

corporate governance have an insignificant 

influence to narrative risk disclosure 

Miihkinen (2012) 2005-2007 DV 

Risk disclosure 

IV 

Firm size, foreign investment, 

introduction of the standard and 

profitability. 

 

99 non-financial listed Finnish 

firms. 

Increases in the quantity of risk disclosure with 

more extensive and more comprehensive 

information. 

Larger firms that are cross-listed in the US tend to 

provide more quantitative risk disclosure. 

Foreign ownership is associated with CRD. 
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Elshandidy, Fraser 

and Hussainey 

(2013) 

2005-2008 DV 

Risk disclosure 

IV 

Levels of systematic risk, financing risk, 

risk-adjusted returns, levels of stock 

return variability, firm size, board 

independence, dividend yield,  

leverage. 

304 UK non-financial 

companies. 

Levels of systematic risk, financing risk, risk-

adjusted returns, levels of stock return variability 

are positively associated with CRD. 

Firm size, board independence, dividend yield 

Influence CRD. 

Leverage negatively influences CRD. 

 

Zhang, Taylor, Qu, 

and Wise (2013) 

2009 DV 

Risk disclosure 

IV 

The independence of an audit committee, 

the financial expertise of an audit 

committee, dedicated-type institutional 

block shareholders, transient-type 

institutional block shareholders. 

 

66 Australian listed firms. The independence of an audit committee, The 

financial expertise of an audit committee, transient-

type institutional block shareholders: positively 

related with CRD. 

Dedicated-type institutional block shareholders: no 

significant relationship with CRD. 

Elshandidy, Fraser 

and Hussainey 

(2015) 

2005-2010 DV 

Risk disclosure 

IV 

Risk, Size, profitability, growth, 

dividends, length of the annual report, 

industry type, legal system, power 

distance, uncertainty avoidance, 

individualism, masculinity Long-term 

orientation. 

 

Non-financial firms across 

Germany, the UK and the US. 

Significant variations in MRR and VRR between 

firms across the three countries. 

German firms tend to disclose significantly higher 

(lower) levels of risk information mandatorily than 

UK (US) firms. German firms tend to reveal 

considerably higher (lower) levels of VRR than US 

(UK) firms. 

MRR and VRR variations are significantly 

influenced by systematic risk, the legal system and 

cultural values. 

Country and firm characteristics have higher 

explanatory power over the observed variations in 

MRR than over those in VRR. 
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Elshandidy and 

Neri (2015) 

2005-2010 DV 

Risk disclosure 

IV 

Board size, duality, board independence, 

concentrated ownership structure, audit 

quality, dividend policy. 

 

290 British non-financial firms 

and 88 Italian non-financial 

firms.  

Corporate governance factors affect decisions of 

firms relation to risk disclosure. 

Voluntary risk information significantly improves 

market liquidity. 

Allini, Rossi and 

Hussainey (2016) 

2008-2011 DV 

Risk disclosure 

IV 

Board size, board meeting, independent 

directors, Multiple directorships Board, 

diversity Board. 

 

 

 

Italy State-Owned Enterprises. Board size, board meeting, independent directors, 

Multiple directorships Board, diversity Board have 

insignificant correlation with CRD. 
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Table 2.4 

Summary of Selected Studies on Corporate Risk Disclosure in Developing Countries 

Auther  year Variables  Sample  Finding  

Hassan (2009) 2005 DV 

Risk disclosure 

IV 

Size,  Leverage, Reserves, Industry type  

41 UAE firms. Corporate size is not significantly associated with 

the level of CRD. 

The corporate level of risk: significant and positive. 

Corporate industry type: significant and positive.  

Corporate reserve: there is insignificant and 

negative association with level of CRD. 

 

Rajab and 

Handley- 

Schachler (2009) 

1998,2001, 

2004 

DV 

Risk disclosure 

IV 

Size, leverage, industry and US dual 

listing 

 

52 non-financial companies 

listed in the FTSE-100 index. 

Risk disclosure does not have a relationship with 

size and leverage. Listing status and industry 

variables are significantly related to the level of risk 

disclosure. 

 

Ismail and 

Rahman (2011) 

2006-2008 DV 

Risk disclosure 

IV 

The insensitive institutional investors  and 

the sensitive institutional investors, 

Non-executive directors, directors‘ 

education and experience. 

 124 Malaysian companies. The insensitive institutional investors and The 

sensitive institutional investors have more effective 

role in controlling the company‘s risk disclosure 

compared with the board of directors. 

Directors‘ education is the attribute related with risk 

management disclosure. 

Mokhtar and 

Mellett ( 2013) 

2007 DV 

Risk disclosure 

IV 

Competition, board size, ownership 

concentration, , role duality and auditor 

type, size, liquidity, industrial sector. 

105 Egyptian companies. Low level of risk disclosure (mandatory and 

voluntary).  

Key determinants of risk are competition,  board 

size, role duality, ownership concentration and 

auditor type. 



 

 

 136 

Mousa and Elmir 

(2013) 

2011 DV 

Risk disclosure 

IV 

Size, beta of the firm, profitability, 

issuance of shares, percentage of free 

float, leverage, firm, listing, percentage of 

foreign ownership, industry, liquidity 

 

46 Bahraini non-financial 

firms. 

Corporate risk disclosures are very limited.  

The highest number of risk disclosures is 

operational risk (OR). 

Firm size, Beta of the company and firm listing 

issuance of shares, profitability, and percentage of 

free float are significant. 

Leverage, liquidity, foreign ownership, and industry 

are insignificant. 

Ntim, Lindop and 

Thomas (2013) 

2002-2011 DV 

Risk disclosure 

IV 

Board diversity, board size and 

independent non- executive directors,  

Institutional ownership, block ownership, 

dual board leadership structure. 

169 non-financial companies in 

South Africa. 

Board diversity, board size and independent non- 

executive directors have positive association with 

CRD.  

Institutional ownership, block ownership have 

negative association with f CRD. 

Dual board leadership structure insignificantly 

associated with CRD. 

Al-Shammari 

(2014b) 

2012 DV 

Risk disclosure 

IV 

Size, liquidity, leverage, profitability, 

complexity, industry type, auditor type. 

 

109 Kuwaiti listed companies. Size, liquidity, complexity and auditor type are 

positively associated with CRD. 

Leverage and profitability is insignificant are 

insignificant associated with CRD. 

Al-Shammari  

(2014a) 

2012 DV 

Risk disclosure 

IV 

Board size, family members on board, 

non-executive directors, duality, audit 

committee. 

109 Kuwaiti listed companies. Board size: positive and significant associated with 

CRD. 

Duality:  negatively and significant associated with 

CRD 

Family members on board, non-executive directors, 

audit committee: insignificant. 

 

Mousa and Elamir 

(2014) 

2012 DV 

Risk disclosure 

IV 

47 Bahraini listed companies. Institutional investors, major investors: significant 

positive with CRD.  

Board size: significant and negative with CRD.  
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Institutional investors, foreign investors, 

major investors, debt ratio, board size and 

board composition. 

 

Foreign investors, board composition, and debt 

ratio: Insignificant with CRD. 

Nazieh and Ezat 

(2014) 

2009-2013 DV 

Risk disclosure 

IV 

Board size, role duality, non-executive 

directors, leverage, firm size, 

profitability, competitive pressures, and 

company‘s diversification, institutional 

ownership, governmental ownership, 

managerial ownership. 

 

EGX100 of Egyptian listed 

companies. 

Board size, non-executive directors, role duality, 

firm size, competitive pressures, and company‘s 

diversification are  significantly associated with  

risk disclosure 

Elamer, Ntim, 

Awad and Hafez 

(2015) 

2006-2013 DV 

Risk disclosure 

IV 

Block and governmental ownership, 

board size, board gender, foreign 

ownership, CEO duality, Islamic 

governance and non-executive members. 

Commercial banks operating in 

the Middle East and North 

Africa (MENA). 

Foreign ownership, CEO duality: positive. 

Block and governmental ownership, board size, and 

board gender: negative. 

Islamic governance and non-executive members: 

insignificant. 

Al-Maghzom, 

Hussainey and 

Aly (2016) 

2009-2013 DV 

Risk disclosure 

IV 

External ownership, insider ownership, 

audit committee meetings, diversity, 

gender, tenure, size, profitability, board 

size, independent directors, audit 

committee independence,  non-executive 

directors , audit committee size, 

education.  

All Saudi listed banks. Audit committee meetings, external ownership, 

size, gender, profitability, board size are 

determinants of CRD. 

Insider ownership, independent directors, non-

executive directors, audit committee independence, 

audit committee size, tenure, education, diversity 

are insignificantly associated with CRD. 
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Moumen, Ben 

Othman, and 

Hussainey (2016) 

2007-2009 DV 

Risk disclosure 

IV 

Board size, non-executive directors, 

duality 

 

320 listed companies in 9 

MENA emerging markets. 

Non-executive directors, board size positively 

associated with the informativeness of risk 

disclosure. 

CEO duality has insignificant effect on the 

investors trust in risk disclosures. 

Abdullah et al. 

(2017) 

2011 DV 

Risk disclosure 

IV 

Presence of RMC, audit committee size, 

audit committee independence, audit 

committee education, audit committee 

meeting frequency. 

395 non-financial companies 

which were listed on Bursa 

Malaysia. 

Presence of RMC, audit committee meeting 

frequency: positive and significant with CRD.     

Committee independence:  negative and significant 

with CRD.  

Audit committee size, audit committee education: 

insignificant with CRD. 

Khalil and 

Maghraby (2017) 

2012-2014 DV 

Risk disclosure 

IV 

Firm size, sector type: significant, Cross 

listing, level of risk, board size, board 

composition, CEO duality.  

 

 

 EGX 100 Egyptian listed 

companies. 

Firm size, sector type: significant positive 

association with CRD.  

Cross listing, level of risk, board size, board 

composition and CEO duality:  insignificant 

associations with CRD.  

 

 

 

Elgammal, 

Hussainey and  

Ahmed (2018) 

2008-2014 DV 

Risk disclosure 

IV 

Foreign ownership, board size, board 

composition, duality. 

 

43 firms listed on the Qatar 

Stock Exchange. 

Foreign ownership: positive with CRD. 

Board size, non-executive members, duality: 

negative with CRD 

 

Neifar and Jarboui 

(2018) 

2008-2014 DV 

Risk disclosure 

IV 

Independent directors, role duality, 

34 Islamic banks scattered in 

various countries. 

Independent directors, ownership structure, audit 

committee meetings Auditor‘s type, and the 

existence of a Shariah Supervisory Board: have 

positive effect on CRD. 
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ownership structure, audit committee 

meetings Auditor‘s type, the existence of 

a Shariah Supervisory Board 

Role duality reduces CRD. 

Elshandidy, Neri 

and Guo  (2018) 

2013-2015 DV 

Risk disclosure, liquidity 

IV 

Firm size, risk, capital structure, growth. 

All financial firms listed in the 

Shanghai A-shares market- 

China. 

Firm size, risk, capital structure, growth impact on 

risk disclosure in Chinese financial companies. 

Risk disclosure quality influence market liquidity. 

Agyei-Mensah 

and Buertey 

(2019) 

2013-2017 DV 

Risk disclosure 

IV 

Culture, institutional ownership, board 

size, proportion of non-executive 

directors, block ownership concentration. 

Largest 50 companies of listed 

companies in Nigeria and 

South Africa. 

Institutional ownership: positive effect on CRD. 

Power distance: negative effect on CRD. 

Board size, proportion of non-executive directors, 

block ownership concentration: insignificant 

relationship with CRD. 

Elghaffar, 

Abotalib and 

Khalil (2019) 

2010-2017 DV 

Risk disclosure 

IV 

Independent board membership, board 

size, audit committee size, CEO duality, 

institutional ownership, bank size, 

liquidity, profitability, competition,   

auditor types, leverage, bad news, and 

bank social responsibility. 

28 Egyptian banks. Independent board membership, board size, audit 

committee size, competition, CEO duality, 

institutional ownership and auditor types: positive. 

Leverage, bad news, and bank social responsibility: 

negative. 

Bank size, liquidity and profitability: insignificant. 

 

Ibrahim,  Habbash 

and Hussainey 

(2019) 

2012-2015 DV 

Risk disclosure 

IV 

CEO-Chairman separation, audit 

committee effectiveness, state ownership, 

firm complexity, size and profitability, 

board independence, institutional 

ownership, auditor type, leverage, firm 

age. 

102 Saudi non-financial-listed 

firms. 

CEO-Chairperson separation, audit committee 

effectiveness, state ownership, firm complexity, 

size and profitability: have positive effect on CRD.  

Board independence, institutional ownership, 

auditor type, leverage, and firm age: insignificant 

relationship with CRD. 
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Hussainey, Tahat 

and Aladwan 

(2019) 

2008-2015 DV 

Risk disclosure (mandatory and 

voluntary) 

IV 

Independent board, board size, separation 

of duties, audit committee meeting and 

managerial ownership. 

 

15 listed Jordanian banks. Audit committee meetings, independent board, 

board size and separation between dual positions of 

CEO and chairman have positive effect on 

voluntary risk disclosure. 

Audit committee meetings and independent board 

have positive effect on level of risk mandatory 

disclosure. 

Managerial ownership has no relationship with risk 

disclosure (mandatory and voluntary). 

Kamaruzaman, 

Ghani and 

Gunardi (2019) 

2104-2015 DV 

Risk disclosure 

IV 

institutional ownership, managerial 

ownership, family ownership, firm value 

 

200 top Malaysian public listed 

firms. 

Institutional ownership has positive effect on 

voluntary risk disclosure. 

 

Managerial ownership and family ownership do not 

have significant effect on risk disclosure.  

Risk disclosure has negative effect on firm value. 

Salem, Ayadi and 

Hussainey (2019) 

2008-2013 DV 

Quality of risk disclosure 

IV 

Institutional ownership, concentration 

ownership, government ownership, 

family ownership, board independence, 

the presence of women on the board, the 

presence of family members on the board, 
audit committeesize and the 

independence of audit committee.  

 

152 annual reports of Tunisian 

non-financial-listed firms. 

Institutional ownership, board independence, the 

presence of women on the board, the presence of 

family members on the board, and the 

independence of audit committee have positive 

effect on voluntary risk disclosure. 

Managerial ownership has negative effect on 

voluntary risk disclosure. 
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CHAPTER THREE 

THEORETICAL FRAMEWORK AND HYPOTHESIS DEVELOPMENT 

3.1 Introduction 

Chapter three presents the theoretical framework that is the basis of the present study 

and the hypotheses development to establish the association between the corporate 

governance mechanisms and the extent of corporate risk disclosure among Jordanian 

listed firms. This chapter is organized in five sections. Research framework is 

provided in section 3.2. This is followed by section 3.3, which explains the 

development of hypotheses. Section 3.4 discusses the control variables. The final 

section 3.5 highlights the summary. 

3.2 Research Framework  

The risk-associated information in the financial reports has been emphasised on by 

prior research (e.g., Abdullah et al., 2017; Abraham & Cox, 2007; Barakat & 

Hussainey, 2011; Macchioni et al., 2014). In this regard, the corporate governance 

mechanisms are crucial to enhance the risk information practices of the firms 

(Oliveira, Serrasqueiro, & Mota, 2018; Musa, Ali, & Haron, 2018). Accordingly, a 

number of corporate governance codes have focused on the disclosure provisions as 

a consequence of the recent economic crisis. In line with this, Jordan has developed a 

corporate governance code (Akra, 2010; Haddad et al., 2017). 

This study employed agency theory, signalling theory and resource dependence 

theory to explain the association between the corporate governance and the corporate 

risk disclosure level. Regarding agency and signalling theories, previous studies have 
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explained the theoretical relationship between the corporate governance and 

disclosure through these two theories. Also, prior disclosure literature refers to the 

considerable overlap between the agency and signalling theories, whereby a good 

combination of the two results in a better indication of the disclosure practices of 

firms (Morris, 1987; Watson & Marston, 2002). This combination is supported by 

Linsley and Shrives (2005) who argue that agency theory and signalling theory are 

widely used for explaining the risk disclosures. 

Shareholders demand accounting information for assessing a firm‘s risk profile, 

improving the resource allocation, and decreasing uncertainty (Fama & Jensen, 

1983). Based agency theory viewpoint, internal corporate governance mechanisms, 

such as board of directors and audit committee, would serve as effective control tools 

to reduce the conflict between the managers and the shareholders and prevent the 

managers‘ opportunistic behavior by forcing them to disclose more information to 

protect the investors‘ rights. As a result, the risk disclosure is considered a means of 

reducing the agency and information asymmetry problems between the shareholders 

and the management (Abraham & Cox, 2007; Solomon et al., 2000). 

This study examines the influence of the ownership structures (e.g., family, 

institutional and foreign ownership) on the risk disclosure practices. Researchers in 

the accounting field have been long interested in the association between the 

corporate risk disclosure and the ownership structures (e.g., Abraham & Cox, 2007; 

Abdullah & Shukor, 2017; Elzahar & Hussainey, 2012; Ibrahim et al., 2019; Ntim et 

al., 2013). This interest exists because of the separation between the management and 

the ownership, which raises the agency problem and information asymmetry. 



 

 

 143 

Disclosure can serve as an efficacious mechanism to mitigate these problems. Based 

on the agency viewpoint, managers understand that shareholders (i.e., family, 

institutional, foreign ownership) will seek to mitigate their opportunistic behavior by 

controlling and monitoring their activities. This gives them the incentives to 

convince the owners that they are performing optimally, thereby the disclosure is 

likely to be an effective means to achieve this objective (Latham & Jacobs 2000; 

Watson & Marston, 2002). 

In addition, signalling theory explains the motivation of managers towards more risk 

disclosure. For instance, companies have a tendency to provide more risk- associated 

information when they have high levels of risk to justify the reasons for these higher 

risks (Linsley & Shrives, 2006). The managers are also motivated to provide more 

risk disclosure to a wide range of stakeholders about their ability to manage these 

risks successfully (Abraham & Cox, 2007; Baroma, 2014; Hassan, 2009). When the 

managers have bad news, they would seek to disclose them to signal their strengths 

and ability to overcome potential losses in the future. Since the firms are willing to 

disclose their good performance to their investors, risk disclosure is viewed as a good 

performance (Agyei-Mensah, & Buertey, 2019), thus giving the company an 

incentive to disclose more risk information to a broad range of owners (e.g., 

institutional, foreign, and family owners) (Elshandidy et al., 2013; Hassanein & 

Hussainey, 2015).  

According to resource dependence theory, a large board with a diversity of 

experienced directors and overlapping membership is a valuable resource that could 

enrich the firm with critical competitive resources, and present constructive advice to 
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the board of directors, thereby contributing to a better monitoring system of the 

financial reporting processes, and eventually improving the corporate disclosure 

(Hillman, 2005; Pfeffer, 1972; Thompson, 1967). The resources dependence theory 

also points out that those foreign members of a board provide greater financial 

resources and reduce cross-border information gaps (Ujunwa, 2012). Furthermore, 

foreign members will more readily provide important information (including on risk) 

for foreign investors, which positively improves the level of the risk disclosure. 

In addition, the ownership structure is regarded a key factor that affects the 

efficiency of the corporate governance mechanisms. A common ownership type in 

Jordan is the concentrated family ownership (Al-Akra & Hutchinson, 2013; 

Alkhawaldeh, 2012; Haddad et al., 2015; Jaafar & El-shawa, 2009). Consequently, 

the agency problem emerges between the majority and the minority shareholders, 

thereby affecting the ability of the board of directors and its committees (e.i, audit 

committee) in playing their monitoring role effectively. 

Based on the above discussion, the present study investigates the effect of the 

corporate governance mechanisms on the corporate risk disclosure. The framework 

of the study is consistent with its objectives, as presented in Figure 3.1. The diagram 

depicts the entire study variables based on the related theories, and the relationship of 

the corporate governance mechanisms (independent variables) with the risk 

disclosure. These include the characteristics of the board of directors, namely size, 

meeting, duality, expertise, political connection, and foreign directors. This is 

followed by the audit committee‘s characteristics, including size, meeting, expertise, 

and overlapping of the audit committee membership. The study also included the 
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ownership structure, represented by the institutional, foreign and family ownership, 

follows. Hence, the current study examines the role of the corporate governance 

mechanisms in mitigating the agency costs and enhancing the corporate risk 

disclosure (dependent variable). In addition, this study examines the moderating 

effect of the family ownership on the relationship between the internal corporate 

governance mechanisms (board of directors and audit committee) and the corporate 

risk disclosure. As for the control variables, the study included the firm‘s size, type 

of sector, audit firm type, and leverage, because these variables have been widely 

reported to have an effect on the corporate risk disclosure. The research framework is 

shown in Figure 3.1. 
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Research Framework. 
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3.3 Hypotheses Development 

The following hypotheses seek to examine the potential association between the 

corporate governance and the corporate risk disclosure. These associations have been 

illustrated in chapter two. The agency theory, signalling theory and resource 

dependence theory are the essential theories that underpin the hypotheses 

development. The following sections provide the research hypotheses concerning the 

board of directors, the audit committee, and the ownership structure. 

3.3.1 Board of Directors 

3.3.1.1 Board Size 

A large board could augment the efficiency of management by alleviating CEO 

autocracy along with thwarting the attempts of management to expropriate the 

interests of shareholders (Singh & Harianto, 1989). Thus, larger boards could 

contribute better in mitigating the conflict between the insider owners and the 

minority (Allegrini & Greco, 2013). In addition, the adequate size of the board of 

directors is expected to activate the oversight functions in the company, which helps 

in avoiding the occurrence of information asymmetry (Pangestuti et al., 2017). That 

is, large board size provides critical information, diverse opinions, and more 

resources (Akhtaruddin et al., 2009), which enhance the disclosure practices (Agyei-

Mensah, & Buertey, 2019; Singh et al., 2004). Accordingly, the code of the corporate 

governance in Jordan mandates that shareholding firms listed on the ASE to have a 

board ranging from 5 to 13 members (JSC, 2009). 

The agency theory posits that large size of board helps in enhancing the financial 

reporting quality by bettering the monitoring of the management (Ismail et al., 2010; 
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Klein 2002; Vafeas, 2000; Peasnell, Pope, & Young, 2005; Xie et al., 2003). In other 

words, larger boards are linked with a higher managerial monitoring level, diverse 

expertise and a higher level of stakeholder representation (Peasnell et al., 2005; 

Klein, 1996), which can increase the corporate risk disclosure practices (Khalil & 

Maghraby, 2017). In addition, a large board contributes in improving the financial 

reporting processes, which ensures releasing regular and credible information to the 

public that contain risk information (Bozec & Bozec, 2012; Moumen et al., 2016).  

Resource dependence theory posits that a larger board likely has a high level of 

diversification, including members with financial and accounting backgrounds, 

thereby influencing the risk disclosure practices (Elzahar & Hussainey, 2012). For 

instance, Allegrini and Greco (2013) revealed that voluntary disclosure is positively 

associated with the board size. According to Zaheer (2013), large board size has 

positive effects on the magnitude of the corporate governance disclosure. In addition, 

Ntim et al. (2012) reported that firms which have larger boards disclose further 

information about their corporate governance practices. Wang and Hussainey (2013) 

found that the board size has a positive effect on voluntary disclosure. 

The majority of past studies on the relationship between the board size and risk 

disclosures have presented positive results (Al-shammari, 2014a; Elghaffar et al., 

2019; Elshandidy & Neri, 2015; Mokhtar & Mellett, 2013; Moumen et al., 2016; 

Nazieh & Ezat, 2014; Ntim et al., 2013). In addtion, the findings by some studies 

have suggested that the board size is insignificantly related with the extent of risk 

disclosure (Allini et al., 2016; Elzahar & Hussainey, 2012; Htay et al., 2011; Khalil 

& Maghraby, 2017). 
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Based on the related theories and previous studies, which have indicated that large 

board size is more efficient in disclosing more information about risks, the current 

study anticipates a positive relationship between the level of risk disclosure and 

board size. Thus, the following hypothesis is hypothesized: 

H1: There is a positive relationship between the board size and the level of risk   

disclosure. 

3.3.1.2 Board Meeting  

The board of directors with more frequent meetings is more proactive in supervising 

the company‘s management, and it contributes in mitigating the agency conflict 

between the company and investors (Conger et al. 1998; Vafeas, 1999). Also, a high 

meeting frequency implies a higher pressure on the management to introduce 

supplementary information (Barros et al., 2013). More specifically, frequent board 

meetings are seen as a pledge to share information between the managers and 

shareholders regularly (Brick & Chidambaran, 2010), whereby frequent board 

meetings give an opportunity for members to share more information. Moreover, 

effective boards‘ meetings constantly are more susceptible to comply with their 

duties and perform the monitoring function on the financial reporting processes. 

Furthermore, users of the financial reports consider irregular meetings as a signal of 

a lack of members‘ commitment to their overseeing role on the reporting processes 

(Zango, Kamardin, & Ishak, 2016). In this regard, the Jordanian code of corporate 

governance stipulated that the audit committee must hold at least six meetings 

annually regularly to discuss the important firm‘s issues. 

From agency theory‘s view, boards with higher frequent meetings have an effective 

advisory and monitoring role on the management (Ntim & Osei, 2011), thus 
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mitigating the agency problem. The regular meetings assist the board of directors in 

dedicating extra time to improve the management‘s monitoring functions and 

distribute the workload (Laksmana, 2008), reducing the information asymmetry 

problem (Rodríguez et al., 2014). Boards with more frequent meetings play an 

essential monitoring role that potentially enhances the board‘s effectiveness, which 

help them perform their responsibilities to achieve a better communication and have 

access to the relevant information (Vafeas, 1999). Furthermore, based on the 

resource dependence theory‘s viewpoint, the board‘s meetings bring outside sources 

during the meeting discussion, thus contributing in monitoring functions effectively.  

In their study, Barros et al. (2013) found that the board meetings frequency 

significantly increases the voluntary disclosure. Likewise, Laksmana (2008) 

discovered that more frequencies of meetings were related positively with greater 

disclosure. In addition, Kakanda et al. (2017) discovered that the frequency of 

board‘s meetings had positive linkages with the firm‘s performance. Similarly, 

O‘Sullivan et al. (2008) reported that the frequency of meeting was associated 

positively with the choice to disclose more forward-looking information. Hence, 

based on the agency and resource dependence theories and the discussion above, it is 

probable that the frequency of meetings of the board is positively linked with the 

level of risk disclosure. Therefore, the following hypothesis is formulated: 

H2: There is a positive relationship between the frequency of board meetings and  

       the level of risk disclosure. 
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3.3.1.3 CEO Duality  

Combining the functions of chairman and Chief Executive Officer in one person 

probably weakens the monitoring functions of the board and increases the agency 

costs (Neifar & Jarboui, 2018). Also, agency theory assumes that the role duality 

contributes in increasing the individual power for CEO, thereby influencing the 

board‘s effectiveness (Samaha, et al., 2012), and would lead to a lower level of 

transparency and higher information asymmetry. In addition, a CEO has extreme 

knowledge and experience of the private information concerning the competitive 

advantages of a firm and its conditions. That is, the duality more likely reduces 

transmitting the information between the chief executive officer (CEO) and members 

of board, thus resulting in less disclosure (Kim, Al-Shammari, Kim, & Lee, 2009; 

Samaha et al., 2015). 

The role duality leads to decision-making concentration, which probably weakens the 

governance role of the board pertaining to implementation of disclosure policies 

(Elzahar & Hussainey, 2012; Li et al., 2008). Due to such concentration, CEO could 

dominate the board of directors; therefore, s/he more likely involves in the 

opportunistic behavior. Based on agency theory, an individual who has both 

positions is expected to be biased towards managers more than shareholders, and 

tends to prevent access of shareholders to relevant risk information (Al-shammari, 

2014a), which can produce a lack of transparency and a low level of risk disclosure. 

Consequently, companies having CEO duality probably disclose poorer information 

(Allegrini & Greco, 2013). 
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The Jordanian code of the corporate governance, together with agency theory, 

established that the chairman of the board and the CEO should hold different 

responsibilities. Likewise, Gul and Leung (2004) showed that the CEO‘s duality is 

related to less disclosure than companies without CEO duality. In addition, Samaha 

et al. (2012) discovered that firms with CEO duality are related to less corporate 

governance disclosure. Similarly, Cheng and Courtenay (2006), Ezat and El‐Masry 

(2008), and Ho and Wong (2001) found that the role duality has a negative 

relationship with the corporate voluntary disclosures.  

Most prior studies that have examined the relationship between role duality in the 

board and risk disclosure have shown negative effects. For example, Elgammal et al. 

(2018), Alkurdi et al. (2019), Ibrahim et al. (2019), Musa et al. (2018), Neifar and 

Jarboui (2018), and Al-shammari (2014a) revealed significantly a negative impact of 

the role duality on the risk disclosure. Conversely, few studies have demonstrated a 

positive effect of the role duality on risk disclosure. For instance, Elshandidy and 

Neri (2015) revealed a positive association between the role duality and risk 

disclosure, and Carmona et al. (2016) reported that CEO duality was associated with 

high-risk disclosure. 

 In addition, Ntim et al. (2013) found that the role duality was insignificantly 

connected with the corporate risk disclosure level. Similarly, Elzahar and 

Hussainey‘s (2012) findings suggest that the CEO duality had no significant 

relationship with the risk information level. Based on the above results, it is most 

likely that the duality between the CEO‘s and the chairman‘s roles will lead to a lack 

of transparency and a lower level of risk disclosure. Hence, employing the agency 
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theory suggests that the chairman and CEO functions should be separated. 

Accordingly, this study presents the following hypothesis: 

H3: There is a negative relationship between CEO duality and the level of risk  

       disclosure. 

3.3.1.4 Board Expertise  

Boards of directors that comprise members with relevant expertise are expected to 

implement their monitoring functions more effectively (Hillman & Thomas, 2003). 

Based on agency theory, if the board has varied experience, it would be an effective 

oversight mechanism (Allini et al., 2016). According to Fama and Jensen (1983), a 

board of directors having expertise and knowledge, such as accounting, finance, 

information technology and others, would reduce the agency costs as well as the 

agency problems. More specifically, when the board has good monitoring expertise, 

the opportunistic behavior of the management will be less prevalent (Anderson et al., 

2004). According to the Jordanian corporate governance code, the members of the 

board of directors must be qualified and have sufficient experience and knowledge of 

administrative matters. 

Resources dependence theory argues that large board size with experienced directors 

could supply a firm with important competitive resources, presenting constructive 

advice to the management, and contributing to a better monitoring system. In 

addition, directors who hold various positions on many boards possess external 

resources that can help the firm in accessing external resources and relationships, 

which can insure efficient business operations and enhance the firm‘s performance 

(Kakanda et al., 2017; Kiel & Nicholson, 2003). When the board includes a wide 

range of expertise, knowledge and diverse views, this improves the quality of the 
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board‘s decisions (Forbes & Milliken, 1999). Moreover, skilled members provide the 

board with a high capability to examine and improve the financial reporting quality 

(Cohen et al., 2008). In the same vein, Agrawal and Chadha (2005) argue that 

directors having a great deal of financial and accounting experience have a higher 

ability to prepare the financial reports properly. 

A board and an audit committee with accounting expertise could enhance the 

systems of internal control, which can contribute in creating reliable and valuable 

financial reporting as well as high-quality financial statements (Naiker & Sharma, 

2009). For example, Dahya et al. (1996) argue that the experience of the board will 

assist in enhancing the transparency of the financial information. In addition, a good 

educational background and practical experience improve the disclosure (Williams & 

O‘Reilly, 1998). Similarly, Ismail and Rahman (2011) found that the directors‘ 

expertise was positively connected with risk disclosure level. In contrast, Allini et al. 

(2016) showed that the diversity of expertise on the board had a negative connection 

with the risk disclosure level. Likewise, Darussamin et al. (2018) revealed that the 

board‘s expertise does not have a significant influence on the risk disclosure level. 

Agency theory, resource dependence theory, and the previous empirical findings 

suggest that the knowledge and skills, particularly in accounting and finance field, 

may improve the decision-making process by board of directors, thereby enhancing 

the quality of risk disclosure. Hence, this study hypothesises the following 

hypothesis: 

H4: There is a positive relationship between board expertise and the level of risk  

       disclosure. 
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3.3.1.5 Political Connection  

Politically connected companies have higher agency costs than unconnected 

companies (Khan et al., 2016), whereby the political connection can cause Type II 

agency problem between the majority and minority owners (Schipper, 1989). In 

companies that are politically connected, the political directors acting on the board 

are likely to have their own interest in the company. Hence, a situation may exist in 

which their representation fulfills their own interests and agendas at the expense of 

the wealth of shareholders and the resources of companies, thereby leading to agency 

problem (Rahman & Ismail, 2016), and disclosing information with a low quality 

level (Al-dhamari, & Ku Ismail, 2015; Hashmi et al., 2018). In the Jordanian context, 

Al-Sraheen and Alkhatib (2017) and Al-Sraheen et al. (2019) state that the political 

connection plays a crucial role in the Jordanian capital markets, and contributes in 

decreasing the financial reporting quality. 

In addition, companies with political connections may obtain benefits from their 

connections, and they may hide any practices of the company to mislead the 

investors (Khan et al., 2016; Leuz & Oberholzer-Gee, 2003). In the same line, Li, 

Tan and Zeng (2019) found that politically connected firms that receive 

governmental subsidies disclose a less level of information about such subsidies in 

their annual reporting compared to unconnected firms. As a result, the existence of 

the political connection in companies likely encourages them to select information 

disclosed in annual reports aligning with their interests (Hashmi et al., 2018; Watts & 

Zimmerman, 1990). Consequently, the political connections are seen as a key 

predictor of a weak accounting quality.  
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Further, politically connected firms are more common in nations having higher levels 

of corruption and ineffective legal systems (Faccio & Parsley, 2009). For instance, 

Al-dhamari and Ku Ismail (2015) and Hashmi et al. (2018) revealed that the earnings 

of firms with political connections are of a low quality. In addition, Chaney et al. 

(2011) documented that the disclosure of the earnings quality that politically 

connected companies reported was significantly lower than companies without a 

political connection. In their study, Abdul Wahab et al. (2011) reported that the 

political connections might have a negative effect on the quality of financial 

reporting. In addition, Scher et al. (2017) concluded that the disclosure of the 

corporate governance practices does not have any level of differentiation in the 

political connection compared to the private ones. According to the agency theory, 

this study posits that the political connection has a negative relationship with the 

level of risk disclosure. Hence, this study hypothesises that: 

H5: There is a negative relationship between political connection and the level of  

        risk disclosure. 

3.3.1.6 Foreign Directors 

Based on agency theory, a foreign director could have a role in monitoring the 

management effectively by using his/her position as an expert and as a representative 

on behalf of foreign investors to militate against the manager‘s interests. When 

foreign directors exist on the board, they will offer additional mechanisms to halt the 

managerial negative effect (Dewayanto et al., 2017). In this regard, resource 

dependence theory views the foreign members of a board as strategic resources who 

facilitate the access to available external input. Hence, resource dependence theory 

requires a board with foreign directors to make connections with an external 
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environment (Ujunwa, 2012). More specifically, as foreign directors have a broad 

range of international connections with foreigner stakeholders, they are expected to 

provide a higher level of transparency and disclosure (Ibrahim & Hanefah, 2016).  

Foreign members serving on the board of directors can help in reassuring the foreign 

investors that a firm is managed effectively with their best interests (Dewayanto et 

al., 2017; Oxelheim & Randøy, 2003). Also, they will be keen to provide important 

information related to firms for foreign investors including risk information. 

Miletkov et al. (2017) also found that the existence of foreign directors serving on 

the board is positively connected with the firm‘s performance in countries which 

have lower-quality legal environments, particularly when a director comes from a 

country having a better legal environment. For instance, in a study on the Nigerian 

firms, Ujunwa (2012) revealed that foreign members on a board have a higher 

quality compared to local ones. In addition, Du et al. (2017) Jackson (2017) Wu et al. 

(2015) revealed that foreign directors on board help mitigate the earnings 

management. Likewise, Oxelheim and Randøy (2003) revealed a significantly higher 

value for firms having foreign board members. 

Foreign institutional investors improve the corporate disclosure more than local 

investors, particularly when the foreign institutional investors come from nations 

with high disclosure requirements and investor protections (Tsang et al., 2019). 

Along with this argument, Dewayanto et al. (2017) found that the existence of 

foreign directors contributes to improving the disclosures quality. In addition, Khan 

(2010) revealed that foreign directors have a significant positive effect on CSR 

disclosure. Therefore, based on agency theory, resource dependence theory, and the 

discussion above, the expectation is that the presence of foreign directors is 
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positively related to the level of risk disclosure. Hence, the following hypothesis is 

formulated: 

H6: There is a positive relationship between foreign directors and the level of risk  

        disclosure. 

3.3.2 Audit Committee 

3.3.2.1  Audit Committee Size 

The size of the audit committee is viewed as one of the most important attributes of 

the audit committee that improves its effectiveness to perform the monitoring 

functions (Li, Mangena, & Pike, 2012). That is, the audit committee size would be 

related with a high extent of disclosure, thereby leading to the proposition that a 

more number of audit committee members will improve the quality of the 

information disclosed and has a meaningful effect on the financial reporting quality 

(Akhtaruddin et al., 2009). In other words, large audit committees dedicate greater 

resources to oversee the financial processes (Forker, 1992). Departing from resource 

dependence theory, audit committees having large members are highly advantageous 

and resourceful to guarantee an effective audit committee, owing to the knowledge 

and diverse skills that could be reciprocal among the members (Hillman & Dalziel, 

2003; Mohamad-Nor, Shafie, & Wan-Hussin, 2010).  

Based on agency theory, the members of the audit committee are delegated by the 

company‘s board to act on behalf of them through efficacious monitoring processes 

for bettering the interests of stakeholders. Hence, audit committee size would be a 

significant monitoring mechanism to reduce the agency costs and enhance the level 

of transparency and disclosure (Al-Moataz & Hussainey, 2012). More specifically, 
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the audit committees distribute the monitoring workload to their members. Thus, it is 

necessary to ensure that the audit committee has sufficient members and they are not 

overly burdened by assigned duties (including risk management) (Abdullah et al., 

2017). On the other hand, Vafeas (2005) argues that the small audit committees‘ size 

does not contain enough members to perform their duties; therefore, their monitoring 

role will be less effective. In line with that, the Jordanian corporate governance code 

suggests that an audit committee must encompass three directors at least. 

The empirical results have revealed that the number of members acting on an audit 

committee is positively linked with the corporate disclosure. In the context of Saudi 

Arabia, Al-Moataz and Hussainey (2012) found that the audit committee size is 

related to the extent of corporate disclosure practices. Felo et al. (2003) and Ho and 

Wong (2001) also revealed that the audit committee size is positively correlated with 

the quality of financial statements. Likewise, Li et al. (2008) demonstrated the 

positive connection between the intellectual capital disclosure and the size of the 

audit committee.  

By focusing on the risk disclosure, prior studies have exhibited inconsistent results 

concerning the connection between the corporate risk disclosure and the size of the 

audit committee. For instance, Al-Maghzom et al. (2016) showed that the audit 

committee size negatively affected the corporate risk disclosure. Likewise, Abdullah 

et al. (2017) found that the audit committee size does not seem to affect the voluntary 

risk management disclosure. Also, Elzahar and Hussainey (2012) revealed a 

statistically insignificant impact of the audit committee size on the narrative risk 

disclosure. Accordingly, based on the agency and resource dependence theories and 
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the mixed arguments mentioned above, a positive association is expected to exist 

between the audit committee size and the level of risk disclosure. Thus, the next 

hypothesis is formulated: 

H7: There is a positive relationship between audit committee size and the level of  

        risk disclosure. 

3.3.2.2 Audit Committee Meetings 

the meetings that are more frequent help in enhancing the audit committee‘s 

activities and ensure that it carries out its oversight duties effectively, thereby 

decreasing the agency problems and reducing the information asymmetry between 

large and minority shareholders (Allegrini & Greco, 2013; Katmon & Farooque, 

2017; Raghunandan & Rama, 2007). Also, agency theory suggests that regular 

meetings by the audit committee members keep the members better informed and 

more knowledgeable towards relevant accounting issues (Barakat & Hussainey, 

2011; Raghunandan et al., 2001). The frequent meetings probably give rise to better 

monitoring of risks (Tao & Hutchinson, 2013). In Jordan, the corporate governance 

code recommended the audit committees to hold at least four meetings annually, 

whereby four meetings during a year are perceived to be an effective tool to monitor 

the management and provide further disclosure (Beasley, Carcello, Hermanson, & 

Neal, 2010; Persons, 2009). 

Previous studies have provided practical evidence on the advantages of the audit 

committee‘s meetings frequency in terms of improving the corporate disclosure (Al-

Maghzom et al., 2016). For example, O‘Sullivan et al. (2008) found that the audit 

quality was associated positively with the choice to disseminate more forward-
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looking information via financial reports. Similarly, Felo and Solieri (2009) stated 

that firms with higher audit committee meetings frequencies are more efficient in 

improving the quality of the financial reporting compared with firms with lower 

audit committee meeting frequencies. In addition, Vafeas (2005) and Xie et al. 

(2003) reported that the frequent meetings of the audit committees have a positive 

association with the earning quality. Allegrini and Greco (2013), Kent and Stewart 

(2008), and Laksmana (2008) argue that the magnitude of the corporate disclosure 

has a positive relationship with the frequency of the audit committee meetings.  

With respect to the corporate risk disclosure, most studies such as Abdullah et al. 

(2017), Alkurdi et al. (2019), Zhang et al. (2013), and Barakat and Hussainey (2011) 

have shown that the increased frequency of meetings helps in easing the channelling 

of risk management information in a company and improves the risk disclosure. 

Based on agency theory and the discussion above, the present study predicts that 

more frequencies of the audit committee‘s meetings lead to better monitoring 

functions and more risk information. Therefore, the following hypothesis is 

formulated: 

H8: There is a positive relationship between frequent audit committee meetings and    

        the level of risk disclosure. 

3.3.2.3 Audit Committee Expertise 

The accounting experts serving in the audit committee may ensure an active system 

of internal controls, and subsequently contribute to enhance the financial reporting 

(Naiker & Sharma, 2009). Based on resource dependence theory, boards with 

valuable experience, knowledge, and expertise are perceived as an effective 
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monitoring mechanism and have more abilities to bring external resources (Hillman 

& Thomas, 2003). Based on agency theory, the audit committee with expertise and 

knowledge, such as accounting, finance, information technology, and others would 

reduce the agency costs as well as the agency problems by improving the audit 

committee‘s supervisory role (Fama & Jensen, 1983). Hence, the audit committee 

expertise makes the audit committee more effective in terms of monitoring the 

financial reporting and leading to reduced agency costs (Krishnan & Visvanthan, 

2008; Zhang, Zhou, & Zhou, 2007). In addition, the audit committee aims at 

performing the assigned tasks diligently, which requires its members to acquire more 

skills, expertise, and knowledge to produce the financial reporting with a high 

quality.  

Most previous studies, in line with agency and resource dependence theories, have 

confirmed the important role of the accounting and financial expertise of the audit 

committee‘s members in the financial reports quality. For instance, studies by Bedard 

and Gendron (2010), Carcello and Neal (2006), Bedard et al. (2004), Chen and 

Komal (2018), Dhaliwal et al. (2006), Felo et al. (2003), Ghafran and O'Sullivan 

(2017), Qin (2007), and Siam et al (2018) have revealed that the accounting financial 

expertise of the audit committee was related positively to the higher quality of the 

financial reporting. Besides, Abad and Bravo (2018) showed that the accounting 

expertise of the audit committee members was related with the corporate disclosure.  

The audit committee plays an important role in the risk management practices, which 

should have the expertise and time to ensure a high level of corporate risk disclosure 

(Abdullah et al., 2017; Fraser & Henry, 2007). Accordingly, based on agency and 
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resources dependence theories, regulations, and the above discussions, the audit 

committee‘s expertise is expected to increase the level of risk disclosure. Hence, the 

following hypothesis is proposed: 

H9: There is a positive relationship between accounting financial expertise on audit  

         committee and the level of risk disclosure. 

3.3.2.4 Overlapping of the Audit Committee Membership 

The audit committee members who are also in another committee would have more 

direct knowledge and will be an effective monitor (Habib & Bhuiyan, 2016; Liao & 

Hsu, 2012). According to resource dependence theory, the companies benefit from 

appointing members serving in multiple committees by bringing the expertise and 

knowledge gained from one committee and using this knowledge to enhance their 

monitoring roles in other committees. In this regard, there are common functions 

between the audit and risk committees (Hines, & Peters, 2015). For instance, the risk 

management committee is responsible for overseeing and managing the risk (Krus & 

Orowitz, 2009; Bates & Leclerc, 2009). As for the audit committee, it is responsible 

for the same oversight functions as well. Consequently, the overlapping between 

these committees could help to improve their members‘ efficiency. 

Departing from agency theory view, the contradictory objectives of the committees 

results in a weak coordination between these objectives, thereby leading to board‘s 

inconsistent decisions. However, the overlapped director could contribute in 

bettering the alignment of committees‘ interests and reducing the conflict among 

them (Hoitash & Hoitash, 2009). These overlapped members would provide more 

oversights of the financial reporting processes, thus leading to high-quality financial 
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reporting (Zheng & Cullinan, 2009). In their study, Ferris et al. (2003) found a 

positive relationship between the multiple directorships and firm‘s performance. 

Likewise, Jaafar and El-Shawa (2009) showed that multiple directorships positively 

and significantly affect the firm‘s performance in the Jordanian companies. 

In addition, Chandar et al. (2012), Furqaan et al. (2019), and Habib and Bhuiyan 

(2016) showed that firms with overlapping audit committees membership have  

financial reporting at a higher quality level compared to firms without this overlap. 

However, Kusnadi et al. (2016), Shankaraiah and Amiri (2017), and Velte (2017) 

have found a positive and insignificant relationship between the overlapping member 

and financial reporting quality. As a result, according to the agency and resource 

dependence theories and the above discussions, it is suggested that firms having 

committees comprising of the same individuals lead to an enhancement in the 

information disclosure of companies. Therefore, the following hypothesis is 

proposed: 

H10: There is a positive relationship between overlapping membership in the audit  

         committee and another committee and level of risk disclosure. 

3.3.3 Ownership Structure  

3.3.3.1 Institutional Ownership 

The institutional ownership is considered one of the fundamental corporate 

governance mechanisms (Shleifer, & Vishny, 1997). For example, the institutional 

investors have incentives to collect related information about investee‘s firms, 

including risk related information to safeguard their investments (Chung & Zhang, 

2011; Solomon et al., 2000). In addition, the institutional investors increase the level 
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of monitoring (Brickley et al., 1988), and perform a critical role to align the 

management‘s interests with the shareholders‘ interests (Solomon, 2010). Moreover, 

based on agency theory, the institutional investors have a key function in controlling 

the companies and the ability to oversee firms. Accordingly, this oversight facilitates 

mitigating the conflicts of interest that arise between the investors and the directors 

(Jensen & Meckling, 1976). Further, the institutional ownership has a high voting 

power, which plays an important role to monitor the managers (agents) and provide 

further disclosure (David & Kochhar, 1996).  

According to signalling theory‘s viewpoint, managers are also motivated to provide 

more risk disclosure to a wider range of nstitutional investors about their ability in 

managing these risk effectively (Abraham & Cox, 2007; Baroma, 2014; Hassan, 

2009), in order to attract them to invest in these companies. In addition, the managers 

are expected to provide disclosures, including those related to risk disclosure to 

satisfy the institutional shareholders‘ demands for information (Amran et al., 2009; 

Ntim et al., 2013). Moreover, the institutional stockholders may mitigate the level of 

the information asymmetry by performing their oversight role due to a close 

connection with the firms‘ management, and also preventing the withholding 

corporate risk information by the management (Cheng, Huang, & Luo, 2020; Taylor 

& Zhang, 2011).  

Most previous studies that explored the association between the institutional 

investors and corporate disclosure, have found a positive connection between the two 

variables. For instance, Agyei-Mensah and Buertey (2019), Ajinkya, Bhojraj, and 

Sengupta (2005), Barako et al. (2006), Bushee and Noe (2000), Chung and Zhang 
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(2011), El-Gazzar (1998). Guan et al. (2007), Jallow et al. (2012), Ntim et al. (2012), 

Mangena and Pike (2005), Nagata and Nguyen (2017), and Salem et al. (2019) have 

revealed that the level of the institutional ownership positively and significantly 

affects the corporate disclosure. Similarly, Ahmadi and Elbehi (2018), Elghaffar et 

al. (2019), Carmona et al. (2016), Kamaruzaman et al. (2019) and Mousa, and Elamir 

(2014) have showed that the institutional ownership significantly and positively 

affects the corporate risk disclosure. 

Nonetheless, few studies have resulted in inconsistent results. For example, Ntim et 

al. (2013) found that the institutional ownership had a negative association with the 

level of risk disclosure. Likewise, Abraham and Cox (2007) found that the risk 

disclosure was related negatively with long-term institutions ownership. In line with 

the majority of previous studies and based on agency theory, this study develops the 

following hypothesis: 

H11: There is a positive relationship between institutional ownership and the level  

          of risk disclosure. 

3.3.3.2 Foreign Ownership   

Based on agency theory, the foreign ownership could have a significant role in 

monitoring the management and aligning their benefits with them ( Khanna & 

Palepu, 1999), thus it is more likely affecting the disclosure practices in the firm 

(Elzahar & Hussainey, 2012; Eng & Mak, 2003). More specifically, the foreign 

ownership mitigates the agency cost, particularly in countries which are relatively 

small (Abor & Biekpe, 2007). In addition, the transparency of disclosure affects the 

perceptions of the investors as well as their willingness regarding investing in the 
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firm. The international capital mobility is linked with countries that have higher 

disclosure of valuable relevant accounting information (Young & Guenther, 2003). 

Based on the signalling theory, since public listed firms rely on external financial 

resources, they are stimulated to release further risk information to convey a good 

signal pertaining to their ability in managing the risks to outside investors to attract 

them to invest in their firms. 

The corporate disclosure by local companies is considered a key factor to attract 

foreign investors and motivate them to decide upon an investment in a local firm. 

Hence, the need for disclosure is more when the foreign investors hold a high ratio of 

shares (Haniffa & Cooke, 2002). However, foreign shareholders could suffer from 

information asymmetry due to language and law constraints and a lack of available 

information. Thus, increasing the levels of disclosure is considered an effective way 

to minimize the information asymmetry (Elgammal et al., 2018). It is worth 

mentioning that foreign investment is more moveable due to investing in several 

tradings in order to maintain the balance of foreign investors‘ portfolios. Thus, 

foreign investors need accurate and updated information to invest their funds in 

valuable opportunities and achieve fast returns (Nagata & Nguyen, 2017). As a 

result, Barako et al. (2006), Bokpin and Isshaq (2009), Haniffa and Cooke (2002, 

2005), Mangena and Tauringana (2007), and Nagata and Nguyen (2017) have 

indicated a significant association between the level of disclosures and foreign 

ownership.  

In this regard, the association between the foreign ownership and the corporate risk 

disclosure has been reported to have a positive relationship. For example, Elamer et 
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al. (2015) and Elgammal et al. (2018) revealed that companies with greater 

percentage of foreign ownership disclosed more risk information. In addition, 

Mohobbot (2005) reported that if there is a high number of foreign investors, more 

pressures are exerted on the corporate managers to release risk-related information. 

In another study, Miihkinen (2012) argues that firms with a high proportion of 

foreign ownership prefer frequent meetings with the shareholders to provide risk 

disclosure. Also, he indicated that the quality of risk disclosure is related with foreign 

ownership. Therefore, this study hypothesizes the following hypothesis: 

H12: There is a positive relationship between foreign ownership and the level of risk  

          disclosure. 

3.3.3.3 Family Ownership 

Family ownership is an important structure of ownership, particularly in developing 

economies and in the Middle East. Family owners have high ability to control 

corporate decisions by holding large proportion of share or serving on the board of 

directors. Hence, they can influence the disclosure of a firm toward their willingness 

(Chen et al., 2008). Family investors often have a longer investment horizon 

compared with other shareholders. Because of such horizon, the benefits accruing to 

shareholders when a company discloses more information are lower for family 

shareholders than other shareholders. This implies that the family investors‘ desire to 

information disclosed is relatively lower (Al-Akra & Hutchinson, 2013). Moreover, 

controlling family members will have great access to the relevant information of 

firm, consequently, lower need to public disclosure (Chau & Gray, 2010).  
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When family members control most shares, then they will communicate most risk 

information between each other by personal relationship without need to disclose 

these information in annual reports (Al-shammari, 2014; Ismail et al., 2014; 

Kamaruzaman et al., 2019). Along with that, Akhtaruddin et al. (2009), Chau and 

Gray (2010), Chen and Jaggi (2000), Fan and Wong (2002) and Ho and Wong 

(2001) found that the association between Family ownership and corporate 

disclosure is negative. Moreover, Al-shammari (2014), Ismail et al (2014) and 

Kamaruzaman et al (2019) indicated family ownership has a negative effect on the 

risk disclosure level. Agency theory posits that concentrated family owners are 

motivated to expropriate the minority shareholders‘ interests, and, therefore they 

have an incentive to weaken monitoring role of board and its committees (Fan & 

Wong, 2002; Jaggi et al., 2009). Based on agency theory and the competing 

arguments this study develops the following hypothesis: 

H13: There is a negative relationship between family ownership and the level of risk 

disclosure. 

3.3.4 The Moderating Effect of Family Ownership 

A moderator variable explains the weakness or the strength of the relationship 

between two variables (Bennett, 2000). According to Wu and Zumbo (2008), a 

moderator is a third variable that modifies a causal effect. Baron and Kenny (1986) 

stated that a moderator is a variable ―that affects the direction and/or strength of the 

relation between an independent or predictor variable and a dependent or criterion 

variable‖ (p. 1174). Thus, a moderator variable is often used when the results of 

previous studies are inconsistent. 
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It is widely believed that the families‘ concentrated ownership has an effective 

involvement in the companies‘ management that might strongly affect the board‘s 

decisions (Lokman, Mula, & Cotter, 2014) such as disclosure decisions. The 

potential effect of family ownership on the effectiveness of the corporate governance 

mechanisms regarding the extent to which they contribute actively in enhancing the 

risk disclosure level is still in question. Two contrasting theoretical views have been 

articulated with respect to the effect family ownership on management‘s tendency to 

disclose firm-related information. Some of them agree with the alignment 

hypothesis, given family members administer their firms, unique relationships 

develop between them and the owners who also often belong to the same family. 

Family firms expend great efforts to increase long-term assets to maintain the 

reputation and goodwill of the family, which in turn, mitigates agency costs 

(Bartholomeusz & Tanewski, 2006). Family values among family owners can 

promote love and loyalty of members for the firm (Chami, 1999; Kamardin, 2014). 

Given the close family relationship, family members have several streams for 

exchanges between each other, leading to improving their ability in monitoring the 

decision agents (Fama & Jensen, 1983). 

It is conjectured that, when ownership concentration is high, the interests of inside 

investors and outside investors will be converged. Family shareholders usually hold 

high concentrated equity and their wealth becomes tied to their ownership of the 

company (Al-Akra & Hutchinson, 2013). Based on agency theory, family 

relationships between managers (decision makers) and owners (residual claimants) 

contribute to mitigating Type 1 agency problems among them because they are the 

same (Fama & Jensen, 1983; McConaughy, Walker, Henderson, & Mishra, 1998). 
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As their greater access to a company‘s information, family owners are better able to 

monitor management effectively, in turn, reducing agency problems between 

managers and shareholders (Ghosh & Tang, 2015; Villalonga & Amit 2006). 

Moreover, according to signalling theory, family-owned firms may try to signal their 

good performance and managerial abilities in managing risks successfully to 

investors in order to attract them to invest in their firms (Alkhawaldeh, 2012). 

Therefore, the dissemination of risk information via annual reports may play a crutial 

role to achieve that.  

Family involvement creates better monitoring of management, a longer investment 

horizon and less information asymmetry between managers and owners (Chen et al., 

2008). Moreover, the sustainable and long-term presence of family owners in a 

company and their desire to protect the family name stimulate them to discipline and 

monitor managers (DeAngelo & DeAngelo, 1985; Wang, 2006). Hence, the rationale 

is that family companies have great incentives to utilise corporate risk disclosure as a 

means of reducing information asymmetry and maintaining their reputation and 

legitimacy. Ali et al. (2007) also concluded that family firms have high-quality 

financial reporting. Al-Akra and Hutchinson (2013) found that family companies 

comply more fully with the requirements of mandatory disclosure than do non-family 

companies in Jordan. 

The other point of view, increasing owners‘ holdings, contributes to a convergence 

of the interests of management and outside shareholders (Songini & Gnan, 2015), 

and then reducing the need for corporate governance mechanisms (Abdullatif & Al-

khadash, 2010; Zraiq & Fadzil, 2018b), which in turn affects the amount of 

disclosure (Chau, & Gray, 2010). Family control of a company is likely to cause 
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Type II agency problems, such as conflicting interests between majority and minority 

investors (Anderson & Reeb, 2004; Duréndez, & Madrid-Guijarro, 2018; Kuo & 

Hung, 2012). Controlling families are motivated to expropriate the minority 

shareholders‘ interests, and therefore they have an incentive to weaken the 

monitoring role of the board and its committees (Fan & Wong, 2002; Jaggi et al., 

2009).  

Family ownership has unique attributes, with a lower willingness for disclosure than 

other owners. Akhtaruddin et al (2009), Chen and Jaggi (2000) and Jaggi and Leung 

(2007) studied the correlation between the corporate board, creating audit 

committees and corporate disclosure. They documented that the disclosure levels 

were lower for firms controlled by families than for those not controlled by families. 

They also found that family control has a negative effect on the level of voluntary 

disclosure. Chau and Leung (2006) studied the connection between family ownership 

and the presence of an audit committee, finding a negative association. Al-shammari 

(2014a), Ismail et al. (2014) and Kamaruzaman et al. (2019) indicated that family 

ownership negatively affects on the level of risk disclosure. Therefore, this gives 

signal about potential effect of family ownership on a board‘s decision to disclose 

risk information.  

Controlling family members have wide access to information about the firm and 

those owners do not mainly rely on general disclosure because the family can control 

corporate decisions through their large proportion of shares or serving on the board 

of directors (Chen et al., 2008). Hence, they have less incentive to provide more 

information (Kamaruzaman et al., 2019), which in turn, reduces the level of public 

disclosure (Al-shammari, 2014a; Chau & Gray, 2010). In countries in which families 
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have substantial equity holdings, the owners will select family members to serve on 

the boards and will have strong enough voting power to elect a director, a chairman 

or a CEO (Anderson & Reeb, 2003). This in turn, reduces the efficiency of a 

directors‘ monitoring role even though they are many (large board‘s and audit 

committee‘s size) because the directors, who may be family members, are grateful to 

firms management and they are more likely to agree with the family members‘ 

wishes (Abdullah & Ismail, 2016; Jensen & Meckling, 1976), especially if family 

owners have authority to appoint and dismiss them (Jaggi et al., 2009).  

The main goal in family firms is strengthening family relationships and safeguarding 

the family‘s fortune (Bertrand & Schoar, 2006), which is more important than 

supervising management or protecting minority shareholders‘ interests. Same goes to 

Jordanian society, where the company‘s name is very tied to the family‘s reputation 

(Alhababsah, 2016; 2019). Jordanian families feel shame if their companies fail, and 

they will be exposed to gloating of competitors, which in turn leads to deliberately 

conceal risk information that threaten their firms in order to show the firms in a good 

position. Consequently, in this pattern of ownership, the effectiveness of board of 

directors (including politicians and foreigners) is restricted by family domination, 

influencing board and audit committee decisions (Abdullah & Ismail, 2016; Carter, 

D'Souza, Simkins, & Simpson, 2010). Moreover, when family members control most 

shares, they will communicate most risk information among themselves without 

needing to disclose them in annual reports or official meetings (board and audit 

committee meetings) (Al-shammari, 2014a; Ismail et al., 2014; Kamaruzaman et al., 

2019), again reducing the effectiveness of such meetings. Under these circumstances, 
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other stakeholders will not receive relevant risk information via annual statements 

(Konishi & Ali, 2007). 

CEO duality is a common occurrence in family firms (Kamardin, 2014). As it is 

mentioned above, family owners have voting rights to nominate a chairman or a 

CEO of the company (Anderson and Reeb, 2003), who is usually a dominant family 

member (Ho & Wong, 2001; Jaggi et al., 2009), or they may select one person to 

occupy the two positions (CEO duality). Even though the CEO is not a family 

members, he/she is recruited by family directors, implying that family members 

restrict the CEO‘s decisions (Jaggi et al., 2009; Li & Hung, 2013), and this problem 

is exacerbated when the CEO is also chairman simultaneously. Nevertheless, 

McConaughy et al. (1998) revealed that CEOs with family ties manage their 

companies more effectively than do other CEOs. Rubino, Tenuta and Cambrea 

(2017) showed that the CEOs duality positively affect on the family firms value. 

They argued that the integration of the two roles in one family member mitigates the 

conflicts of interests between them. 

Family-owned firms tend to appoint expert directors in order to benefit from their 

expertise and knowledge on strategic decisions, rather than exploiting their 

experience in controlling financial reporting processes (Anderson & Reeb, 2004; 

Jaggi et al., 2009; Johnson, Daily, & Ellstrand, 1996), which might influence the 

advisory role of board experts over disclosure decisions. Since family members have 

direct access to information, the firm does not have to afford extra monitoring costs 

of appointing outside expert directors (Chau & Gray, 2010; Ismail et al., 2014). 

Moreover, family owners serving on the board usually have insufficient 
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qualifications, skills and experience, with an adverse effect on the information 

disclosed (Sciascia & Mazzola, 2008). 

Exploring whether family ownership has a moderator role on the relationship 

between risk disclosure and political connections is a crucial issue, where, both 

characteristics (family ownership and political connection) have commonly been 

seen to be effective factors on the corporate disclosure. Hashmi et al. (2018) revealed 

that family ownership mitigates the negative effect of political ties on the earnings 

quality, because it reduces the negative consequences caused by political connection 

and gets better earnings quality. According to Bona-Sánchez, Pérez-Alemán and 

Santana-Martín (2019), the existence of political connections on the board might 

increase the information asymmetry because of the potential deals between them 

(insiders directors and politicians), which may be preferred to be confidential (Fan & 

Wong, 2002; Bona‐Sánchez, Pérez‐Alemán, & Santana‐Martín, 2014). Nevertheless, 

family company with discriminatory characteristics, for example, their high 

proportion of shares and long-term investment horizons, probably take advantage of 

the political connections for beneficial purposes that enhance the effectiveness of the 

board (Anderson & Reeb, 2003; Villalonga & Amit, 2006), leading to a positive 

effect on financial reporting quality by addressing information asymmetry problem. 

Based on the above discussion, the argument can be advanced that high family 

ownership might influence managers in relation to release risk information. As a 

result, these firms have a different perception of corporate risk disclosure. Family 

ownership is common in Jordan (Al-Akra & Hutchinson, 2013; Alkhawaldeh, 2012; 

Haddad et al., 2015; Zraiq & Fadzil, 2018b), where the average of family‘s control 

position in the top 48 listed firms is approximately 30% (ROSC, 2005). About 40% 
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of all Jordanian listed companies are family firms (Bataineh, 2016; Bataineh et al., 

2018). These distinguishing features may affect internal corporate governance 

mechanisms (i.e., the audit committee and the board of directors), influencing the 

disclosure choices of such firms (Chen et al., 2008). In addition, ownership-

management separation is limited in Jordanian firms, and major shareholders 

commonly occupy the position of the board‘s head while also serving as the general 

manager of the firm (Abdullatif & Al-Khadash, 2010). Thus, Jordanian firms 

(including listed companies) are more prone to be dominated by family members and 

with limited managerial responsibility (Abdullatif & Al-khadash, 2010). 

Haddad et al. (2015) explored the effect of the domination of family on the board of 

directors on the level of disclosure for listed firms in Jordan. They showed that 

family domination was a key factor in interpreting and explaining the variations in 

corporate disclosure levels. Al-Sraheen and Al Daoud (2018) and Idris, Siam and 

Nassar (2018) found that family ownership moderates the relationship between board 

of directors‘ independence and earnings management in Jordan. Likewise, Makhlouf, 

Laili, Ramli, Al-Sufy and Basah (2018) found that family control moderates the 

association between the board of directors‘ effectiveness and the performance of 

Jordanian firms. Therefore, the current study examines the moderating effect of 

family ownership on the relationship between internal corporate governance 

mechanisms (board of directors and audit committee characteristics) and the level of 

risk disclosure. Thus, this study develops the hypotheses as follows: 

H14a: Family ownership moderates the relationship between the board size and the 

level of risk disclosure. 

H14b: Family ownership moderates the relationship between the frequency of board 

meetings and the level of risk disclosure. 



 

 

 177 

H14c: Family ownership moderates the relationship between CEO duality and level 

of risk disclosure. 

H14d: Family ownership moderates the relationship between board expertise and 

the level of risk disclosure. 

H14e: Family ownership moderates the relationship between political connection 

and the level of risk disclosure. 

H14f: Family ownership moderates the relationship between foreign directors and 

the level of risk disclosure. 

H14g: Family ownership moderates the relationship between audit committee size 

and the level of risk disclosure. 

H14h: Family ownership moderates the relationship between the frequency of audit 

committee meetings and the level of risk disclosure. 

H14i: Family ownership moderates the relationship between audit committee 

expertise and the level of risk disclosure. 

H14j: Family ownership moderates the relationship between overlapping 

membership on audit committee and another committees and level of risk 

disclosure. 

3.4 Control Variables  

3.4.1 Firm Size 

The company‘s size could be an important variable to explain the variation in the 

corporate disclosure (Al-Shammari, 2014b). More specifically, a large company is 

characterized by more complex and more various operations, which would result in a 

higher risk, thereby leading to higher asymmetric information (Jensen & Meckling, 

1976; Khlif & Hussainey, 2016; Watts & Zimmerman, 1986). Hence, the rationale 

implies that large companies have great incentives to utilize the corporate risk 

disclosure as a means of reducing the information asymmetry and maintaining their 

reputation and legitimacy (Al-Shammari, 2014b; Mokhtar & Mellett, 2013; Oliveira 

et al., 2011). Consequently, the large corporation is anticipated to provide a greater 

level of risk-related information to explain its level of returns compared to smaller 
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corporations, thus reducing the political sensitivity and improving the investor‘s 

confidence (Hassan, 2009). Based on signalling theory, larger firms often depend on 

external financing. Therefore, they are encouraged to provide more corporate risk 

disclosures to transmit a good impression to stakeholders concerning their ability in 

managing risks (Al-Shammari, 2014b).  

In the context of risk disclosure research, Abraham and Cox (2007), Amran et al. 

(2009), Al-Shammari (2014b), Konishi and Ali (2007), Mohobbot (2005), and 

Shrives and Linsley (2003) have showed a positive connection between the firm‘s 

size and risk disclosure. Conversely, Hassan (2009) revealed that the relationship 

between the two variables is insignificant. In the same contex, Aljifri and Hussainey 

(2007) revealed an insignificant correlation between the firm‘s size and the corporate 

disclosure of forward-looking information in the UAE firms. Hence, the current 

study utilized the firm size as a control variable with an association expected in the 

level of risk disclosures. 

3.4.2 Type of Sector 

Signalling theory has proposed the effect of industry variable on disclosure 

(Inchausti, 1997; Rajab & Handley-Schachler, 2009). That is, the type of sector is 

one possible explanatory variable for risk disclosure level in financial reporting in 

which different and unique constraints of business environments might affect 

different industries. As a result, levels of corporate risk disclosure might be different 

among sectors depending on the extent of risk level in each sector (Elzahar & 

Hussainey, 2012). Thus, the type of sector may have an important effect on the 
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nature and magnitude of risk information disclosed by firms (Rajab & Handley-

Schachler, 2009). 

However, the findings on the association between the sector type and disclosure have 

shown mixed results. For instance, Cooke (1992) stated that significant associations 

exist between the type of industry and the level of disclosure in Japanese 

manufacturing companies. On the other hand, Rajab and Handley-Schachler (2009) 

revealed that the industry type was significantly and positively related to the risk 

information that companies disclose. Likewise, Mangena and Pike (2005) reported a 

significant correlation between the type of sector and the corporate disclosure. 

However, in another study, Beretta and Bozzolan (2004) found no significant 

association between the industry type and the corporate disclosure. Similarly, Aljifri 

and Hussainey (2007) revealed that the sector type had an insignificant correlation 

with the disclosure level of forward-looking information in the UAE companies. As a 

result, the current study used the type of sector as a control variable that may 

influence the risk disclosures of firms. 

3.4.3 Audit Firm Type 

Big international auditing firms have dominated the accounting profession (Hassan, 

2009), and prior studies have utilized the auditor‘s size to study the determinants of 

disclosures (Aljifri & Hussainey, 2007). More specifically, the agency theory posits 

that large audit firms have a greater opportunity to provide more assurance to the 

shareholders (Wallace & Naser, 1995). Also, Geiger and Rama (2006) showed that 

big audit firms provide high-quality reports in terms of producing lower 

misstatements compared with non-big audit firms. 
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The use of Big Four audit firms (Deloitte, PricewatershouseCoopers, Ernst & Young, 

and KPMG) reflects an increased need of firms for high-quality financial reports 

(Watts & Zimmerman, 1986). The majority of prior studies that have investigated the 

correlation between the big audit firms and the corporate disclosure levels have 

provided a positive association with disclosure. In their study for example, Patton 

and Zelenka (1997) showed that big audit firms are normally believed to improve the 

stockholders‘ confidence and financial reporting credibility. Another study by 

Mokhtar and Mellett (2013) suggested that the auditor type is an essential 

determinant of the corporate risk disclosure practices. Oliveira et al. (2011), in 

examining the connection between the type of the auditor and the corporate risk 

disclosure, reported a positive connection between the two variables. Similarly, Al-

Shammari (2014b) illustrated that the corporate risk disclosure was associated 

positively with the auditor type. As a result, the current study adopted the audit firm 

type as a potential control variable that may affect the firm‘s risk disclosures. 

3.4.4 Leverage 

Highly leveraged firms are likely to have a higher agency cost; therefore, companies 

should disclose greater information to meet the creditors‘ needs (Jensen & Meckling, 

1976). Based on the signalling theory, companies with high leverage have a tendency 

to give more risk-associated information in order to transmit a positive indication to 

debt holders with respect to the ability of firms to meet their obligations (Naser et al., 

2002), and they therefore disclose more voluntary information. Prior literature has 

documented that leverage leads to enhance the disclosure level, whereby Eng and 
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Mak (2003) and Ho and Wong (2001) found that leverage was positively connected 

with the voluntary disclosure level.  

The correlation between leverage and risk disclosure practices in previous studies 

was found inconsistent. For example, Linsley and Shrives (2006), Abraham and Cox 

(2007), Konishi and Ali (2007), Rajab and Handley-Schachler (2009), Elzahar and 

Hussainey (2012), Miihkinen (2012), and Ntim et al. (2013) have found an 

insignificant relationship between leverage and risk disclosure. In contrast, Hassan 

(2009) and Taylor, Tower and Neilson (2010) have found a positive relationship 

between the two variables; therefore, the current study used leverage as a control 

variable. 

3.5 Chapter Summary 

This chapter has discussed the theoretical framework that underlies the hypotheses 

used in this study. After that, the hypotheses development was introduced. The 

rationality of how the family ownership was used as a moderator has been also 

explained. In addition, this chapter presented the controls variables used in the 

current study to achieve its objectives. 
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CHAPTER FOUR 

RESEARCH METHODOLOGY 

4.1 Introduction 

This chapter aims to provide an explanation of the procedures and methods used in 

this study. The population and data collection sources are provided in section 4.2. 

Section 4.3 presented the unit of Analysis, while the measurement of the dependent 

and independent variables as well as the measurement of control variables are 

explained in Section 4.4. This is followed by section 4.5, which explains the 

statistical analysis technique. Section 4.6 discusses the study‘s models. Finally, 

section 4.7 summarizes the chapter. 

4.2 Population and Data Collection 

This section explains the population of the study and the sources of data collection. 

4.2.1 Population 

This study covered a 4 years period from 2014 to 2017. The corporate governance 

code was introduced in Jordan in 2009. Hence, the year 2014 was chosen to give 

sufficient time for Jordanian companies to prepare themselves in understanding and 

implementing the code. Therefore, it is very important investigating the extent to 

which the establishment of the corporate governance code (2009) has improved the 

corporate governance over a five years period. The 2017 year was chosen due to the 

revision of the corporate governance code by the Jordanian Securities Commission in 

that year. Hence, the current study focused on the old corporate governance code.  
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The firms in Jordan are divided into three sectors: financial, industrial, and services 

sectors. The current study covered two of the three sectors - industrial and services, 

which were 105 firms (56 and 49 firms. respectively) in 2017 (ASE, 2017). 

However, the firms in the financial sector were excluded because they have different 

codes of corporate governance that the Central Bank of Jordan and the Insurance 

Commission issued (Al-Akra et al., 2009). In addition, the financial sector businesses 

have specific characteristics and different frameworks for disclosure practices that 

are applicable to them (Elzahar et al., 2015). Furthermore, 11 firms were excluded 

since they have incomplete data or their annual statements were not available during 

the entire period of study. Therefore, the final sample included 376 Jordanian listed 

firms‘ annual reports (94 firms multiplied by 4 years). 

Table 4.1  

Summary of Study Sample 

Population from 2014- 2017 

Industrial companies 56 

Service companies 49 

Total sample (Non-financial companies) 105 

Less:   

Companies with incomplete data  11 

Final sample 94 

Total observations for four years (94 companies *4 years) 376 

4.2.2 Data Collection Sources 

To achieve the objectives of this study, this study follows the quantitative research 

approach. Also, secondary data were used to test the relationship between the 

corporate governance and the corporate risk disclosure. In addition, this study 

employed the annual financial reports as the major source of information during the 

period from 2014 to 2017 because of their availability and broad coverage (Neifar & 

Jarboui, 2018). As mentioned earlier, regarding the level of corporate risk disclosure, 
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this study adopted the content analysis as a measurement of the corporate risk 

disclosure in the annual reports of the Jordanian companies. 

4.3 Unit of Analysis 

In the current study, the unit analysis was the Jordanian listed companies in the 

industrial and services sectors. 

4.4 Measurement of the Variables  

4.4.1 Measurement of Risk Disclosure   

Content analysis is an effective tool to summarise and analyse a quantitative data in 

written documents (Neuendorf, 2002). This method is adopted here due to its 

advantages mentioned in the previous chapter as well as the aim of this study is to 

examine the level or nature of risk disclosure regardless of the quality of corporate 

risk disclosures (Amran et al., 2009; Elzahar & Hussainey, 2012; Linsley & Shrives, 

2006; Mokhtar & Mellett, 2013). The current study uses the sentence as a coding unit 

because a word is the smallest unit in a sentence and cannot clearly convey an idea or 

message on its own out of context (Amran et al., 2009; Linsley & Shrives, 2006). 

Over and above that, it is also difficult to identify whether a word refers to risk 

disclosure or not (Amran et al., 2009; Aryani & Hussainey, 2017; Ivers, 1991; 

Linsley & Shrives, 2006; Milne & Adler, 1999; Mokhtar & Mellett, 2013). Even 

though the words can be counted accurately, it is difficult to classify them in certain 

categories unless a reference is made to the sentence (Moumen et al., 2015; 

Unerman; 2000). 
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The current study computes the number of risk sentences from the entire annual 

report, rather than focusing on particular sections of the report (Elshandidy et al., 

2015). This study has adopted the broad definition of Linsley and Shrives (2006) 

following the example of numerous risk disclosure researchers (e.g., Abraham & 

Cox, 2007; Ali & Taylor, 2014; Amran et al., 2009; Aryani & Hussainey, 2017; 

Dobler et al., 2011; Elshandidy et al., 2013; Elzahar & Hussainey, 2012; Konishi & 

Ali, 2007; Linsley & Shrives, 2006; Mokhtar & Mellett, 2013; Oliveira et al., 2018; 

Salem et al., 2019) to identify the risk-related sentences which inform the reader 

whether ―any opportunity or prospect, or of any hazard, danger, harm, threat or 

exposure, has already impacted upon the company or may impact upon the company 

in the future or of the management of any such opportunity, prospect, hazard, harm, 

threat or exposure‖ (Linsley & Shrives, 2006, p. 388).  

This involves adopting the set of decision rules developed by Linsley and Shrives 

(2006) and Konishi and Ali (2007) (see Appendix B) to clarify the content analysis 

procedures in order to ensure the reliability of measurement and reduce variation of 

the results by distinguishing the risk information in the annual reports (Salem et al., 

2019). Hence, disclosures should be explicit, not implicit. If any disclosure is 

ambiguous it is not considered as a risk disclosure. Any repeated disclosure is 

counted as a risk-disclosure sentence whenever it is mentioned (Elzahar & 

Hussainey, 2012; Linsley & Shrives, 2006; Mousa & Elamir, 2013). Furthermore, to 

minimise subjective judgement, pictures and images (e.g., diagrams, charts and their 

captions) are excluded (Ali & Taylor, 2014; Frost & Wilmshurst, 2000). This study 

calculates a final risk disclosure score for each company by gathering the number of 
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risk-related sentences in their annual reports of Jordanian companies (Elzahar & 

Hussainey, 2012). 

Afterward, to ensure the validity of the coding processes for risk disclosure, this 

study employs the risk categories proposed by Linsley and Shrives (2006) and used 

in many risk disclosure studies (e.g., Ibrahim et al., 2019; Amran et al., 2009; 

Elzahar & Hussainey, 2012; Mokhtar & Mellett, 2013; Moumen et al., 2015; 

Moumen et al., 2016; Oliveira et al., 2018). Based on Linsley and Shrives‘ coding 

grids (2006), the risk disclosure sentences are classified according to their type and 

semantics into group of categories. If a sentence has more than one possible 

classification, it is placed in the category that is most emphasised within the 

sentence. The disclosure index (Appendix A) contains six categories that were 

defined earlier in the previous chapter as follows: 

 Financial risk. 

 Operational risk. 

 Empowerment risk. 

 Information processing and technology risk. 

 Integrity risk. 

 Strategic risk. 

Previous studies have used either automatic or manual methods for content analysis 

or have combined the two methods (Al-Maghzom et al., 2016). Automatic methods 

are preferable when the sample size is larger. Furthermore, most annual reports of 

Jordanian firms are scanned files. Thus, it is difficult to convert from scanned to PDF 

files. Manual method requires considering and reading the full text to extract the 
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relevant information leading to produce an accurate outcome (Mousa & Elamir, 

2013). Humans can judge the meaning of statements in context better than 

computers, and more effectively and flexibly (Deumes, 2008). Moreover, several 

studies have used the manual method of content analysis (e.g., Beretta & Bozzolan, 

2004; Linsley & Shrives, 2006), as does this study.  

In conclusion, the conceptual framework of content analysis involves a number of 

phases (Weber, 1985; Wolfe, 1991): the research question, texts, the coding unit, the 

disclosure categories, and the coding mode. In this study these phases are as follows:  

 The research question: the measurement of the level of risk disclosure. 

 The texts: annual reports. 

 The coding unit: sentences. 

 Disclosure categories: financial risk, operational risk, empowerment risk, 

information processing and technology risk, integrity risk, strategic risk. 

 The coding mode is the manual method. 

4.4.2 Measurement of the Board of Directors  

Due to the significant characteristics of the board of directors, the present study 

utilized the following measurements of the characteristics of the board of directors. 

Board Size 

Board size is defined as the number of directors on the board (Minton et al., 2014). 

More specifically, the board size is measured as the total number of members serving 
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on the board of directors, following the example of numerous studies such as Allini 

et al. (2016) and Ismail et al. (2008). 

Board Meeting 

The board meeting frequency is calculated as the number of board‘s meetings held in 

a year. Many previous studies have used this metric as a proxy for the meetings of 

the board of directors (Barros et al., 2013; Allini et al., 2016; Xie et al., 2003). 

CEO Duality 

The role duality occurs when the chief executive officer (CEO) has the position of 

the chairman at the same time (Elzahar & Hussainey, 2012). To measure CEO 

duality, a score of one (1) is assigned if the same person occupies the position of the 

chairman and the CEO. Otherwise, a score of 0 is assigned (Li et al., 2008; Peng, 

Zhang & Li, 2007). 

Board Expertise 

The board expertise is the percentage of the board of director‘s members who occupy 

an accounting or/and financial job and have an academic qualification in accounting 

or finance fields. This is measured by the number of members of the board with 

financial or accounting expertise divided by the total number of the board of 

directors (Allini et al., 2016; Bedard et al., 2004). 

Political Connection 

The company is considered politically connected if at minimum one member of its 

board of directors is or was a joint in a political party, from the royal family, has a 

governmental position (e.g., a prime minister, a member of the parliament, an 



 

 

 189 

ambassador, a senior military officer, and a minister) or has a political past position 

(Al-Sraheen et al., 2019; Boubakri et al., 2008; Maaloul, Chakroun, & Yahyaoui, 

2018; Tessema, 2019). The measurement of the political connection is the 

representation of the political connections within the company. This variable is a 

dummy variable; one is for companies that have political connections and 0 is for 

otherwise (Ariningrum & Diyanty, 2017; Rahman & Ismail, 2016; Rahman, Jamil, & 

Ismail, 2019). 

Foreign Directors 

Foreign directors are directors coming from other countries (regions) (Du et al., 

2017). This study measured the foreign directors by means of an indicator variable 

taking the value of one (1) if the board of directors has at least one foreign director 

and 0 if it is otherwise (Choi, Park, & Yoo, 2007; Du et al., 2017; Estélyi & Nisar, 

2016; Miletkov et al., 2017).  

4.4.3 Measurement of the Audit Committee 

The current study adopted the following measurements of the audit committee‘s 

characteristics. 

Audit Committee Size 

The number of the audit committee members has been used as a metric for the audit 

committee size (Elzahar & Hussainey, 2012; Madawaki & Amran, 2013; Xie et al., 

2003). 
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Audit Committee Meetings 

The audit committee is a supervision committee serving under the board of directors. 

The number of the meetings of the audit committee held during the year has been 

used as a metric for the audit committee‘s meetings (Abdullah et al., 2017; Ismail et 

al., 2008; Kikhia, 2014).  

Audit Committee Expertise 

The measurement of audit committee expertise is the audit committee members who 

occupy an accounting or/and financial job and have an academic qualification in 

finance or accounting (Abad & Bravo, 2018). It is measured by an indicator variable 

equal to one (1) if at least one of the audit committee members, occupying an 

accounting or/and financial job, has an academic qualification in accounting or 

finance fields,  and 0 if it is otherwise (Abad & Bravo, 2018; Bedard et al., 2004; 

Soliman & Ragab, 2014). 

Overlapping of Audit Committee Membership 

The overlapped director is defined as the board member serving on multiple 

committees of the board at the same time (Laux & Laux, 2009; Zheng & Cullinan, 

2010). This takes a value of one if at least one audit committee member is a member 

of another subcommittee, and it takes zero if it is otherwise (Chandar et al., 2012; 

Liao & Hsu, 2013). 

4.4.4 Measurement of Ownership Structure 

Amman Stock Exchange requires Jordanian companies to disclose the details of 

ownership structure in three sections, which are major shareholders‘ ownership who 
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hold 5% or more of the firm‘s shares, directors‘ ownership, and ownership of 

directors‘ relatives. Therefore, based on the available data of ownership structure, the 

present study is restricted to measure the types of ownership structure within the 

aforementioned sections as follows: 

Institutional Ownership 

Institutional investors have incentives to collect related information about investee‘s 

firms, including risk related information (Solomon et al., 2000). In this study, the 

institutional ownership was measured as percentage of shares owned by institutions 

of the total number of shares issued, following Barako et al. (2006), Elzahar and 

Hussainey (2012), Haniffa and Cooke (2002) and Mousa and Elamir (2014). The 

institutional investors include shares owned through banks, social security 

corporation, insurance companies, pension funds, and other funds (Al-Fayoumi, 

Abuzayed, & Alexander, 2010; Alkhawaldeh, 2012; Beretta & Bozzolan, 2004; 

Mousa & Elamir, 2014). 

Foreign Ownership 

Foreign ownership has been defined as the shares owned by foreign owners 

(Miihkinen, 2013). In the current study, foreign ownership was measured by the 

percentage of shares owned by foreigners of the total number of shares issued 

(Alkhawaldeh, 2012; Barako et al., 2006; Haniffa & Cooke, 2002; Mousa & Elamir, 

2014; Nekhili et al., 2012). 

Family Ownership 

Family ownership is considered the most common type of ownership in Jordan. The 

average of control positions in the hand of family members in the top 48 listed firms 
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is about 30% (ROSC, 2005). The current study measured family ownership by the 

proportion of shares owned by family members of the total number of shares issued 

(Al-Akra & Hutchinson, 2013; Alkhawaldeh, 2012; Chau & Gray, 2010). Based on 

Jordanian corporate governance code and following to Jaggi et al. (2009) and 

Kamardin (2014), the family relationships in the corporations have been identified as 

the members who are related by either blood or marriage, such as: parents, husbands, 

wives, sons, daughters/their spouses, brothers, sisters/their spouses, nieces, and 

nephews. 

4.4.5 Measurements of Control Variables 

Firm Size 

The size of the firm is measured by the natural log of total assets (Huafang & 

Jianguo, 2007; Lee, 2007; Ali & Taylor, 2014). 

Type of Sector 

To examine the impact of the type of sector on the risk disclosure in financial 

reports, the companies have been categorised into two sectors, namely the service 

sector and the industrial sector. This categorization is measured by the dummy 

variable one (1) if the firms belong to an industrial sector, and is measured by the 

dummy variable (0) if the firms belong to a service sector (Elzahar & Hussainey, 

2012). 

Audit Firm Type 

The audit firm‘s type is measured by the dummy variable; one (1) is in cases in 

which the external auditor is a Big Four audit firm (PricewaterhouseCoopers, 
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Deloitte & Touche, Ernst & Young, and KPMG), and the score is 0 if it is otherwise 

(Ali & Taylor, 2014; Barako et al., 2006; Huafang & Jianguo, 2007; Ismail et al., 

2008). 

Leverage 

In this study, leverage was measured by the ratio of the total debt to the total assets 

(Allini et al., 2016; Eng & Mak, 2003; Hassan, 2009). 

4.5 Statistical Analysis 

This study used several statistical tests to investigate the relationship between the 

corporate governance mechanisms and the corporate risk disclosure. The study 

conducted such statistical tests through STATA software version 14. The diagnostic 

tests of the regression were performed to verify the qualification of the data panel by 

testing the assumptions of the multiple regressions (normality, outliers, linearity, 

multicollinearity, heteroscedasticity, and autocorrelation). In order to determine the 

appropriate model for this, the Lagrange Multiplier test (LM) was used to select 

between the random effect and pooled OLS models. Afterward, The Hausman 

specification test is used to select between fixed and random models. The multiple 

regression analysis was used to analyse the relationship between the independent 

variables and the dependent variables. In addition, the current study used the multiple 

regression analysis to examine the effect of the moderating variable, which is the 

family ownership, on the relationship between the corporate governance and the 

level of the corporate risk disclosure. Finally, additional tests were conducted to 

ensure the robustness of the study‘s results. 
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4.6 Regression Analysis Models 

In this study, two models were used to examine the impact of corporate governance 

mechanisms on the level of corporate risk disclosure. 

Model 1: Multiple regression analysis was used to investigate the relationship 

between corporate governance mechanisms and the level of risk disclosure in 

Jordanian listed companies. 

CRDit=β0+β1BSIZit+β2BMit+β3CEOit+β4BEXPERTit+β5POLit+β6FORDit

+β7ACSIZit+β8ACMit+β9ACEXPERTit+β10OVERit+β11IOWit+β12FOWit+ 

β13FAWit +β14SIZEit+β15SCTRit+β16BIG4it+β17LEVERit+ε it 

 

Model 2: This study conducted multiple regression analysis to examine the 

moderating effect of family ownership on the relationship between corporate 

governance mechanisms and the level of risk disclosure in Jordanian listed 

companies. 

CRDit=β0+β1BSIZit+β2BMit+β3CEOit+β4BEXPERTit+β5POLit+β6FORDit

+β7ACSIZit+β8ACMit+β9ACEXPERTit+β10OVERit+β11IOWit+β12FOWit+

β13SIZEit+β14SCTRit+β15BIG4it+β16LEVERit+β17(FAW*BSIZ)it+β18(FA

W*BM)it+β19(FAW*CEO)it+β20(FAW*BEXPERT)it+β21(FAW*POL)it+

β22(FAW*FORD)it+β23(FAW*ACSIZ)it+β24(FAW*ACM)it+β25(FAW*A

CEXPERT)it+β26(FAW*OVER)it+ε it 

 

Where:   

For each company (i) and each year (t).    
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Table 4.2 

Measurement of Variables  

Acronym Variables  Measurement  Sources of Measures 

CRD Corporate 

Risk 

Disclosure 

Measured by number of risk-

related sentences exist in the 

annual reports of Jordanian 

companies. 

Amran et al. (2009), 

Elzahar and Hussainey 

(2012) and Linsley and 

Shrives (2006). 

BSIZ         Board Size Measured by total number of 

board of directors. 

Allini et al. (2016) and 

Ismail et al. (2008). 

BM             Board 

Meeting  

 

Measured by the number of 

board meetings held during the 

financial year. 

 

Barros et al. (2013), 

Allini et al. (2016) and 

Xie et al. (2003). 

CEO CEO Duality Measured by 1 if CEO-

Chairman roles combined; 0 if 

separated. 

Li et al. (2008) and 

Peng, Zhang and Li 

(2007). 

BEXPERT   Board 

Expertise 

Measured by proportion of 

board members with financial 

or/and accounting expertise to 

total board members. 

Allini et al. (2016) and 

Bedard et al. (2004). 

POL Political 

Connection 

Measured by a dummy variable, 

one for companies that have 

political connections and 0 

otherwise.  

Ariningrum and 

Diyanty (2017), 

Rahman and Ismail 

(2016) and Rahman et 

al. (2019). 

FORD Foreign 

Directors    

Measured by dummy variable, 1 

if the firm has at least one 

foreign director and 0 otherwise. 

 

Du et al. (2017), Estélyi 

and Nisar (2016) and 

Miletkov et al. (2017). 

ACSIZ       Audit 

Committee 

Size 

 

 

Measured by total number of 

audit committee. 

 

Elzahar and Hussainey 

(2012) and Xie et al. 

(2003). 

ACM             Audit 

Committee 

Meeting 

Measured by the number of 

audit committee meetings held 

during the financial year. 

 

Abdullah et al. (2017) 

and Ismail et al. (2008). 

ACEXPERT    Audit 

Committee 

Expertise 

Measured by dummy variable, 1 

if at least one audit committee 

member has financial or/and 

accounting expertise and 0 

otherwise. 

 

Abad and Bravo 

(2018), Bedard et al. 

(2004), and Soliman 

and Ragab (2014). 

OVER Overlapping 

of Audit 

Committee 

Membership 

Measured by dummy variable, 1 

if at least one audit committee 

member sits on other committee 

and zero otherwise. 

Chandar et al. (2012) 

and Liao and Hsu 

(2013). 
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Table 4.2 (Continued) 

Acronym Variables  Measurement  Sources of Measures 

IOW             Institutional 

Ownership   

 

Measured by percentage of 

shares owned by institutions to 

total number of shares issued. 

 

Alkhawaldeh (2012), 

Beretta and Bozzolan 

(2004) and Mousa and 

Elamir (2014). 

FOW Foreign 

Ownership 

Measured by percentage of 

shares owned by foreigners to 

total number of shares issued. 

 

Barako et al. (2006) and 

Mousa and Elamir 

(2014). 

FAW Family 

Ownership   

Measured by the percentage of 

shares held by families to gross 

number of firm's shares. 

  

Al-Akra and 

Hutchinson (2013) and 

Chau and Gray (2010). 

SIZE Company 

Size   

Measured by natural log of total 

assets. 

 

Lee (2007) and Ali and 

Taylor (2014). 

SECTR Type of 

Sector 

Classified into industrial or 

services sector, measured by 

dummy variable if companies 

belong to an industrial sector, 0 

otherwise. 

 

Elzahar and Hussainey 

(2012). 

BIG4 Audit Firm 

Type 

Measured by dummy variable, 1 

if the firm audited by Big 4 audit 

firms, 0 otherwise. 

Barako et al. (2006) and 

Huafang and Jianguo 

(2007). 

LEVER Leverage   Measured by total debt to total 

assets. 

Eng and Mak (2003) 

and Hassan (2009). 

              

4.7 Chapter Summary 

Firstly, the chapter discussed the population and data collection to achieve the 

study‘s objectives. In addition, this chapter presented the measurements of all 

variables used in this study (dependent, independent, control variables). After that, it 

described the statistical methods utilized to analyse the data. Finally, the regression 

analysis models were presented. The study‘s results will be presented in next chapter. 
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CHAPTER FIVE 

ANALYSIS AND FINDINGS 

5.1 Introduction 

Chapter four examines the extent to which the corporate governance mechanisms 

influence the risk disclosure practices. It also discusses the findings and empirical 

evidence of the relationship between the corporate governance mechanisms and the 

corporate risk disclosure in the Jordanian companies. This chapter is organised as 

follows: Section 5.2 shows the verification of content analysis‘ reliability. Section 

5.3 presents the descriptive statistics of all variables, and diagnostic tests are shown 

in section 5.4. Section 5.5 presents the model specification tests. After that, section 

5.6 presents the outcomes of the multiple regression analysis regarding the direct 

influence of the corporate governance mechanisms on the corporate risk disclosure. 

Section 5.7 provides the results of the moderating effect of the family ownership on 

that relationship. Section 5.8 shows an additional empirical analysis. The chapter 

summary is presented in section 5.9. 

5.2 Reliability of Risk Disclosure Measurement 

Since, the content analysis may be susceptible to a subjective judgement (Moumen et 

al., 2016), the coding procedures should be reliable and valid in order to produce 

valid outcomes (Bowman, 1984; Weber, 1988). The reliability of the content analysis 

increases if it is conducted by more than one person or at more than one time 

(Hussainey, Schleicher, & Walker, 2003; Moumen et al., 2015; Neuendorf, 2002). 

To ensure the validity and reliability of the coding method, following the huge 
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amount of prior studies (e.g., Abraham & Cox, 2007; Amran et al., 2009; Elzahar & 

Hussainey, 2012; Linsley & Shrives, 2006; Moumen et al., 2016; Mousa & Elamir, 

2013), a single coder, who is the supervisor‘s PhD student and assigned by him as an 

expert in the field and familiar with the content analysis method, reviewed and coded 

independently risk-related sentences in a pilot study of 40 annual reports, 10.63% of 

the total 376.  

Before the pre-testing of the coding processes, the researcher explained the research 

objectives to the coder and trained him to master the decision rules adopted (Amran 

et al., 2009; Moumen et al., 2016). Afterward, the results from the two coders (the 

researcher and the coder) were compared to determine the level of consistency in 

applying those rules. Since, the measurement is considered reliable if other 

researchers replicate the same measurement and get the same results (Marston & 

Shrives, 1991). To verify the reliability of the measurement, Cronbach‘s Alpha was 

applied as a statistical test to the consistency between the results of the two coders. In 

this regard, the Cronbach‘s alpha coefficient should exceed the 70% threshold 

(Pallant, 2005). The result of Cronbach‘s Alpha was 83.2%, thus indicating a high 

level of internal consistency between the outputs of the two coders and there are no 

significant differences between them. Hence, the content analysis can be considered 

a reliable measurement of risk information disclosed by the Jordanian-listed firms. 
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5.3 Descriptive Statistics 

5.3.1 Descriptive Statistics of Dependent Variable 

Table 5.1 presents the descriptive statistics for all the risk-associated sentences and 

their frequency in the annual reports of 94 Jordanian firms for the period 2014-2017. 

As shown in Table 5.1, all risk-related sentences are classified into six risk categories 

and counted. Figure 5.1 represents the number of risk sentences for each category of 

risk, and Figure 5.2 displays the proportion of risk sentences for each category of the 

total number of the risk sentences to all categories. The total number of risk 

disclosure sentences for all annual reports is 10,660. The number of risk disclosure 

sentences for individual firm ranges from 2 to 61 with a mean value of 28. This 

average is relatively similar to the 20, 28, 20, 26, 28 sentences found by Amran et al. 

(2009), Elzahar and Hussainey (2012), Al-Shammari (2014a), Mokhtar and Mellett 

(2013) and Moumen et al. (2016), respectively that used the same measurement 

approach. 

Table 5.1 

Descriptive Statistics of Risk Disclosure  

Risk Disclosure Sum Mean Min Max Percentage  

Financial risk 3090 8.218 0 22 29% 

Operation Risk 2376 6.319 0 14 22% 

Empowerment Risk 969 2.577 0 10 9% 

Information Processing 

and Technology Risk 

836 2.223 0 14 8% 

Integrity Risk 1165 3.098 0 11 11% 

Strategic Risk 2218 5.899 0 20 21% 

Total Risk Disclosure 10660 28.351 2 61 100% 
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Figure 5.1 

Number of Risk Disclosure Sentences for Each Category of Risk 

 
Figure 5.2 

Proportion of Risk Disclosure Sentences for Each Category of Risk 

The highest category of risk disclosure is financial risk (3,090 sentences) which is 

about 29%, indicating that the Jordanian companies disclose financial risks more 
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than other types of risk. The result is consistent with those of Al-Shammari (2014a) 

and Linsley and Shrives (2006) namely, 20.7% and 26.7%, respectively. Financial 

information helps users to understand the level of financial risks that the company 

faces. It is closely related to the mandatory information required by IFRS; it is 

therefore natural that companies focus on this type of disclosure more than others 

(Moumen et al., 2016). The second highest disclosure category is operational risk 

(2,376 sentences, 22%). This result is, to somewhat, close to Amran et al. (2009) in 

Malaysia and Oliveira et al. (2011) in Portugal and Spain, who found operational risk 

around 30% and 15.4%, respectively. Mokhtar and Mellett (2013) also revealed that 

operational risk is high in the annual reports of Egyptian companies. The third 

highest risk disclosure category is strategic risk (2,218 sentences, 21%). Similarly, 

Oliveira et al. (2018) found strategic risk to be 19.3%. While, Linsley and Shrives 

(2006) also found it is high (31.7%). 

It is noticeable that there is gap between the above categories (financial, operation 

and strategic risk) and other categories (empowerment, information processing and 

technology and integrity risk), which represent 9%, 8% and 11%, respectively. The 

potential reason for this gap may be that the disclosure‘s requirements in Jordan, as 

an emerging country, do not pay sufficient attention to the latter types of disclosure, 

thus they depend on voluntary disclosure. Similarly, Amran et al. (2009) found these 

categories disclosed at a low level in Malaysia. 

The sample of this study contains the industrial and service companies listed in 

Amman Stock Exchange. As shown in Table 5.2, the number of risk disclosure 

sentences for industrial firms range from 9 to 59 with a mean value of 30.4. While, 
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the number of risk disclosure sentences for all service firms is in the range of 2 to 61 

sentences with an average of 26.1. It is noticeable that they are very close to each 

other and to the average of the total sample (28) as well. Therefore, the results 

provide evidence that there is no significant difference between the sectors. 

Table 5.2 

Descriptive Statistics of Risk Disclosure for Sectors 

Sector  Obs Sum Mean Min Max 

Industrial  196 5962 30.4 9 59 

Service  180 4698 26.1 2 61 

Total Risk Disclosure 376 10660 28.351 2 61 

5.3.2 Descriptive Statistics of Independent Variables 

The descriptive statistics for the continuous variables (average, standard deviation, 

minimum, maximum, skewness and kurtosis) are shown in Table 5.3, and the 

dichotomous variables (frequency and the percentage of the variables) in Table 5.4. 

In general, it is noticeable that some firms are not compliant with the requirement of 

the CG code. This is attributed to fact that the code‘s requirements are not mandatory 

strictly. In other words, when the company does not comply with these requirements, 

they are just required to clarify why it does not comply under ―comply or explain 

rule‖ (Haddad et al., 2017). Thus, this allows the firms to do not enforce these 

requirements (Alhadab, 2018). 

Board size (BSIZ) ranges from 4 to 13 members, with the average 8.027. The result 

is supported by earlier studies conducted in Jordan. For instance, Alsmady (2018) 

and Al Daoud (2018) reported that the mean value of board size of Jordanian firms is 

8.51 and 8.795 members, respectively. The result indicates that Jordanian companies 

follow the requirements of JCGC that the number of board of director‘s members 
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must range from 5 to 13. The average frequency of board meetings (BM) reported in 

this study is 7.939, with a minimum of 4 and a maximum of 18, similar to the 

findings of Qadorah and Fadzil (2018) at 7.33. The results indicate that Jordanian 

companies comply with the requirements of JCGC to hold no less than six meetings 

in the year regularly. 

The descriptive statistics also indicate that the mean value of board expertise 

(BEXPERT) is 31.3%, again following the instructions of JCGC that of the board of 

directors must be qualified and have sufficient experience and knowledge of 

administrative matters. This result is consistent with those of Makhlouf et al. (2018) 

and Al Daoud (2018), who found the average of board members with financial and 

accounting experience in Jordan around 31% and 29.6%, respectively. 

With respect to the size of audit committee (ACSIZ), the statistics reported that the 

mean value is 3.213% in Jordanian companies with minimum of 2 and maximum of 

6 members. These findings also provide evidence that the Jordanian firms comply 

with the JCGC recommendations that the audit committee should comprise three or 

more members. This average is almost identical to the average of 3.102% reported by 

Alqatamin (2018). The mean value for the frequency of audit committee meetings 

(ACM) is 4.013%, ranging from 2 to 8, again in line with JCGC requirement which 

required audit committees to convene at least four meetings within the year, it is also 

in line with previous studies in Jordan such as Kikhia (2014) who found the mean 

value of ACM is 4.321.  

Regarding ownership structure of firms, Table 5.3 indicates that institutional 

ownership (IOW) ranges between 0 to 65.89% with an average of 9.68%, which is 
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similar to that reported by Alhababsah (2019) who also found that institutional 

ownership is 9% in non-financial Jordanian listed firms. This result refers to slightly 

low percentage of shares compared to study of Alzoubi (2016a) who reported higher 

mean value of institutional ownership, which was at 19%. This variation may be 

because different periods were covered in each study. The mean foreign ownership 

(FOW) is 12.49% ranging from 0 to 98.71%. This result is supported by 

Alkhawaldeh (2012), Alhababsah (2019) and Alzoubi (2016a) who reported that the 

average foreign ownership in Jordanian companies is 10%, 12% and 15.1%, 

respectively.  

The descriptive statistics revealed that mean of family ownership (FAW) is 23.48%, 

ranging from 0 to 94.4%, which relatively higher than other ownership types in this 

study. This result is consistent with Nawaiseh, Bader and Nawaiseh (2019) and Zraiq 

and Fadzil (2018b) who found that the average of family ownership in Jordan is 

19.73% and 23.86%, respectively. It is noteworthy that the maximum of family and 

foreign ownership is very high, which up to 94.4% and 98.7% of total shares in some 

firms, respectively. A possible explanation for this phenomenon is that the corporate 

governance code and the regulations do not determine compulsorily the maximum 

allowed concentration of ownership. This in turn, permits them to maximise their 

own ownership without any constrains. 

Table 5.3 shows that the average firm size (SIZE) is 7.479, similar to Alsmady 

(2018), Siam et al. (2018) and Mardini et al. (2013) who found that the average size 

of Jordanian firms is 7.45, 7.217 and 7.90 respectively. The mean value of leverage 

(LEVER) in this study is 32.273%, supported by Siam et al. (2018), Makhlouf et al. 
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(2018) and Abu Qa‘dan and Suwaidan (2018) with figures of 38.3%, 35% and 

35.9%, respectively. 

Table 5.3 

Descriptive Statistics for Continuous Variables 

In Table 5.4, even though the JCGC outlaws dual role of CEO, CEO duality (CEO) 

is shown with a mean of 32.18%; that is, in almost a third of Jordanian companies 

the same individual occupies the position of chairman and CEO simultaneously. The 

findings are similar to those of Al Daoud (2018) who found the average of CEO 

duality in Jordan as 39.8%. The statistics refers that the average for the number of 

politicians on the board of directors (POL) is 48.14%, indicating that political 

intervention tends to be high in Jordanian firms. This result is aligned with the 

argument that said government intervention is common in Jordanian firms (Haddad 

et al., 2015). The mean value of foreign directors serving on the board of directors in 

Jordanian companies (FORD) is 32.45%. This means about one-third of non-

financial Jordanian companies contain one foreign director in their boards at least. 

This result may due to the encouragement of the Jordanian government to foreign 

Variable 

Name   

Mean    St. Dev      Min   Max   Skewness Kurtosis    

 CRD 28.351 10.687 2 61 .424 3.045 

 BSIZ 8.027 2.33 4 13 .462 2.421 

 BM 7.939 2.801 4 18 1.634 5.284 

BEXPERT 0.313 .202 0 0.86 .458 2.63 

 ACSIZ 3.213 .639 2 6 2.426 9.418 

 ACM  4.013 1.084 2 8 1.293 5.128 

 IOW .0968 14.958 0 0.6589 1.862 6.07 

 FOW 0.1249 23.082 0 0.9871 2.14 6.814 

 FAW 0.2348 25.33 0 0.944 .981 2.986 

 SIZE 7.479 .639 5.861 9.255 .323 3.585 

 LEVER 32.273 23.024 0 104 .782 3.052 
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investments in order to support the economy in recent years. This result is similar to 

the figures reported by Alkayed (2018) and AlQudah, Azzam, Aleqab and 

Shakhatreh (2019) who found mean value of foreign directors on the board was 31% 

and 35%, respectively in Jordan. 

In terms of audit committee expertise (ACEXPERT), Table 5.4 present that the 

average of audit committee expertise is 65.69%, conforming to JCGC requirements 

that members of audit committee should be qualified and have experience in 

accounting or finance. Similarly, Alqatamin (2018) revealed an average of 61.54% in 

Jordan. The mean value for the overlapping members in audit committee (OVER) is 

high at 74.73%. These results indicate that the majority of Jordanian firms have 

overlapping members. The result is very close to that reported by Furqaan et al. 

(2019) who also found that more than three-quarters of audit committee members act 

on other committees of the board in the 100 top Malaysian listed companies. This 

result is justified by the limited number of directors, meanwhile, the JCGC 

requirements stated that Jordanian companies must form several committees with 

sufficient numbers of members. Thus, board members have to serve on multiple 

committees (Zheng & Cullinan, 2009). 

The percentage of firms in the industrial sector (SECTR) is 52.13%, which refers that 

more than half of Jordanian firms are industrial firms. The result is close to result of 

Al Daoud, Ismail and Lode (2014) who found that industrial sector is 46%. In terms 

of audit firm type, Table 5.4 shows that 149 (39.63%) company-years are audited by 

Big4 audit firms and 227 (60.37%) by non-Big4 audit firms in Jordan. The results are 

consistent with those of Kikhia (2014) who found the percentage of Jordanian firms 

audited by Big4 was 37.1%. 
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Table 5.4  

Descriptive Statistics of Dichotomous Variables 

Variable Name 

 

Observation 

 

Frequency Percentage 

1 0 1 0 

CEO 376 121 255 32.18 67.82 

POL 376 181 195 48.14 51.86 

FORD 376 122 254 32.45 67.55 

ACEXPERT 376 247 129 65.69 34.31 

OVER 376 281 95 74.73 25.27 

SECTR 376 196 180 52.13 47.87 

BIG4 376 149 227 39.63 60.37 

5.4 Diagnostic Tests 

Several tests must be conducted to verify the quality of the data panel. there are some 

assumptions have been performed before undertaking the regression analysis in order 

to ensure that the conclusions are valid, namely, normality, outliers, linearity, 

multicollinearity, heteroscedasticity, and autocorrelation, as follows: 

5.4.1 Normality 

Normality is considered an essential assumption in data analysis (Baltagi, 2008). The 

normality test refers to the nature of data distribution and whether it is normally 

distributed, and is required before conducting the t and F tests. If the data deviated 

substantially from the normal, this affects the validity of the results (Osborne & 

Waters, 2002). There are several tests for normality, and this study used the 

histogram and plot probabilities (P-P plot) as descriptive graphical methods to 

examine the normality of the residuals.  

A histogram shows the shape of the dataset as shown in Figure 4.3. The normality 

could be seen by this graph. Therefore, the results of normality tests of the study 

show that all of variables have no normality problems. Moreover, in Figure 4.4, P-P 
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plot test compares the real data with standard normal distribution; it is noticeable that 

the two lines are close to each other. In the other word, the points are not highly 

spaced from the diagonal line, indicating a normal distribution of data. A minor 

deviation in social sciences is considered normal, particularly when the study has a 

large sample size (Hair, Anderson, Tatham, & Black, 2006). Normality will not 

cause any problem if the observation size exceeds 200 observations or when the 

entire population is examined (Hair et al., 2006; Hair, Black, Babin, & Anderson, 

2010; Pallant, 2010).  
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 Plot Probabilities 

5.4.2 Outliers 

The outlier observations have distinct characteristics making them different from 

other observations (Hair et al., 2006). Several methods can be used to detect outliers, 

such as Cook‘s distance, studentized residual, leverage, transformation, winsorizing 

and trimming. Skewness and Kurtosis, as descriptive numerical methods, are used to 

test the normality of the individual variables. Skewness indicates the symmetry of the 

distribution, and Kurtosis is the sharpness of the peak of a frequency-distribution 

curve (Pallant, 2007). The level of Skewness value should not exceed ±3 (Hair et al., 

2006), and Kurtosis value should not exceed the range between ±10 (Leys, Ley, 

Klein, Bernard, & Licat, 2013). Table 5.5 shows the results of Skewness and 

Kurtosis, indicating that the data have no outliers, except for audit committee 

meetings (ACM) which has kurtosis more than 10 and Skewness more than 3. Thus, 
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the winsorised distributions are used to eliminate possible outliers and reduce the 

kurtosis and Skewness of this variable to the normal level. In more detail, this study 

winsorised ACM at the 1
th

 and 99
th

 percentiles in order to transform it to normal 

distributions, and to preserve the features of dataset. Table 5.5 shows that no outlier 

problem exists. 

Table 5.5 

Outliers Test 

Variables     Skewness   Kurtosis 

 CRD .424 3.045 

 BSIZ .462 2.421 

 BM 1.634 5.284 

 CEO .763 1.582 

 BEXPERT .458 2.63 

 POL .075 1.006 

 FORD .75 1.562 

 ACSIZ 2.426 9.418 

 ACM  1.293 5.128 

 ACEXPERT -.661 1.437 

 OVER -1.138 2.296 

 IOW 1.862 6.07 

 FOW 2.14 6.814 

 FAW .981 2.986 

 SIZE .323 3.585 

 SECTR -.085 1.007 

 BIG4 .424 1.18 

 LEVER .782 3.052 

5.4.3 Linearity  

Linearity assumes that there is a linear relationship between the dependent and 

independent variables (Hair, Anderson, Tatham, & Black, 1998). The linearity is the 

extent to which modification of the dependent variable affects the independent 

variables. A histogram of residual distribution is used to test the linearity of the 

model. According to the distribution line, a normal curve indicates a normal 



 

 

 211 

distribution of data (see Figure 4.3). Another common method to test linearity is by 

comparing the dependent variable‘s standard deviation with the residuals‘ standard 

deviations. If the dependent variable‘s standard deviation is greater than residual‘s 

standard deviation, linearity problem does not exist (Hair et al., 2010). In this study, 

the standard deviation of dependent variables (10.687) is more than standard 

deviation of residual (8.41) as can be seen in Table 5.6. Hence, it could be said that 

the linearity problem does not exist. 

Table 5.6 

The Standard Deviation of Corporate Risk Disclosure and the Residuals 

Variable Std.Dev. 

 CRD 10.687 

 residuals 8.41 

5.4.4 Multicollinearity 

Multicollinearity problem occurs when two or more independent variables are 

correlated with one another (Hair, Black, Babin, & Anderson, 2013), meaning that a 

change in one variable will lead to a change in the other. Therefore, when the 

correlation is stronger, the possibility of predicting a certain variable based on the 

other will be higher. High multicollinearity makes distinguishing the individual 

effect of each variable difficult (Hair et al., 2006). Therefore, it is necessary to verify 

whether the multicollinearity problem exists or not. There are several techniques that 

can be used to check multicollinearity problems, such as the Pearson Correlation 

Matrix and Variance Inflation Factor (VIF). 

The Pearson Correlation Matrix test is used to detect correlations between all 

variables and verify whether estimation problems exist because of multicollinearity 

(Gujarati & Porter, 2012). The correlation matrix test is used widely as a simple and 
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appropriate means of detecting the multicollinearity problem, where the independent 

variables are investigated to reveal the existence of high correlations. Hair et al. 

(2006) and Tabachnick and Fidell (2007) argued that multicollinearity problems are 

present if the correlation between certain variables is above ±0.9 (Hair et al., 2013). 

The Pearson correlation coefficients between all independent variables are shown in 

Tables 5.7. All variables are ±0.5604, which means there is no multicollinearity 

problem. Consequently, multicollinearity problem does not exist in this model. 

Table 5.7 indicates that the highest correlation is between FOW and FORD at 0.5604 

showing that firms with more foreign investors are motivated to appoint some of 

them to the board of directors. The second highest correlation of 0.4769 exists 

between SIZE and BSIZ, indicating that big firms have larger board size. BSIZ is 

also highly correlated with POL at 0.3939, which indicates that large boards indicate 

a high level of diversification (including politicians). Also, there are high correlations 

of 0.3528 and 0.2859 between BSIZ with ACSIZ and ACM respectively, which 

means that firms with a large board size will form a large audit committee and will 

have more frequent meetings. 

Also, high negative correlation was found at -0.3123, -0.206 for SIZE and SECTR 

respectively with CEO duality, indicating that large firms and industrial firms 

separate the functions of CEO and chairman positions. Furthermore, SIZE has high 

positive correlations of 0.4556, 0.276, 0.3148, 0.2488, 0.2426 with BIG4, ACSIZ, 

ACM, IOW and FOW respectively. Nevertheless, SIZE has a negative high 

correlation of -0.2485 with FAW, which indicates that large firms have high audit 

quality and an effective audit committee with more members and meetings that are 
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more frequent. In addition, large firms have diverse ownership structure. Family 

firms are usually small. BEXPERT was found to correlate highly at 0.2717 with 

ACEXPERT, indicating that the expert members of a board normally serve on the 

audit committee. 
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Table 5.7 

Correlations Matrix of Study Variables 

Variable CRD BSIZ BM CEO BEXPERT POL FORD ACSIZ ACM 

CRD    1 

        
BSIZ 0.1302** 1 

       
BM 0.2111*** 0.0795 1 

      
CEO -0.3934*** -0.2843*** -0.046 1 

     
BEXPERT 0.344*** -0.0274 -0.025 -0.1905*** 1 

    
POL -0.0257 0.3939*** 0.082 -0.0712 -0.1062** 1 

   
FORD 0.2476*** 0.0775 -0.058 -0.1734*** 0.1389*** 0.0145 1 

  
ACSIZ 0.1293** 0.3528*** 0.1683*** -0.0602 0.0796 0.1293** 0.0182 1 

 
ACM 0.096* 0.2859*** 0.3304*** -0.1136** -0.1151** 0.175*** -0.061 0.3001*** 1 

ACEXPERT 0.1183** 0.2418*** 0.0142 -0.1497*** 0.2717*** 0.2029*** 0.0461 0.0215 -0.0429 

OVER -0.0147 0.0145 -0.0105 0.073 0.0866* 0.058 -0.0415 -0.1515*** -0.1002* 

IOW 0.0058 0.2919*** 0.1595*** 0.0015 0.005 0.1898*** -0.1924*** 0.0116 0.0833 

FOW 0.2941*** 0.0115 -0.0768 -0.1952*** 0.2296*** -0.0429 0.5604*** -0.0012 -0.1006** 

FAW -0.2789*** -0.1835*** -0.157*** 0.1593*** -0.0473 -0.1004* -0.2017*** -0.0744 -0.1656*** 

SIZE 0.3003*** 0.4769*** 0.2398*** -0.3123*** 0.0686 0.2785*** 0.1388*** 0.276*** 0.3148*** 

SECTR 0.2021*** -0.1195** -0.2665*** -0.206*** 0.1524*** -0.0037 0.0728 -0.0226 -0.0866* 

BIG4 0.1756*** 0.3226*** 0.1635*** -0.1856*** -0.0183 0.1227** 0.1237** 0.1134** 0.2461*** 

LEVER 0.2576*** 0.0672 0.3344*** -0.1964*** 0.0691 0.1336*** -0.0584 0.1618*** 0.3428*** 
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Table 5.7 (Continued) 

 
ACEXPERT OVER IOW FOW FAW SIZE SECTR BIG4 LEVER 

ACEXPERT 1 

        
OVER 0.1342*** 1 

       
IOW 0.1563*** 0.1657*** 1 

      
FOW -0.1149** -0.1152** -0.1345*** 1 

     
FAW -0.0749 0.0545 -0.1788*** -0.3109*** 1 

    
SIZE 0.1269** -0.069 0.2488*** 0.2426*** -0.2485*** 1 

   
SECTR -0.0533 -0.1039** -0.0943* 0.1253** 0.0263 -0.1197** 1 

  
BIG4 0.0472 -0.092* 0.218*** 0.2517*** -0.2091*** 0.4556*** -0.0944** 1 

 
LEVER 0.0462 0.0204 0.0842 -0.0059 -0.2384*** 0.3902*** 0.0257 0.1588*** 1 

Where: *, **, *** are p-value <0.10, 0.05, and 0.01, respectively. CRD = risk disclosure, BSIZ = board size, BM = board meetings, CEO = 

CEO duality, BEXPERT = board expertise, POL = political connection, FORD = foreign directors, ACSIZE = AC size, ACMEET = AC 

meetings, ACEXPERT= AC expertise, OVER = overlapping membership, IOW = institutional ownership, FOW = foreign ownership, FAM 

= family ownership, SIZE = firm size, SECTR = sector type, BIG4 = audit firm type, LEVER = leverage. 
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It is argued that the correlation matrix is not sufficient to rule out a multicollinearity 

problem, because the correlation coefficient test examines the correlation of only two 

variables (Hair et al., 2006). It is therefore crucial to conduct the Variance Inflation 

Factor test to confirm no collinearity exists among all variables (Hamilton, 2012). 

VIF test is used to measure the extent to which each independent variable is 

interpreted by other independent variables. According to Kline (2005) and Silver 

(1997), when the VIF value is less than 10, no multicollinearity problem exists. 

Table 5.8 shows that VIF values are considerably lower than 10, ranging from 1.137 

to 2.019; the mean VIF value of all independent variables in one regression is only 

1.466, indicating that the multicollinearity problem does not exist. , as the VIF values 

are below 10. 

Table 5.8 

Standard Tests on VIF Results 

VARIABLE     VIF   1/VIF 

 SIZE 2.019 0.495 

 FOW 2.018 0.496 

 BSIZ 1.939 0.516 

 FORD 1.566 0.639 

 LEVER 1.506 0.664 

 ACM  1.454 0.688 

 BIG4 1.419 0.705 

 IOW 1.358 0.736 

 CEO 1.349 0.741 

 BM 1.348 0.742 

 ACSIZ 1.321 0.757 

 BEXPERT 1.317 0.76 

 ACEXPERT 1.316 0.76 

 FAW 1.307 0.765 

 POL 1.289 0.776 

 SECTR 1.262 0.793 

 OVER 1.137 0.879 

 Mean VIF 1.466  
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5.4.5 Heteroscedasticity 

One of the common violations in regression analysis of cross-sectional data is the 

existence of heteroscedasticity (Hair et al., 2013). The variance of the error term for 

all the independent variables is assumed to be constant (Gujarati & Porter, 2012). 

Heteroscedasticity is a problem that arises when the variance of the errors is not 

independently and equally distributed over the examined observations (Hair et al., 

2013). This problem leads to biased standard error; the t and F values will be higher, 

thereby null hypotheses (the consistency of variance) could be rejected. Thus, the 

conclusions derived from the data analysis are biased.  

Several tests can be conducted to detect and determine heteroscedasticity problem. 

This study uses the Breusch-Pagan-Godfrey/Cook-Weisberg Test through STATA‘ 

hettest command, to investigate whether the squared standardised residuals are 

linearly related to the dependent variables (Gujarati & Porter, 2012). If 

heteroscedasticity problem exists, robust standard errors available as STATA options 

are used to correct the standard error bias and provide more efficient estimation. The 

null hypothesis of this test is the variance of the residuals being homogeneous. The 

null hypothesis of homogeneity of variance is rejected if the p-value is less than 0.05 

(significant), and accepted when the p-value is more than 0.05 (insignificant). As 

shown in Table 5.9, the heteroscedasticity test shows an insignificant p-value (0.1895 

> 0.05). Consequently, the null hypothesis is accepted, indicating that the 

heteroscedasticity problem does not exist. 
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Table 5.9 

Heteroscedasticity Test 

   chi2(1)  Prob > chi2   

Breusch-Pagan-Godfery/Cook-Weisberg test 1.72 0.1895 

5.4.6 Autocorrelation 

Autocorrelation problem refers to the violation of the regression‘s assumption that 

the error components are correlated with each other across time periods due to high 

similarities. Serial correlation or autocorrelation is a serious problem, since it 

indicates that the model has been not properly specified. If serial correlation problem 

exists, the process of estimation should be employed to address this problem. The 

Wooldridge test was conducted to detect whether the autocorrelation problem exist 

or not. More specifically, to ensure that the data is generated from random processes 

with the help of ―xtserial‖ command that is available at STATA software. 

If the value of Wooldridge test is more than 0.05 (insignificant), the null hypothesis 

(no first-order autocorrelation) could not be rejected, meaning that the 

autocorrelation problem does not exist. The result of Wooldridge test in table 5.10 

shows insignificant p-value (0.0707 > 0.05). Hence, the null hypothesis is accepted. 

This indicates that the autocorrelation problem does not exist. 

Table 5.10 

Autocorrelation Test 

   chi2(1)  Prob > chi2   

Wooldridge test 3.342 .0707 
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5.5 Model Specification Tests  

After the assumptions of multiple regressions were tested and the validity of data has 

been confirmed, an appropriate model must be chosen. Selection of a suitable model 

depends on some assumptions and tests (Baltagi, 2013). Several panel data models 

can be used under different conditions, such as pooled OLS regression models, 

random effects models and fixed effects models. To determine the appropriate model 

for this study in order to avoid misleading results, the following tests were 

conducted. 

5.5.1 Choosing Between Random Effect and Pooled OLS Regression 

The Lagrange Multiplier test (LM) detects the random effect of the model and helps 

to select between the random effect and pooled OLS models. Table 5.11 shows that 

the result of the LM test is significant (0.000 < 0.05); that is, the result of the LM test 

rejects the null hypothesis, indicating no significant variation across firms. Therefore, 

the random effects model is suitable in this study (Gujarati & Porter, 2012). 

Table 5.11 

Breusch and Pagan Lagrangian Multiplier Test 

chibar2(l)   202.11     

Prob > chibar2 0.000 

5.5.2 Choosing Between Fixed Effect and Random Effects 

The Hausman specification test is used to select between fixed and random models. 

If the result is significant (< 0.05), null hypotheses are rejected and the fixed effect 

model is more suitable than the random model. If it is insignificant (> 0.05), the RE 

model is more appropriate (Greene, 2012; Stock, 2010). As shown in Table 5.12, the 
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Hausman test results are insignificant (0.0664 > .05), indicating that the null 

hypotheses are not rejected. Therefore, the RE model is chosen to analyse the data. 

Table 5.12 

Hausman Specification Tests 

chi2(16)      25.20   

Prob > chibar2 0.0664 

5.6 Regression Analysis Results 

The model was tested using the random effects method. Table 5.13 shows the 

findings of the relationship between the dependent variable (the corporate risk 

disclosure) and the independent variables (board of directors characteristics, audit 

committee‘s characteristics and ownership structure), and control variables (firm‘s 

size, leverage, sector type, and audit firm‘s type), which answered the second, third, 

and fourth research questions in this study. The model is statistically significant and 

fit at the 1% level with the P-value = 0.000. R
2
 = 0.344, thus indicating that 34.4% of 

the variance in risk disclosure level could be interpreted by the independent variables 

and control variables examined in this study. The next sections explain the 

relationship between the dependent variable and the independent and control 

variables. 
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Table 5.13 

Multiple Regression Results 

CRDit=β0+β1BSIZit+β2BMit+β3CEOit+β4BEXPERTit+β5POLit+β6FORDit+β7ACSIZit

+β8ACMit+β9ACEXPERTit+β10OVERit+β11IOWit+β12FOWit+β13FAWit+β14SIZEit+β

15SCTRit+β16BIG4it+β17LEVERit+ε it 

CRD Coef. Predict 

sign 

t-value p-value Sig 

Board of Directors 

BSIZ -0.005 + -0.01 0.988  

BM 0.319 + 1.63 0.103  

CEO -2.793 - -1.93 0.054 * 

BEXPERT 7.148 + 2.32 0.020 ** 

POL -2.820 - -1.92 0.055 * 

FORD 2.837 + 1.80 0.071 * 

Audit Committee 

ACSIZ 1.720 + 2.22 0.026 ** 

ACM -0.557 + -1.26 0.207  

ACEXPERT 1.955 + 1.42 0.156  

OVER 0.769 + 0.47 0.638  

Ownership Structure 

IOW -0.020 + -0.40 0.688  

FOW 0.012 + 0.37 0.709  

FAW -0.048 - -2.08 0.038 ** 

Control Variables 

SIZE 1.640 +/- 1.22 0.222  

SECTR 4.057 +/- 2.36 0.018 ** 

BIG4 1.805 +/- 1.12 0.261  

LEVER 0.018 +/- 0.67 0.501  

Constant 5.301  0.53 0.594  

Number of Obs   376.000   

R-Squared  0.344   

Prob > Chi2  0.000   

*** p<0.01, ** p<0.05, * p<0.1  

5.6.1 Board Size 

Table 5.13 shows that the association between board size (BSIZ) and corporate risk 

disclosure (CRD) is insignificant (t = -0.01, p = 0.988). This result implies that large 

boards do not play an effective role in improving the risk disclosure practices. These 

findings are contrary to the study‘s expectations, which predicted that large board 

size increases the level of the corporate risk disclosure. Hence, H1 is rejected. 
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Accordingly, the result is not consistent with agency theory and resource dependency 

theory, which state that a large board improves the financial reporting quality 

because it is linked with more effective monitoring functions, diverse expertise, and 

a higher level of stakeholder‘s representation (Ismail et al., 2010; Klein, 2002; 

Vafeas, 2000; Peasnell et al., 2005; Xie et al., 2003). The result also disagrees with 

Al-Shammari (2014a), Elshandidy and Neri (2015), Mokhtar and Mellett (2013), 

Moumen et al. (2016), Nazieh and Ezat (2014), and Ntim et al. (2013) who found 

that  large board‘s size has a significant and positive relationship with the corporate 

risk disclosure. 

Nevertheless, this result is supported by Allini et al. (2016), Elzahar and Hussainey 

(2012), Htay et al. (2011) and Khalil and Maghraby (2017) who found that the board 

size has no effect on the corporate risk disclosure. Likewise, Alkurdi et al. (2019) 

reported that the board size has no significant effect on the mandatory risk disclosure 

in the Jordanian banks. In addition, the result of this study is similar to some studies 

that failed to demonstrate a significant association between board size and earnings 

management and timeliness of annual reports in Jordan, such as Al Daoud (2018) 

and Alsmady (2018). 

It seems that larger boards are likely to have less motivation to take part in decision 

making as each member relies on other members to perform the monitoring functions 

(Lipton & Lorsch 1992; Samaha et al., 2012). Therefore, this finding supports the 

agency theory that posits that small boards would be more effective in monitoring the 

management because they need less time and effort to communicate with each other 

(Lipton & Lorsch, 1992). Additionally, the insignificant relationship between board 
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size and the risk disclosure might be also attributed to the fact that the number of 

directors serving in the board does not necessarily reflect the expertise of directors 

and their skills, which are regarded as a valuable resource for the boards to perform 

their functions effectively.  

Big boards are usually more symbolic (Hermalin & Weisbach, 2001), as Honorary 

positions for senior shareholders rather than adding an effective oversight role on the 

management‘s activities. Mousa and Elamir (2014), Maghzom et al. (2016), and 

Elgammal et al. (2018) also found a negative relationship between the risk disclosure 

and the board size. Further, a large number of directors may complicate the sharing 

of information among them and weaken the coordination and communication. 

Hence, decision-making processes have become more complicated. Instead, they will 

rely on the management for the oversight of the financial reports process, thus giving 

the management discretion to determine the level of risk information disclosed. 

5.6.2 Board Meetings 

Table 5.13 shows that the frequent meetings of the board of directors (BM) is not 

significantly related to risk disclosure (CRD) (t = 1.63, p = 0.103). That is, the 

frequency of boards meetings does not play a significant role in improving the level 

of risk disclosure. Hence, H2 is rejected. This finding is contrary to the study‘s 

expectation and agency theory that proposes that a board of directors with frequent 

meetings is more proactive in supervising the company‘s management, and this 

increased frequency is expected to reduce the agency problems between a company 

and its investors (Conger, Finegold, & Lawler, 1998; Vafeas, 1999). Furthermore, 

the finding is contradictory with Barros et al. (2013), Kakanda et al. (2017), 
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Laksmana (2008), and O‘Sullivan et al. (2008) who concluded that the frequency of 

board meetings has positive relationship with the disclosure. 

Nevertheless, this result is in line with Allini et al. (2016), who revealed that the 

board meetings had no effect on the corporate risk disclosure. Likewise, this result is 

consistent with studies in other fields, such as Qadorah and Fadzil‘s (2018) findings 

that the frequent board‘s meetings have no relation with the earnings management or 

financial performance in Jordan. A possible explanation for the weak effectiveness of 

the board meetings frequency is the high ownership concentration in Jordan. When 

only a few people own most of the shares in a company, they may receive most risk 

information from informal networks in a company‘s headquarters or through 

personal relationships with the management rather than the official meetings (Al-

shammari, 2014a), thereby reducing the effectiveness of such meetings. In addition, 

the firms often conduct unofficial meetings to discuss the firm‘s important issues. 

These meetings may not be counted as board meetings when the firm releases 

information about the meetings number in their annual reports. Another explanation 

for the insignificant relationship is that the Jordanian firms attempt to comply with 

the corporate governance code‘s requirements, which state that they should hold at 

least six meetings a year. Hence, they might hold many meetings to be simply 

disclosed in their annual reports in order to show themselves more compliant with 

such requirements rather than a real desire for efficient monitoring tools. Moreover, 

when the board meetings are many, the directors may not be able to attend all of 

them. 
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5.6.3 CEO Duality 

This study hypothesised a negative association between CEO duality (CEO) and 

corporate risk disclosure (CRD). Table 5.13 shows that a CEO duality significantly 

and negatively related to the corporate risk disclosure (t = -1.93, p = 0.054), thus 

supporting H3. This means that a firm which separates between the CEO‘s and 

chairman‘s positions tends to release more risk-associated information. This result is 

supported by Al-shammari (2014a), Elgammal et al. (2018), Ibrahim et al. (2019), 

and Neifar and Jarboui (2018), who found negative relationships between the risk 

disclosure and the role duality of the CEO. 

 It is further supported by the arguments of agency theory, which states that the CEO 

duality indicates no separation between the monitoring function and the 

management, which in turn, weaken the monitoring functions of the board and 

increase the agency costs (Neifar & Jarboui, 2018). Furthermore, when the CEOs 

accupy the chairman position, they may be more biased with managers than 

shareholders and tends to prevent access of shareholders to relevant risk information 

(Al-shammari, 2014a), which maximise information asymmetry problem. In line 

with this expectation, Al Daoud (2018) and Alzoubi (2016b) reported that the CEO 

duality contributes in increasing the earnings management practices in Jordan. Abu 

Qa‘dan and Suwaidan (2018) and Aldaoud (2015) also found that CEO duality has a 

significant negative relationship with the corporate social responsibility disclosure 

and the timeliness of the financial reporting, respectively in Jordan. 
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5.6.4 Board Expertise 

Table 5.13 shows that the relationship between board members expertise 

(BEXPERT) and level of risk disclosure (CRD) is significant and positive (t = 2.32, 

P = 0.020). Thus, H4 is supported, which predicted a positive effect of board 

expertise on level of risk disclosure. The findings of this study are matching with the 

argument of agency theory and resource dependence theory, which posit that the 

board members with experienced directors could enrich a board with critical 

competitive resources, constructive advice, and more experiences, thereby 

contributing to improve the board‘s monitoring functions, and subsequently 

improving the quality of the financial reporting (Pfeffer & Salancik, 2003).  

This relationship confirms the significance of the accounting and financial 

experience of directors in monitoring and observing the financial reporting. Hence, 

the findings of the present study are similar to other Jordanian studies, such as 

Alzoubi (2016c) who found that the board of directors who have accounting and 

financial experience effectively monitor the managers‘ attitudes toward engaging in 

the earnings management practices. Makhlouf et al. (2018) also reported a positive 

significant relationship between the board expertise and the accounting conservation. 

In addition, the findings are in line with the finding in earlier disclosure studies (e.g., 

Dahya et al., 1996; Gul & Leung, 2004; Williams & O‘Reilly, 1998) that found that 

the board expertise has a positive effect on the disclosure. Similarly, Ismail and 

Rahman (2011) showed that the education of the directors has a positive impact on 

the risk disclosure. 
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5.6.5 Political Connection 

Table 5.13 shows a negative significant relationship between the political connection 

(POL) and the corporate risk disclosure (CRD) (t = -1.92, p= 0.055). These results 

are consistent with the study‘s expectation that politically connected companies have 

fewer tendencies to disclose risk information. Thus, H5 is supported. These results 

can be explained by the agency theory‘s view that firms with political connections 

have relatively less earnings quality compared to non-connected firms (Hashmi et al., 

2018). In firms with a political connection, the conflict of interests may exist as the 

political director has his/her own interests in the firm. Thus, the representation of 

politicians in the firm is expected to achieve their interest, bringing detrimental 

influences on the wealth of the shareholders and the resources of companies 

(Rahman & Ismail, 2016). Therefore, it is argued that when politicians engage in the 

management of the firm, this probably affects the management decisions to disclose 

risk-related information. In other words, politically connected companies typically 

gain from their connections, and may obscure their practices intentionally to mislead 

the investors (Khan et al., 2016; Leuz & Oberholzer-Gee, 2003). 

Further, political connections sometimes appear to be a key predictor of weak 

accounting quality. In this regard, firms appoint politicians to their boards to 

legitimise their business activities rather than to benefit from their skills and 

expertise (Haniffa & Hudaib, 2006). Based on the study‘s descriptive analysis, the 

existence of the politicians in the Jordanian companies is highly common, thereby 

leading to a strong effect on the board‘s decisions including risk disclosure decisions. 

The results are similar to the findings of other studies, such as Abdul Wahab et al. 

(2011), Al-dhamari and Ku Ismail (2015), Chaney et al. (2011), and Hashmi et al. 
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(2018) who revealed that the political connection may have a negative effect on the 

quality of financial reporting. Furthermore, AlQudah et al. (2019) found that the 

political connections negatively affect the firm‘s performance in Jordan. 

5.6.6 Foreign Directors 

As shown in Table 5.13, a significant positive relationship exists between foreign 

directors (FORD) and risk disclosure (CRD) (t= 1.80, P= 0.071). This result indicates 

that a foreign director who serves in the board of directors improves the quality of 

the financial reporting by supplying more risk information to interested stakeholders. 

This result supports H6, which posits that foreign directors could significantly 

increase the level of risk disclosure. Consequently, this result is consistent with 

resource dependence theory, which proposes that the foreign members of a board as 

an outside strategic resource facilitate the access to the available external input and 

provide connections with the external environment, thereby bringing diverse 

sophisticated skills, which could contribute in improving the financial reports 

(Ujunwa, 2012). In addition, foreign directors, as representatives on behalf of foreign 

investors, are expected to strive hard to supply more useful risk information to their 

countrymen investors in order to maintain their fortunes. 

This finding is supported by the findings of previous studies, such as Dewayanto et 

al. (2017) and Tsang et al. (2019) who found that the foreign investors help in 

improving the corporate disclosure. For instance, Jackson (2017), Oxelheim and 

Randøy (2003) and Wu et al. (2015) indicated that the presence of more foreign 

investors increased the firm value and earnings quality as well as mitigated the 

earnings management. In another study, Khan (2010) found that the foreign directors 
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have a positive effect on the level of corporate social responsibility disclosure. 

Further, Ibrahim and Hanefah (2016) and Makhlouf et al. (2018) found that foreign 

directors are positively related with the CSR disclosure and the accounting 

conservatism, respectively in Jordan. 

5.6.7 Audit Committee Size 

Table 5.13 shows that the direction of relationship between audit committee size 

(ACSIZ) and risk disclosure (CRD) is positive and significant (t = 2.22, P = 0.026). 

This suggests that the audit committees with more members help the firm to disclose 

more risk information than those with small audit committees. This result is 

consistent with the study‘s expectation; therefore, H7 is accepted and supported. This 

result is in line with resource dependence theory, thus indicating that the audit 

committees with many members are highly advantageous and resourceful in their 

monitoring functions due to their reciprocal knowledge and diverse skills (Hillman & 

Dalziel, 2003; Mohamad-Nor et al., 2010). Based on the agency theory viewpoint, 

the audit committee is authorized by the board of directors to act on behalf of them to 

maintain the interests of the stakeholders. Thus, they should be big enough to ensure 

strong supervision functions (Bedard et al. 2004). 

The result also supports the findings of Alzoubi (2016a) that the audit committee size 

contributes to deter the practices of the earnings management in Jordan. Likewise, 

Alqatamin (2018) and Zraiq and Fadzil (2018a) revealed that the audit committee 

size is positively related with the financial performance in Jordan. The findings also 

support those of Al-Moataz and Hussainey (2012), Barako et al. (2006), Ho and 
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Wong (2001) and Li et al. (2008) who revealed that the size of the audit committee is 

positively associated with the disclosure. 

5.6.8 Audit Committee Meetings  

Table 5.13 shows an unexpected result that the frequency of the audit committee 

meetings is insignificantly related to CRD (t = -1.26, p = 0.207), which implies that 

the frequency of the audit committee meetings does not contribute in providing more 

risk information. Therefore, the findings do not support H8, which proposed that the 

frequency of the audit committee meetings was significantly related to the corporate 

risk disclosure. The insignificant result is inconsistent with the agency theory 

assumption that firms with more audit committee meetings are more efficient in 

improving the quality of the financial reporting compared with firms with a lower 

audit committee meetings frequency. Furthermore, this result is inconsistent with the 

findings reported by Allegrini and Greco (2013), Felo and Solieri (2009), Kent and 

Stewart (2008), Laksmana (2008), O‘Sullivan et al. (2008), Vafeas (2005) and Xie et 

al. (2003)  that the amount of the corporate disclosure has a positive association with 

frequency of the audit committee meetings.  

Nevertheless, the insignificant result found in this study is similar to that of Baxter 

and Cotter (2009) who demonstrated that the frequent audit committee meetings 

were insignificantly linked with the earnings quality. Similarly, Ismail et al. (2008) 

found that the frequency of the audit committee meetings had no significant 

relationship with the corporate reporting quality. Felo et al. (2003) concluded that the 

frequent meetings had no impact on the financial reporting. In the context of the 

Jordanian companies, the possible explanation of the insignificant relationship 
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between the frequency of the audit committee meetings and the risk disclosure is 

attributed to the fact that Jordanian firms hold meetings of the audit committees only 

to meet the requirements of the Jordanian corporate governance code, thereby 

ignoring the importance of such meetings in improving the quality of the financial 

reports. Besides, the audit committees that hold many meetings frequently may 

convey a good impression to the market about the continuity of the monitoring 

functions, thus decreasing the demand for public disclosure in the annual reports 

(Barros et al., 2013). 

5.6.9 Audit Committee Expertise 

Table 5.13 shows that audit committee expertise (ACEXPERT) has a positive 

relationship with the corporate risk disclosure (CRD) (t =1.42, P = 0.156), which 

signifies that the greater audit committee expertise results in more risk information. 

However, the coefficient of the audit committee expertise is insignificant, thus 

contradicting the expectation of study, which predicted a positive relationship 

between the audit committee expertise and the risk disclosure. Consequently, H9 is 

rejected. The results also contradict with the predictions of agency and resource 

dependence theories, that the boards with valuable knowledge and expertise are 

perceived as an effective monitoring mechanism and are able to exploit the external 

resources and reduce the agency costs, thereby leading to a better financial reporting 

quality (Fama & Jensen, 1983; Hillman & Thomas, 2003; Pfeffer & Salancik 2003). 

The finding is also inconsistent with Abad and Bravo (2018), Felo et al. (2003), and 

Mangena and Pike (2005) who found a significant positive association between the 

audit committee expertise and disclosure.  
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Nevertheless, this result is in line with Ismail et al. (2008) and Madi et al. (2013) 

who found that the audit committee expertise has not improved the level of 

disclosure. Saleh, Iskandar and Rahmat (2007) also revealed that the presence of the 

audit committee‘s directors with accounting expertise was insignificantly linked to 

the earnings management. Another study by Abdullah et al. (2017) found that the 

audit committee expertise has a positive and insignificant relationship to the risk 

disclosure. 

A possible explanation for this result is, again, that the Jordanian firms are 

attempting to follow the requirements of the Jordanian code of the corporate 

governance, which stated that the audit committee members must have qualifications 

and experience in accounting or finance regardless of their members‘ real expertise 

or their actual monitoring role on management to provide a high level of risk 

information. This argument is supported by the findings of Kikhia (2014) that the 

audit committee expertise had no significant effect on the audit fees in Jordan.  

Moreover, the insignificant role of the audit committee expertise in improving the 

level of risk disclosure practices may be also attributed to the assumptions of agency 

theory that the overseeing role of expert directors could be impaired in countries with 

a high ownership concentration. Further, the directors may be selected based on their 

relationship with the high concentrated owners rather than their experience, thus 

weakening their effect on the financial reporting quality. Jordan, as an emerging 

market, suffers from a high ownership concentration that is well known (e.g. Abu-

Serdaneh et al., 2010; Jaafar and El-shawa, 2009; Zureigat, 2011). Furthermore, the 

measurement of the expertise used in this study is accounting and/or financial, 
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although the members‘ expertise may be in the field of law, banking, academia or 

politics that might increase the audit committee‘s effectiveness. 

5.6.10 Overlapping of Audit Committee Membership 

Table 5.13 reports a positive relationship between the audit committee overlapping 

(OVER) and the level of the risk disclosure (CRD) (t = 0.47, P = 0.638). The result 

indicates that overlapping members in the audit committee contribute in improving 

the level of risk disclosure. However, the relationship is insignificant. Accordingly, 

H10 is not supported, which posited that overlapping of the audit committee 

membership could significantly increase the level of risk disclosure. These results do 

not support resource dependence theory, which proposes that the members who serve 

in multiple committees bring expertise and knowledge from other committee and use 

such knowledge in enhancing the effectiveness of other committees. Further, this 

finding contrasts with the findings of Chandar et al. (2012), Ferris et al. (2003), 

Furqaan et al. (2019) and Habib and Bhuiyan (2016) who showed that firms with 

overlapping memberships have high-quality financial reporting more than firms 

without overlapping memberships.  

Nevertheless, this result is consistent with the findings of Kusnadi et al. (2016), 

Shankaraiah and Amiri (2017) and Velte (2017) who found a positive but 

insignificant relationship between the overlapped member and financial reporting 

quality. A possible explanation for this insignificant result is that overlapping 

membership might weaken the directors‘ efforts and the time allocated to the 

committees because the directors become overcommitted and have additional 

responsibilities. Thus, they do not have enough time to perform their duties in each 
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committee effectively, which adversely affects their monitoring functions (Ferris et 

al., 2003; Liao & Hsu 2012).  

In this regard, Liao and Hsu (2012) argue that the overlapping membership usually 

occurs in companies with weakened corporate governance mechanisms, and is not 

common in firms with a strong coordination between their committees. In addition, 

the overlapping membership creates conflicts of interest between committees, which 

weaken the effectiveness of the audit committee, particularly in relation to 

monitoring the financial reporting process (Hoitash & Hoitash, 2009). 

5.6.11 Institutional Ownership 

Hypothesis 11 predicted a significant positive influence of the institutional 

ownership (IOW) on the corporate risk disclosure (CRD). In contrast to the study‘s 

expectation, Table 5.13 shows an insignificant relationship between the institutional 

ownership (IOW) and the corporate risk disclosure (CRD) (t = -0.40, P = .0.688). 

Thus, H11 is not supported. This indicates that the institutional ownership does not 

improve the level of risk disclosure. The result does not support the findings of prior 

studies (e.g., Barako et al., 2006; Huafang & Jianguo, 2007) and the agency theory, 

which considers that the institutional investors have the ability to oversee firms‘ 

activities. This oversight functions help in mitigating the conflicts of interests 

between the investors and the directors (Jensen & Meckling, 1976), and play an 

important role in providing further disclosure (David & Kochhar, 1996). In addition, 

this result is not in line with Ahmadi and Elbehi (2018), Carmona et al. (2016), 

Kamaruzaman et al. (2019), Mousa and Elamir (2014), and Salem et al. (2019) who 
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concluded that the institutional ownership is significantly and positively linked with 

the risk disclosure level.  

The result is attributed to the idea that the institutional owners are less concerned 

with the regulated environment that provides more risk information (Solomon et al., 

2000). Furthermore, the study‘s descriptive analysis shows that the institutional 

ownership in Jordan is low (0.0968%). This percentage does not authorize the 

institutional ownership to be effective enough. In other words, the institutional 

ownership is influential only when the institutions hold a high proportion of shares 

(Jiang et al., 2010). Another explanation is that institutions have alternative channels 

through which they extract relevant information rather than rely on public disclosure. 

Besides, the convergent interests of both management and major institutional 

shareholders lead to more cooperation among them to prevent the access of minority 

shareholders to related information, thereby reducing the corporate disclosure. In 

addition, the institutional investors typically have an investment‘s short-term vision 

(Hansen & Hill, 1991), and they are more interested in the immediate performance. 

Thus, they pay less attention to future risk-associated information surrounding the 

firm, which motivates the managers to hide the risk information in order not to 

obfuscate the firms‘ performance, thereby achieving and upholding their short-term 

goals (Chan et al., 2015). 

This result is in line with the findings of Elzahar and Hussainey (2012), Htay et al. 

(2011), and Ibrahim et al. (2019) who revealed that the institutional ownership is 

insignificantly related with the extent of risk disclosure. Likewise, Ahmed Haji and 

Mohd Ghazali (2014) and Md Nor, Mohd Saleh, Jaffar and Abdul Shukor (2010) 
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found that the institutional ownership has an insignificant relationship with the 

corporate disclosure. Similarly, Sartawi et al. (2014) found that the institutional 

ownership has an insignificant effect on the level of voluntary disclosure in Jordan. 

5.6.12 Foreign Ownership   

The study predicted a positive relationship between the foreign ownership (FOW) 

and the corporate risk disclosure (CRD). The result in Table 5.13 shows that the 

foreign ownership has a positive relationship with the risk disclosure, but it is 

insignificant (t = 0.37, P = 0.709). However, this result does not support H12, thus 

implying that the foreign owners do not influence the level of corporate risk 

disclosure. As a result, this result is inconsistent with signalling theory, which posits 

that as public-listed firms rely on external financial resources, they are stimulated to 

release further risk information to convey a good signal to outside investors 

pertaining to their ability to manage the risk. Further, the result is not in line with 

Barako et al. (2006), Bokpin and Isshaq (2009), Haniffa and Cooke (2002, 2005), 

Mangena and Tauringana (2007), and Nagata and Nguyen (2017) who found a 

significant and positive association between the disclosure and the percentage of the 

foreign ownership. 

On the other hand, this result is in line with the findings reported by Konishi and Ali 

(2007) and Mousa and Elamir (2014) who revealed no significant relationship 

between the risk disclosure and foreign ownership. Other studies by Abu Qa‘dan and 

Suwaidan (2018), Alabdullah (2018), and Aldaoud (2015) found that the foreign 

ownership has an insignificant positive relationship with the corporate social 

responsibility disclosure, the financial performance, as well as the timeliness of 
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financial reporting in Jordan. A possible explanation of this result is that foreign 

owners serve as passive investors without any direct intervention in the firms‘ 

activities. In addition, the foreign ownership in Jordan is relatively low as shown in 

the study‘s descriptive analysis (0.1249%). More specifically, UNCTAD found that 

the foreign investments in Jordan decreased gradually in recent years. The report also 

indicated that hazards such as a high level of risk and uncertainties are surrounding 

these investments (Al-tamimi, 2017). Thus, the foreign investments have a flagging 

effect on the management activities. Another study by Phung and Le (2013) argues 

that the foreign ownership has a low monitoring role in companies in emerging 

markets because they are not concentrated. Likewise, Chhibber and Majumdar 

(1999) stated that foreign investors holding a high proportion of a firm‘s equity could 

monitor the management policy. Foreign shareholders also suffer from information 

asymmetry due to language and law constraints, cultural barriers, and a shortage of 

available information, thus leading to a less effective controlling role (Elgammal et 

al., 2018). 

5.6.13 Family Ownership 

The study predicted a negative relationship between family ownership (FAW) and 

the corporate risk disclosure (CRD). Table 5.13 shows that the direction of the 

relationship between the family ownership (FAW) and the corporate risk disclosure 

(CRD) is negative and significant (t = -2.08, P = 0.038), thereby indicating that the 

family ownership inhibits firms from disclosing more risk information. This result is 

consistent with the expectation that firms with a higher family ownership have a less 

tendency to provide risk information. Thus, H13 is supported. This result is 

consistent with the fact that family owners have a great access to relevant 
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information, which leads to fewer needs for risk disclosure. Another plausible reason 

is that family owners monitor the management more effectively, thereby reducing 

Type 1 agency problems between the managers and the shareholders. Therefore, the 

demand of non-family owners for information to monitor the management is lower.  

These results are in agreement with the previous evidence by Akhtaruddin et al 

(2009), Chen and Jaggi (2000), and Jaggi and Leung (2007) who found that the 

family owners have a negative effect on the level of disclosure. In addition, Al-

Shammari (2014a) and Ismail et al (2014) indicated that the family ownership has a 

negative effect on the risk disclosure level. In the Jordanian context, Al Daoud 

(2018) and Bataineh et al. (2018) documented that the family ownership contributes 

in increasing the earnings management practices, whereas Akra and Hutchinson 

(2013) and Haddad et al. (2015) argue that the family domination is a key factor in 

explaining the variations of disclosure practices in Jordan. 

5.6.14 Control Variables 

The relationship between firm size (SIZE) and the corporate risk disclosure (CRD) is 

insignificantly positive (t= 1.22, p = 0.222). These findings suggest that the firm‘s 

size does not affect the level of risk disclosure in the Jordanian companies. Hence, 

this result is consistent with Hassan (2009) and Aljifri and Hussainey (2007) who 

revealed an insignificant relationship between the two variables. Similarly, 

Alabdullah (2018) and Sartawi et al. (2014) revealed insignificant relationships 

between the firm‘s size and the firm performance and voluntary disclosures, 

respectively in Jordan. Table 5.13 shows a significant positive relationship between 

the type of sector (SECTR) and the corporate risk disclosure (CRD) (t= 2.36, p = 



 

 

239 

 

0.018), thus suggesting that firms in the industrial sector disclose more risk 

information than those in the service sector. This result is consistent with those 

reported by Cooke (1992) and Mangena and Pike (2005) who found a significant 

positive relationship between the type of sector and the corporate disclosure. 

Similarly, Rajab and Handley-Schachler (2009) found that the industry type was 

significantly and positively related to the risk information disclosure.  

The result of the regression analysis shows no significant relationship between 

companies audited by Big Four audit firms (BIG4) and the level of risk disclosure 

(CRD) (t = 1.12, p = 0.261). As a result, it could be argued that there are no 

significant differences in the level of risk disclosure of the firms audited by big audit 

firms and those audited by non-Big Four audit firms. This result is consistent with 

Aldaoud (2015) and Alhadab (2018) that BIG Four has no effect on the timeliness of 

financial reporting or on the earnings management in Jordan. The result is also 

consistent with the results of Barako et al. (2006) who found that the type of audit 

firm had no significant effect on the corporate voluntary disclosure in the Kenyan 

firms. Similarly, Al-Shammari (2014b) revealed that BIG Four has no significant 

effect on the risk disclosure practices by the Kuwait companies. In addition, the 

leverage of firms (LEVER) has an insignificant association with the corporate risk 

disclosure (CRD) (t = 0.67, p = 0.501). This result indicates that the leverage does 

not influence the level of risk disclosure; therefore, this result is similar to previous 

studies by Linsley and Shrives (2006), Abraham and Cox (2007), Konishi and Ali 

(2007), Rajab and Handley-Schachler (2009), Elzahar and Hussainey (2012), 

Miihkinen (2012), and Ntim et al. (2013) who found an insignificant relationship 

between the leverage and the risk disclosure. In the same vein, Alrabba et al. (2018), 
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Sartawi et al. (2014), and Kikhia (2014) revealed an insignificant relationship 

between leverage and voluntary disclosures and the audit fees in Jordan. 

Table 5.14 

Summary of the Hypotheses Testing Results 

Hypothesis  Hypothesis statement  Findings 

H1 There is a positive relationship between board size and the 

level of risk disclosure. 

Not Supported 

H2 
There is a positive relationship between the frequency of 

board meetings and the level of risk disclosure. 
Not Supported 

H3 
There is a negative relationship between CEO duality and the 

level risk disclosure. 
Supported 

H4 
There is a positive relationship between board expertise and 

the level of risk disclosure. 
Supported 

H5 
There is a negative relationship between political connection 

and the level of risk disclosure. 
Supported 

H6 
There is a positive relationship between foreign directors and 

the level of risk disclosure. 
Supported 

H7 
There is a positive relationship between audit committee size 

and the level of risk disclosure. 
Supported 

H8 
There is a positive relationship between frequent audit 

committee meetings and the level of risk disclosure. 
Not Supported 

H9 
There is a positive relationship between accounting financial 

expertise on audit committee and the level of risk disclosure. 
Not Supported 

H10 

There is a positive relationship between overlapping 

membership on audit committee and another committees and 

level of risk disclosure. 
Not Supported 

H11 
There is a positive relationship between institutional 

ownership and the level of risk disclosure 
Not Supported 

H12 
There is a positive relationship between foreign ownership 

and the level of risk disclosure. 
Not Supported 

H13 
There is a negative relationship between Family ownership 

and the level of risk disclosure. 
Supported 
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5.7 The Moderating Effect of Family Ownership  

This study hypothesised that the relationship between the internal corporate 

governance (board of directors and audit committee) and the corporate risk 

disclosure would be influenced by the contextual conditions. The family ownership 

is an important corporate governance mechanism that could influence the 

relationship between the board of directors and the audit committee, as well as the 

corporate risk disclosure. More specifically, this study predicted that the family 

ownership moderates the relationship between the internal corporate governance 

mechanisms and the level of risk disclosure. 

To answer the fifth research question, this study examined whether the family 

ownership moderates the relationship between the corporate governance mechanisms 

and the level of risk disclosure. According to Aiken and West (1991), interaction 

terms have been created by multiplying the predictor variables with the moderator 

variable to structure the model of the moderating effect of the family ownership on 

the direct relationship between the internal corporate governance (board of directors 

and audit committee) and the corporate risk disclosure. Therefore, the regression 

models were run to examine this. Table 5.15 shows the findings of regression of the 

second model (the moderating effect of the family ownership). The R
2
 of this 

regression model is 0.400, compared with the value in the main regression (direct 

relationship) in Table 5.13, which was 0.344. As a result, it can be clearly concluded 

that R
2
 has dramatically increased (form 0.344 to 0.400). According to Hair et al. 

(2006), the increase in R
2
 indicates the significance of the moderator.  
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Table 5.15 

The Moderating Effect of Family Ownership 

CRDit=β0+β1BSIZit+β2BMit+β3CEOit+β4BEXPERTit+β5POLit+β6FORDit+β7ACSI

Zit+β8ACMit+β9ACEXPERTit+β10OVERit+β11IOWit+β12FOWit+β13SIZEit+β14SCT

Rit+β15BIG4it+β16LEVERit+β17(FAW*BSIZ)it+β18(FAW*BM)it+β19(FAW*CEO)it

+β20(FAW*BEXPERT)it+β21(FAW*POL)it+β22(FAW*FORD)it+β23(FAW*ACSIZ

)it+β24(FAW*ACM)it+β25(FAW*ACEXPERT)it+ β26(FAW*OVER)it+ε it 

CRD Coef. t-value p-value Sig 

BSIZ -0.483 -1.20 0.231  

BM 0.276 1.06 0.291  

CEO -1.319 -0.54 0.591  

BEXPERT 5.824 0.89 0.375  

POL -3.339 -1.56 0.118  

FORD 6.413 3.53 0.000 *** 

ACSIZ 2.091 2.03 0.042 ** 

ACM -0.178 -0.28 0.779  

ACEXPERT 1.878 0.87 0.383  

OVER 3.091 1.31 0.188  

IOW -0.020 -0.41 0.679  

FOW -0.007 -0.19 0.851  

SIZE 1.650 1.01 0.312  

SECTR 4.492 2.66 0.008 *** 

BIG4 1.566 1.15 0.250  

LEVER 0.010 0.38 0.701  

FAW*BSIZ 0.026 2.49 0.013 ** 

FAW*BM 0.007 1.09 0.274  

FAW*CEO -0.087 -1.80 0.072 * 

FAW*BEXPERT 0.082 0.59 0.553  

FAW*POL 0.038 0.69 0.492  

FAW*FORD -0.141 -3.13 0.002 *** 

FAW*ACSIZ -0.041 -1.19 0.235  

FAW*ACM -0.022 -1.23 0.220  

FAW*ACEXPERT 0.007 0.17 0.867  

FAW*OVER -0.098 -1.88 0.060 * 

Constant 4.800 0.39 0.695  

Number of Obs  376.000   

R-squared  0.400   

Prob > chi2  0.000   

*** p<0.01, ** p<0.05, * p<0.1  

5.7.1 The Moderating Effect of Family Ownership on the Relationship    

          between Board Size and Corporate Risk Disclosure 

As reported in Table 5.15, the findings of the moderating effect of the family 

ownership (FAW) on the relationship between the board size (BSIZ) and the 
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corporate risk disclosure (CRD) show that the interaction between the family 

ownership and the board size (FAW*BSIZ) has a positive and significant effect on 

the level of risk disclosure (t = 2.49, p = 0.013). However, the direct association 

between the board size and the corporate risk disclosure is negative but insignificant 

(t = -0.01, p = 0.988), thus indicating that the family ownership moderates the 

relationship between the board size and the corporate risk disclosure. Thus, H14a is 

supported. When the number of the board of directors is large, the level of risk 

disclosure is higher in firms with a higher family ownership than firms with a lower 

family ownership. The existence of family-concentrated owners suggests the 

presence of a dominant group that might strongly affect the board effectiveness 

(Lokman et al., 2014).  

The result may be based on the fact that due to the long-term presence of family 

owners in a company, this stimulates them to expend great efforts to discipline and 

monitor the managers in order to maintain the reputation and goodwill of the family, 

thereby mitigating the agency costs (Bartholomeusz & Tanewski, 2006; DeAngelo & 

DeAngelo, 1985; Wang, 2006). In addition, the family-concentrated owners or 

family members serving in the board are likely to have a great ability to monitor the 

management strictly (Ghosh & Tang, 2015; Villalonga & Amit, 2006). This result is 

in line with Aldaoud (2015) who found that the ownership concentration moderates 

the relationship between the board size and timeliness of the financial reporting in 

Jordan.  
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5.7.2 The Moderating Effect of Family Ownership on the Relationship 

          between Board Meetings and Corporate Risk Disclosure 

The results of the interaction effect of the family ownership (FAW) on board meeting 

frequency (BM) presented in Table 5.15 show no significant effect on the corporate 

risk disclosure (CRD) (t= 1.09, p= 0.274), thereby indicating that FAW has no 

moderating role on the relationship between BM and CRD. Thus, H14b is rejected, 

which stated that the family ownership plays a moderating role between the 

frequency of the board meetings and the corporate risk disclosure. A reasonable 

explanation of this result is that when the family members control most shares, they 

will try to align their interests with the managers‘ interests, thus leading to few 

demands for monitoring mechanisms such as the board meetings. In addition, in the 

family firm, the family owners get risk information among themselves without a 

need to disclose the information in annual reports or official meetings (Al-shammari, 

2014a; Ismail et al., 2014; Kamaruzaman et al., 2019), thus reducing the 

effectiveness of such meetings. Under these circumstances, other stakeholders will 

not receive relevant risk information via official meetings (Konishi & Ali, 2007).  

5.7.3 The Moderating Effect of Family Ownership on the Relationship  

          between CEO Duality and Corporate Risk Disclosure 

The study examined whether the interaction between the family ownership and CEO 

duality (FAW*CEO) has an influence on the risk disclosure (CRD) (t= -1.80, p= 

0.072). The findings showed that the family ownership negatively moderates the 

association between the CEO duality and the corporate risk disclosure. Thus, H14c is 

supported. This result is consistent with the entrenchment argument predicted by 

agency theory. The family members usually occupy executive positions in the firm or 

they may select one person to occupy both positions (CEO duality). This might be 
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because the family owners have high voting rights to nominate a chairman or CEO 

(Anderson and Reeb, 2003). Even when CEOs are not family members, the family 

directors recruit them. Therefore, the CEO is susceptible to be dominated by families 

because s/he feels grateful to them, thus implying that the family members restrict 

the CEO‘s decisions (Jaggi et al., 2009; Li & Hung, 2013).  This problem is 

exacerbated when the CEO is also the chairman, thereby degrading the CEOs‘ 

monitoring role.  

5.7.4 The Moderating Effect of Family Ownership on the Relationship  

          between Board Expertise and Corporate Risk Disclosure 

Table 5.15 shows that the interaction between the family ownership and board 

expertise (FAW*BEXPERT) does not influence the corporate risk disclosure (CRD) 

(t = 0.59, p = 0.553), although the results in Table 5.13 (direct relationship) indicate 

that the board expertise is significantly and positively related to the level of risk 

disclosure. Hence, the board expertise effectiveness is impaired by the presence of 

concentrated family ownership. This result is consistent with the argument of the 

agency theory. In other words, family owners who serve in the board usually do not 

have sufficient qualifications, skills or experience, thus adversely affecting the 

information disclosed (Sciascia & Mazzola, 2008). In addition, as family members 

have a great access to information, there is no need to incur high monitoring costs of 

appointing outside the expert directors to improve the quality of the public 

information (Chau & Gray, 2010; Ismail et al., 2014). When the firms do not have a 

family intervention, the diversity of boards would become high, including education 

and expertise, and then they are more likely to bring more resources to protect the 

stakeholders‘ interests.  This subsequently may enhance the ability of the board to 
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perform their responsibilities more effectively without pressures by the family 

members (Chang, Oh, Park, & Jang, 2017), and ultimately resulting in more risk 

disclosure. Moreover, the family-owned firms perceive the board expertise as a 

symbolical role to improve the organizational legitimacy rather than serve as an 

effective governance mechanism on the managerial activities (Oh, Chang, & Jung, 

2019).  

5.7.5 The Moderating Effect of Family Ownership on the Relationship  

          between Political Connection and Corporate Risk Disclosure 

The hypothesis (H14e) postulated that the family ownership plays an important role 

in the association between the political connection and the corporate risk disclosure. 

The direct relationship between the political connection and the corporate risk 

disclosure is significantly negative (t = -1.92, p = 0.055). However, the interaction of 

the family ownership with the political connection (FAW*POL) changes the 

relationship from significantly negative (see Table 5.13; direct relationship) to 

insignificantly positive (t = 0.69, p = 0.492). This means that the family ownership is 

beneficial to the relationship between the political connection and the corporate risk 

disclosure. This result is consistent with agency theory‘s prediction that the presence 

of political ties might lead to an increase in the information asymmetry resulting 

from secret deals between the insiders and the politicians which the management 

may want to cover up (Fan & Wong, 2002; Bona et al., 2014). However, the family 

firms‘ distinctive features, such as their high ownership stakes, weak diversified 

portfolios, and long-term investment horizons (Anderson & Reeb, 2003; Villalonga 

& Amit, 2006) make these companies more likely to place politically connected 

directors on the board for innocuous reasons that benefit all the shareholders and not 
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only the controlling family (Bona-Sánchez et al., 2019). These findings are 

consistent with those reported by Hashmi et al. (2018), that the family ownership has 

a moderation role on the negative effect of the political connection on the earnings 

quality. More precisely, the family ownership contributes in diminishing the political 

connection‘s costs that may deform the companies‘ earnings quality.  

5.7.6 The Moderating Effect of Family Ownership on the Relationship   

          between Foreign Directors and Corporate Risk Disclosure 

Table 5.15 shows that the interaction of the family ownership with the foreign 

directors (FAW*FORD) is significantly and negatively linked to risk disclosure 

(CRD) (t= -3.13, p= 0.002). By comparing this result with the previous result in 

Table 5.13, foreign directors are significantly and positively associated with the level 

of risk disclosure (t= 1.80, P= 0.071). This indicates that when the relationship 

between FORD and CRD is examined in isolation from the family ownership 

concentration, it has a positive relationship with CRD, and becomes significantly 

negative when the family ownership is present. That is, FAW negatively moderates 

the relationship between FORD and CRD. Thus, H14f is supported. Therefore, the 

result of this study supports the contention that FAW produces conflicts between the 

predominant family owners and the minority shareholders, particularly in countries 

characterised by a weak protection of other shareholders. That is, the existence of 

family ownership weakens the effective monitoring role of foreign directors.  

A plausible reason is that family firms experience a high level of information 

asymmetry, thus it is difficult for foreign directors to access critical information and 

contribute to decisions concerning the risk disclosure. Another explanation is that 

foreign members serving in the board are eager to maintain the interests of the 
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minority foreign owners against major owners‘ interests (e.g., family owners). 

Therefore, they would act as a substitute instead of the risk disclosure (Barako & 

Brown, 2008), thereby reducing the demands of foreign investors for risk 

information. 

5.7.7 The Moderating Effect of Family Ownership on the Relationship  

           between Audit Committees Size and Corporate Risk Disclosure 

Although the audit committee size positively affects the level of risk disclosure in the 

direct relationship as shown in Table 5.13 (t = 2.22, P = 0.026), the results in Table 

5.15 show no significant moderating effect of the family ownership on this 

relationship (t = -1.19, P = 0.235). This indicates that the size of the audit committee 

does not influence the risk disclosure practices in family-owned firms, and its effect 

is weakened in the presence of concentrated family ownership. This result is 

supported by Jaggi and Leung (2007), who found that although the audit committees 

significantly constrain the earnings management practices, this effective role 

significantly declines when the firms are dominated by families. A possible 

explanation for these results is that when the audit committee is dominated by the 

ruling family, the member of the family will control the members of the audit 

committee because the reappointment of those members depends on the personal 

relationships with them (Jaggi & Leung, 2007). As a result, this weakens their 

effectiveness, and leads to poor audit committees‘ monitoring functions.  

5.7.8 The Moderating Effect of Family Ownership on the Relationship    

          between Audit Committees Meetings and Corporate Risk Disclosure 

The result of the interaction of the family ownership with the frequency of the audit 

committee meetings (FAW*ACM) does not affect the corporate risk disclosure 
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(CRD) (t = -1.23, P = 0.220), implying that a high family ownership in the firm 

mitigates the effectiveness of the audit committee meetings and its monitoring 

function. An explanation is that when family owners hold a high proportion of the 

firm‘s shares, the board may be derivative from them. Therefore, they may 

communicate risk information with each other via informal meetings (in their houses 

or by phone) rather than disclose such information in official meetings (Al-

shammari, 2014a; Ismail et al., 2014; Kamaruzaman et al., 2019), and they probably 

do not pay more attention to the preparation or attendance of these meetings 

seriously, thereby leading to fewer meetings‘ efficiency.  

This result is consistent with agency theory viewpoint that the audit committees in 

family firms are dominated by family members or their members are from the 

dominant family. Hence, they will follow the family‘s wishes (Abdullah & Ismail, 

2016; Jensen & Meckling, 1976), and these results in weakening the effectiveness of 

their meetings. Along the same line, Chau and Leung (2006) studied the connection 

between the family ownership and the presence of the audit committee. They found 

that the family ownership at a medium level was associated negatively with the 

presence of an audit committee. This is also justified by the fact that when the family 

ownership increases, it means that the convergence between both managers‘ and 

outside investors‘ interests increases, thus leading to less monitoring needs (Chau 

and Leung, 2006; Menon & Williams, 1994). Therefore, the oversight role of the 

audit committees is more likely to be weakened. 
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5.7.9 The Moderating Effect of Family Ownership on the Relationship  

          between Audit Committees Expertise and Corporate Risk Disclosure 

The regression analysis examining the interaction between family ownership and 

audit committee expertise (FAW*ACEXPERT) indicates an insignificant effect on 

the level of the corporate risk disclosure (CRD) (t = 0.17, P = 0.867). This implies 

that the audit committee expertise does not improve the disclosure of risk 

information when the family ownership is high, and this result is consistent with the 

argument predicted by agency theory. It seems that the family-owned firms usually 

tend to appoint expert directors in order to benefit from their expertise and 

knowledge on strategic decisions rather than exploiting their ability to control the 

managers‘ activities and oversee the quality of the financial reports (Anderson & 

Reeb, 2004; Jaggi et al., 2009; Johnson et al., 1996). 

 This might influence the advisory role of the audit committee‘s expertise in 

disclosure decision making. Further, these experts may be grateful to family 

members and therefore are more likely to agree with their wishes (Abdullah & 

Ismail, 2016; Jensen & Meckling, 1976), especially if the family members have the 

authority to appoint and dismiss them (Jaggi et al., 2009). Similarly, Wong (2011) 

reported that despite family-owned firms are related to lower audit committee 

expertise, there is no evidence that the family firms moderate the relationship 

between the audit committee and the earnings quality. 

5.7.10 The Moderating Effect of Family Ownership on the Relationship  

            between Overlapping of Audit Committee Membership and        

            Corporate Risk Disclosure 

Table 5.15 shows that the interaction of (FAW) and (OVER) has a significant 

negative relationship with CRD (t = -1.88, P = 0.060). By comparing this result with 



 

 

251 

 

the results presented in Table 5.13, the direct relationship, the audit committee‘s 

overlapping (OVER) has an insignificant positive relatioship with CRD (t =0.47, P = 

0.638). Thus, H14j is supported. This indicates that the family ownership negatively 

moderates the relationship between the overlapping of the audit committee 

membership and the corporate risk disclosure. The result is consistent with the 

agency theory‘s perception that the overlapping members in firms with a high 

proportion of the family ownership are often from the dominant family.  This fact 

may justify why such members frequently occupy many positions in several boards‘ 

committees. Thus, they are supported by their families and have the authority and 

ability to influence the audit committee‘s decisions in line with the family‘s interests. 

This result also supports the findings of Al-Sraheen and Al Daoud (2018) and Idris et 

al. (2018) who found that the family ownership moderates negatively the relationship 

between the board of directors‘ independence and the earnings management in 

Jordan. Likewise, Makhlouf et al. (2018) found that the family control negatively 

moderates the association between the board of directors‘ effectiveness and the 

performance of the Jordanian firms. These results are in line with agency theory that 

when the family controls the company, it likely causes Type II of the agency 

problems, with conflicting interests between the majority and the minority investors 

(Anderson & Reeb, 2004; Kuo & Hung, 2012). That is, the controlling families are 

motivated to expropriate the minority shareholders‘ interests. 
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Table 5.16 

Summary of the Hypotheses Testing Results of the Moderating Effect of Family Ownership 

Hypothesis  Hypothesis statement  Findings 

 H14a Family ownership moderates the relationship between 

the board size and the level of risk disclosure. 

Supported 

H14b 

Family ownership moderates the relationship between 

the frequency of board meetings and the level of risk 

disclosure. 
Not Supported 

H14c 
Family ownership moderates the relationship between 

CEO duality and level of risk disclosure. 

 

Supported 

H14d 
Family ownership moderates the relationship between 

board expertise and the level of risk disclosure. 
Not Supported 

H14e 
Family ownership moderates the relationship between 

political connection and the level of risk disclosure. 
Not Supported 

H14f 
Family ownership moderates the relationship between 

foreign directors and the level of risk disclosure. 
Supported 

H14g 
Family ownership moderates the relationship between 

audit committee size and the level of risk disclosure. 
Not Supported 

H14h 

Family ownership moderates the relationship between 

the frequency of audit committee meetings and the level 

of risk disclosure. 
Not Supported 

H14i 

Family ownership moderates the relationship between 

audit committee expertise and the level of risk 

disclosure. 
Not Supported 

H14j 

Family ownership moderates the relationship between 

overlapping membership on audit committee and another 

committees and level of risk disclosure. 
Supported 
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5.8 Robustness Tests  

Additional tests were conducted to ensure the sensitivity and robustness of the main 

results reported earlier. 

5.8.1 Alternative Analysis Techniques  

This study used random-effects estimation in the main analysis. Also, additional 

techniques were estimated namely the ordinary least squares (OLS) and the 

generalised least squares (GLS) in order to test the robustness of the results. For the 

OLS, the model is fit and significant at the 1% level with the F-value = 12.942, R
2
 = 

0.381, and for GLS the model is also fit and significant at the 1% level. Tables 5.17 

and 5.18 show that the coefficient of the relationship between the study‘s variables 

are very similar to the earlier results in the main analysis in Table 5.13, except for 

some minor differences such as board meetings frequency that become significant, 

this may due to its p-value was very close to the significant level as well (0.103) in 

the main model. Which in turn, gives more support and robustness for the study‘s 

results in applying the random-effects model. This implies that there are no 

significant differences in the results of this study when different techniques are used. 

Table 5.17 
Results of Ordinary Least Squares (OLS) 

CRD Coef. t-value p-value Sig 

BSIZ 0.113 0.43 0.670  

BM 0.791 4.29 0.000 *** 

CEO -4.514 -4.09 0.000 *** 

BEXPERT 11.138 4.40 0.000 *** 

POL -2.160 -2.14 0.033 ** 

FORD 2.080 1.75 0.080 * 

ACSIZ 0.460 0.57 0.565  

ACM -0.204 -0.41 0.680  

ACEXPERT 0.597 0.56 0.578  

OVER 1.071 0.98 0.326  
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Table 5.17 (Continued) 

CRD Coef. t-value p-value Sig 

IOW -0.034 -0.98 0.327  

FOW 0.030 1.11 0.270  

FAW -0.057 -2.84 0.005 *** 

SIZE 2.100 2.13 0.034 ** 

SECTR 4.095 4.10 0.000 *** 

BIG4 0.494 0.46 0.648  

LEVER 0.031 1.32 0.188  

Constant -0.113 -0.02 0.987  

Number of Obs   376    

R-Squared  0.381    

Prob > F  0.000    

F-value 12.942    

*** p<0.01, ** p<0.05, * p<0.1 

 

Table 5.18 

Results of Generalised Least Squares (GLS) 

CRD Coef. t-value p-value Sig 

BSIZ 0.113 0.44 0.662  

BM 0.791 4.4 0.000 *** 

CEO -4.514 -4.19 0.000 *** 

BEXPERT 11.138 4.51 0.000 *** 

POL -2.160 -2.19 0.028 ** 

FORD 2.080 1.8 0.072 * 

ACSIZ 0.460 0.59 0.555  

ACM -0.204 -0.42 0.672  

ACEXPERT 0.597 0.57 0.568  

OVER 1.071 1.01 0.314  

IOW -0.034 -1.01 0.314  

FOW 0.030 1.13 0.258  

FAW -0.057 -2.91 0.004 *** 

SIZE 2.100 2.18 0.029 ** 

SECTR 4.095 4.21 0.000 *** 

BIG4 0.494 0.47 0.639  

LEVER 0.031 1.35 0.177  

Constant -0.113 -0.02 0.987  

Number of Obs   376 

Prob > chi2  1.000 

*** p<0.01, ** p<0.05, * p<0.1 
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5.8.2 Winsorizing the Data 

The model was re-examined after winsorizing the value of the continuous variables 

at 1%, 5% and 10%, respectively, to ensure that the results are not influenced by any 

extreme outliers and to confirm whether the results are similar to the findings of the 

main regression of Model, which only winsorized one variable (ACM) that had 

outlier problems. In Table 5.19, the models are statistically significant and fit at the 

1% level with the P-value = 0.000. R
2
 = 0.343, 0.362 and 0.369, respectively. In 

addition, the overall results are to a large degree similar to the previous results in 

Table 5.13, which give more confirmation about study results‘ robustness. 

Table 5.19 
Results of Winsorizing the Continuous Variables at 1%, 5% and 10% 

CRD 
Winsorize 1 % Winsorize 5 % Wonsorise 10 % 

Coef p-

value 

Sig Coef. p-

value 

Sig  Coef. p-

value 

Sig  

BSIZ -0.016 0.961  -0.015 0.964  0.078 0.833  

BM 0.312 0.112  0.468 0.040 ** 0.549 0.034 ** 

CEO -2.797 0.054 * -2.740 0.057 * -2.629 0.068 * 

BEXPERT 7.193 0.020 ** 8.095 0.011 ** 9.344 0.007 *** 

POL -2.804 0.057 * -2.712 0.064 * -2.648 0.069 * 

FORD 2.835 0.072 * 2.907 0.065 * 2.904 0.072 * 

ACSIZ 1.719 0.026 ** 2.061 0.029 ** 3.896 0.008 *** 

ACM -0.548 0.215  -0.593 0.213  -0.489 0.371  

ACEXPERT 1.966 0.153  1.848 0.176  1.935 0.152  

OVER 0.756 0.644  0.821 0.614  0.801 0.621  

IOW -0.020 0.697  -0.022 0.703  -0.018 0.787  

FOW 0.012 0.697  0.017 0.636  0.026 0.602  

FAW -0.048 0.038 ** -0.053 0.027 ** -0.059 0.019 ** 

SIZE 1.637 0.224  1.496 0.311  0.799 0.653  

SECTR 4.029 0.019 ** 4.109 0.017 ** 4.003 0.019 ** 

BIG4 1.815 0.259  1.795 0.261  1.976 0.211  

LEVER 0.019 0.496  0.020 0.485  0.033 0.292  

Constant 5.404 0.587  3.969 0.719  0.868 0.948  

Number of Obs   376   376   376   

R-Squared  0.343   0.362   0.369   

Prob > Chi2  0.000   0.000   0.000   

*** p<0.01, ** p<0.05, * p<0.1  
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5.8.3 Year Dummy Variable 

To control the variation of years‘ effects, this study re-estimated the main model by 

setting a dummy variable for the years. It is argued that years (business cycle) may 

have a specific effect on the result of the regression (Baatwah, Salleh, & Ahmad, 

2015; Datta, Iskandar-Datta, & Singh, 2013). Therefore, this study included a year 

dummy variable in re-estimating the main model to control the differences across 

year (business cycle) effects. Table 5.20 reveals the same results reported in Table 

5.13. Furthermore, the model is fit and significant at the 1% level with the P-value = 

0.000. R
2
 = 0.341, which gives support of the study‘s results in the main models. 

Table 5.20 
Year Dummy Variable 

CRD Coef. t-value p-value Sig 

BSIZ 0.068 0.20 0.838  

BM 0.275 1.41 0.158  

CEO -3.076 -2.12 0.034 ** 

BEXPERT 7.171 2.33 0.020 ** 

POL -2.820 -1.92 0.055 * 

FORD 2.611 1.66 0.097 * 

ACSIZ 1.573 2.04 0.041 ** 

ACM -0.861 -1.91 0.056 * 

ACEXPERT 1.989 1.45 0.148  

OVER 0.566 0.34 0.730  

IOW -0.014 -0.27 0.786  

FOW 0.020 0.61 0.539  

FAW -0.046 -2.00 0.045 ** 

SIZE 1.398 1.04 0.298  

SECTR 3.827 2.21 0.027 ** 

BIG4 1.572 0.98 0.328  

LEVER 0.019 0.69 0.491  

Constant 7.803 0.78 0.434  

YEAR DUMMY Included 

Number of Obs   376 

R-Squared  0.341 

Prob > F  0.000 

*** p<0.01, ** p<0.05, * p<0.1  
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5.8.4 Additional Test to Verify the Moderating Effect of Family Ownership 

In this section of the study, the additional analysis was conducted to test the 

moderating effect of the family ownership in different levels (high and low) on the 

corporate risk disclosure in order to understand the nature of such relationship. When 

the proportion of the family ownership is higher or equal to the median, the firm is 

considered as having a high level of family ownership. Conversely, the firm is 

considered as having a low family ownership if the proportion of the ownership is 

less than the median (Wang, 2006). To this end, the study population was divided 

into two groups: the first group represents the companies with a high level of family 

ownership, which included 60 firms (240 firm-year observations) and the second 

group represents companies with a low level of family ownership, which included 34 

firms (136 firm-year observations).  

The data for each group were analysed separately. As presented in Table 5.21, the t-

value of the moderating effect of the high-family ownership indicates that it does 

moderate the relationship between the same variables in the main model and risk 

disclosure but more significant. In addition, the R
2
 of this model is 0.445, which was 

0.400 in the main regression (the moderating effect of the family ownership as a 

whole) in Table 5.15. It is clear that R
2
 increased (form 0.400 to 0.445). Accordingly, 

the higher the family ownership, the greater its moderating effect on the relationship 

between the corporate governance mechanisms and the risk disclosure. Therefore, 

these findings are consistent and supportive with the main results of the current 

study. 
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Table 5.21 

The Moderating Effect of High-Family Ownership 

CRD Coef. t-value p-value Sig 

BSIZ -0.252 -0.45 0.652  

BM 0.141 0.39 0.697  

CEO 1.943 0.80 0.424  

BEXPERT 22.193 3.51 0.000 *** 

POL -0.643 -0.25 0.800  

FORD 11.438 3.44 0.001 *** 

ACSIZ 1.597 1.06 0.289  

ACM -1.259 -1.31 0.191  

ACEXPERT -0.961 -0.38 0.705  

OVER 4.837 1.75 0.079 * 

IOW -0.086 -1.26 0.207  

FOW -0.019 -0.23 0.817  

SIZE 0.545 0.35 0.725  

SECTR 6.006 2.70 0.007 *** 

BIG4 -0.416 -0.20 0.843  

LEVER 0.018 0.46 0.644  

FAW*BSIZ 0.021 1.67 0.094 * 

FAW*BM 0.008 0.94 0.348  

FAW*CEO -0.141 -2.69 0.007 *** 

FAW*BEXPERT -0.199 -1.38 0.168  

FAW*POL -0.004 -0.07 0.944  

FAW*FORD -0.220 -3.66 0.000 *** 

FAW*ACSIZ -0.018 -0.42 0.677  

FAW*ACM 0.000 -0.01 0.992  

FAW*ACEXPERT 0.066 1.22 0.222  

FAW*OVER -0.125 -2.15 0.032 ** 

Constant 9.930 0.84 0.402  

Number of Obs  240.000   

R-squared  0.445   

Prob > chi2  0.000   

*** p<0.01, ** p<0.05, * p<0.1 

5.9 Chapter Summary  

This chapter was designed to fulfil the research objectives and answer the research 

questions. This chapter presented explanations of the descriptive statistics to give an 

understanding of the sample‘s characteristics. Then, the chapter presented the 

diagnostic tests, including normality, outliers, linearity, multicollinearity, 

heteroscedasticity, and autocorrelation, as well as the ways of choosing between the 
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random model and the pooled OLS model. After that, the ways of choosing between 

the random effect and fixed effect models were described. The random effect was 

chosen as the model of this study.  

This chapter also showed the findings of the relationship between the dependent 

variable (corporate risk disclosure) and the independent variables (board of directors‘ 

characteristics, audit committee‘s characteristics and ownership structure), and the 

control variables (firm‘s size, leverage, sector type, and audit firm‘s type). Further, 

the chapter presented the results of testing the moderating effect of the family 

ownership on the relationship between the internal corporate governance (board of 

directors and audit committee‘s characteristics) and the corporate risk disclosure. The 

following chapter presents the discussion of the results of the study together with the 

contribution and the implications of the findings. 
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CHAPTER SIX 

DISCUSSION AND CONCLUSION 

6.1 Introduction 

This chapter presents an overview of the study and provides an insight into the effect 

of the corporate governance mechanisms (board of directors characteristics, audit 

committee‘s characteristics and ownership structure) on the corporate risk disclosure 

practices among the Jordanian listed companies. In addition, this chapter introduces 

the theoretical and practical implications of the study. The limitations of the study 

and suggestions for future research are also highlighted, before the final conclusion. 

6.2 Overview of the Study 

The risk disclosure has been established as an effective means of reducing the agency 

problem and mitigating the information asymmetry (Abraham & Cox, 2007; 

Solomon et al., 2000). The influence of the corporate governance on risk disclosure 

is a widely debated topic with inconclusive results. In addition, previous research has 

paid little attention to this topic in Jordan. Therefore, the effectiveness of the 

corporate governance mechanisms in improving the risk disclosure practices remains 

a research issue, and this study attempted to extend the previous risk disclosure 

studies. More specifically, this study examined the level of corporate risk disclosure 

provided by the Jordanian listed firms and investigated the influence of the corporate 

governance mechanisms on these practices. Therefore, it aimed at addressing the 

empirical and theoretical gap by understanding the risk disclosure practised in Jordan 

as well as presenting deeper insights into the possible factors that affect risk 
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disclosure. The sample of this study included 94 non-financial companies listed on 

the Amman Stock Exchange during four years period from 2014 to 2017 (376 firm-

year observations). 

This study has five main objectives. The first objective is to identify the level of risk 

disclosure practices in the Jordanian-listed firms‘ annual reports. The second 

objective is to investigate the effect of the characteristics of board of directors (board 

size, board meetings, CEO duality, board expertise, political connection, and foreign 

directors) on the level of risk disclosure. The third objective is to investigate the 

relationship between the audit committee‘s characteristics (size, meetings, expertise, 

and overlapping of the audit committee membership) and the level of risk disclosure. 

The fourth objective is to investigate the relationship between the ownership 

structure (i.e., institutional, foreign, and family ownership) and the level of risk 

disclosure. Because of the mixed findings related to the direct relationship between 

the corporate governance mechanisms and the corporate risk disclosure, the fifth 

objective is investigate whether the family ownership moderates the relationship 

between the internal corporate governance mechanisms (board of directors‘s 

characteristics and the audit committee‘s characteristics) and the level of risk 

information published by the Jordanian-listed firms. 

To achieve these objectives, a theoretical framework and research hypotheses were 

developed, based on agency, signalling and resources dependence theories. The 

content analysis method was adopted to measure the level of risk disclosure (the first 

objective) because the aim of this study is to examine the level of disclosure 

regardless of the quality of the corporate risk disclosures (Amran et al., 2009; 

Elzahar & Hussainey, 2012; Linsley & Shrives, 2006; Mokhtar & Mellett, 2013). 
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Further, the study employs risk categories proposed by the model of Linsley and 

Shrives (2006) that has been widely used by previous risk disclosure literature (e.g., 

Amran et al., 2009; Elzahar & Hussainey, 2012; Moumen et al., 2015; Moumen et 

al., 2016).  

The results of the content analysis indicated that the mean value of the corporate risk 

disclosure is 28 sentences. The total risk disclosure sentences to each firm ranges 

from 2 to 61 sentences. In addition, the financial risk is the largest of the six 

categories (3,090 sentences or 28%), the second is the operational risk (2,376 

sentences) which is about 24%, and the third is the strategic risk (2,218 sentences), 

representing 21% of the total risk disclosure sentences. Further, the empowerment 

risk, information processing and technology risk, and integrity risk represented 9%, 

8% and 10%, respectively. 

To achieve the second, third, and fourth objectives of the study, a multiple regression 

analysis was applied. The random effects model was used to estimate the panel 

regressions. The second research objective is to examine the influence of the board 

of director‘s characteristics on the risk disclosure. The regression analysis produced 

several findings. First, the board members with experience or qualifications in 

finance or accounting as well as foreign directors coming from other countries 

contribute to improving the risk disclosure practised by the Jordanian firms. These 

results are consistent with conjecture of resource dependence theory, which assumes 

that foreign and skilled directors in the board contribute in creating connections with 

a firm‘s external environment (Ujunwa, 2012), strengthen the board‘s monitoring 

role, and enhance the firm‘s disclosure quality. 
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CEO duality was found to be negatively and significantly affecting the level of risk 

disclosure. This relationship can be viewed from the perspective of the agency theory 

that an individual who holds both CEO‘s and chairman‘s positions is expected to be 

biased towards the managers rather than the shareholders to prevent the access of 

shareholders to relevant risk information (Al-Shammari, 2014a). The political 

connection was also found to negatively and significantly affecting the level of the 

corporate risk disclosure, thus implying that politically connected firms disclose less 

risk information than non-politically connected firms in the Jordanian environment. 

The relationship can be viewed based on the argument that states politically 

connected companies typically receive valuable advantages from their links with the 

government, which may obscure any practices of firms intentionally to mislead the 

investors (Khan et al., 2016; Leuz & Oberholzer-Gee, 2003). The regression results 

showed that the board size and frequency of board meetings do not have any 

significant effect on the level of risk disclosure.  

For the third research objective, regarding the audit committee‘s characteristics, no 

evidence indicates the effectiveness of the audit committee in improving the risk 

disclosure practices in Jordan. All variables, other than the audit committee size, 

were found to insignificantly affecting the risk disclosure practices. Consequently, 

the results are consistent with those reported by Nimer et al. (2012) that the 

effectiveness of the audit committees of listed firms in Jordan appears to be weak. A 

possible interpretation of these results is that the firms attempt to meet the 

requirements of the Jordanian code of the corporate governance, which implies that 

the board of directors must establish an audit committee. Therefore, the board of 

directors deems the audit committees as a forced burden that should perform at the 
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simplest level to only meet the regulations regardless of the effectiveness of this 

committee as a supervisor on the preparation of the financial reports (Al-Khadash & 

Al-Sartawi, 2010). Moreover, the high ownership concentration weakens the ability 

of the audit committee concerning improving the quality of the financial reporting. 

The analysis results for the fourth objective showed that the institutional ownership 

has an insignificant association with the risk disclosure. The study also failed to find 

any significant evidence that the foreign ownership helps in improving the level of 

risk disclosure. This may be attributed to the fact that the institutional and foreign 

ownership are extremely low in Jordan according to the study‘s descriptive analysis 

(0.0968, 0.1249 respectively). Hence, they have a weak role in enhancing the risk 

disclosure. However, the family ownership was found to have a negative and 

significant effect on the level of risk disclosure practiced by the Jordanian 

companies. A possible interpretation of this result is that the family ownership is 

relatively high in Jordan compared to the institutional and foreign ownership 

(0.2348). It is worth mentioning that the family firms in Jordan indeed constitute 

about 40% of the total Jordanian-listed companies (Bataineh, 2016; Bataineh et al., 

2018). 

To achieve the fifth research objective, the current study examined the moderating 

effect of the family ownership on the relationship between the internal corporate 

governance mechanisms (board of directors‘ characteristics and audit committee‘s 

characteristics) and the level of risk disclosure in the Jordanian listed companies. The 

results indicate that the family ownership does moderate this relationship. However, 

although the family ownership has a significant positive effect on the relationship 

between the board size and risk disclosure, its moderating effect on the relationship 
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between the corporate risk disclosure and other characteristics (CEO duality, foreign 

directors, and the overlapping of audit committee membership) is significant but 

negative.  

6.3 Implications of the Study 

Theoretical and practical implications of the study are discussed in the following 

subsections. 

6.3.1 Theoretical Implications  

The current study could add many novel theoretical contributions to the existing 

literature on accounting and financial reporting. More precisely, this study provides a 

comprehensive investigation of risk-reporting practices in Jordan by identifying and 

measuring the level of overall risk disclosure, and exploring factors that may have an 

effect on the presentation of risk-associated information in the Jordanian-listed 

corporations‘ annual reports. Agency theory, signalling theory and resource 

dependence theory underpin the hypotheses development in the current study. 

Employing a multi-theoretical approach is fundamental to provide an in-depth 

understanding of the nature of the relationship between the corporate governance and 

the corporate risk disclosure.  

These study‘s results lend more support to the agency theory in relation to 

expounding upon why companies involve themselves in different levels of risk 

disclosure by examining the influence of the corporate governance mechanisms that 

improve the monitoring functions on the managers of the Jordanian-listed companies 

and provide further risk information. In spite of the attention on the topic of 

corporate disclosure, very little attention is directed specifically to the risk disclosure. 
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Therefore, the present study provides more evidence to the important role played by 

risk information in minimizing the agency problem and reducing the information 

asymmetry in Jordan as a developing country, where the ownership concentration is 

predominant within the markets of the developing countries. That is, the agency 

conflict is more complex. Even though the impact of risk disclosure has been 

discussed in developed countries, few studies have focused on emerging countries. In 

this regard, there are many differences between the institutional and socio-economic 

environments of developing and developed markets. Hence, the current study seeks 

to provide further information to the literature and a better understanding of the 

corporate risk disclosure in emerging capital markets in the Middle East, specifically 

Jordan. 

Regarding the influence of foreign directors, the current study extends the existing 

literature by investigating the relationship of foreign directors with risk disclosure, 

which is unexplored in prior studies. This study shows that foreign directors and 

board expertise have a positive and significant effect on the level of risk disclosure. 

These results support the resource dependence theory, which predicts that the board 

of directors can benefit from connections with the external environment through the 

appointment of foreign directors (Cohen et al., 2008; Ujunwa, 2012). Foreign 

directors, in particular, have a broad range of international connections with 

foreigner stakeholders, and are expected to provide a higher level of transparent 

financial reporting (Ibrahim & Hanefah, 2016). Regarding the board expertise, the 

board of directors with knowledge and expertise can improve the integrity of the 

financial reporting by exploiting their experience to control the financial reporting 
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processes by their expertise, wider perspectives, and their ability to monitor the 

management‘s actions.  

Further, the current study extends the available literature by using agency theory to 

explain the influence of the politicians on the boards on risk disclosure practices. 

Although several past studies have examined the relationship between the political 

connection and the financial reporting quality, most of these studies have focused on 

disclosure in general, and they have been conducted in developed countries. Hence, 

the findings of this study provide evidence that politically connected companies have 

fewer tendencies to disclose risk information compared to non-politically connected 

companies. This finding supports the argument of agency theory that the politicians 

acting on the board are likely to have their own interest in the company. As a result, 

they may encourage the managers to select information that are disclosed in annual 

reports aligning with their interests, and ultimately affecting the level of risk 

disclosure in annual reports of companies. To the best researcher‘s knowledge, the 

current study is the first one that examined the effect of the political connection on 

risk disclosure, particularly in Jordan.   

The current study is also the first study to provide strong empirical evidence 

regarding the effect of the overlapping of the audit committee membership on the 

level of risk disclosure practices. The literature of the overlapping and corporate 

disclosure is very limited. Furthermore, the prior studies that have focused on 

overlapping of the audit committee membership and financial reporting quality have 

been also carried out in developed countries. To the best knowledge of the 

researcher, no research has examined whether this overlapping has an effect on the 

level of risk disclosure practices in wherever. Therefore, this study theoretically 
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contributes to the existing knowledge by examining whether the overlapping 

between different committees influences the effectiveness of the audit committees 

regarding mitigate the agency problem and provide further risk information to 

shareholders (principals). Accordingly, the findings of this study show that the 

overlapping of the audit committee members has an insignificant effect on the level 

of risk disclosure practices. Therefore, this result does not support the resource 

dependence theory, which posits that the resources resulting from the expertise of 

overlapped members would provide the audit committee with greater accesses to 

valuable external information and improve the risk disclosure level. 

For CEO duality, the results show that the CEO duality is negatively related to risk 

disclosure practices. These results are in line with the agency theory‘s view that CEO 

duality would create a greater power of a CEO that would adversely impact the 

effectiveness of the controlling role of the board exercises (Samaha et al., 2012), thus 

reducing the level of disclosure. Moreover, the findings of the current study 

regarding the board size and board meetings‘ frequency do not support the agency 

theory‘s argument, which supposes that a large number of directors with more 

meetings frequently are a substantial factor to activate the supervisory functions of 

the board in order to prevent the occurrence of the agency problem and information 

asymmetry. 

The results of this study show that the institutional and foreign ownership do not 

have an effect on the level of risk disclosure.  These results are not consistent with 

the agency theory, which assumes that the ownership structure will affect the 

monitoring functions on a company‘s management; therefore, it will influence the 

corporate disclosure level (Eng & Mak, 2003). In addition, the result does not 
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support the assumption of signalling theory that managers are also motivated to 

provide more risk disclosure to a wider range of stakeholders about their ability in 

managing these risks effectively (Abraham & Cox, 2007; Baroma, 2014; Hassan, 

2009). The findings of this study further indicate that the family ownership leads to 

reduce the level of risk information disclosed by the Jordanian companies, which 

gives more support of agency theory that supposes that high family ownership 

concentrations are motivated to expropriate the minority shareholders‘ interests, and 

therefore have an incentive to weaken the monitoring of the management (Fan & 

Wong, 2002; Jaggi et al., 2009), leading to decrease a company‘s willingness to offer 

high-quality risk disclosure (Miihkinen, 2012).  

Regarding audit committee characteristics, the effect of audit committee attributes on 

the corporate risk disclosure is still a questionable issue that needs more 

investigation, therefore the current study adds to risk disclosure‘s literature by 

examining the effect of audit committee attributes on the amount of risk information 

released by firms. No evidence indicates to the effectiveness of the audit committee 

in solving the agency problem by improving the risk disclosure practices in Jordan. 

Most of the variables (frequency of meetings, expertise, and overlapped members) 

were found insignificantly affecting the risk disclosure practices. Hence, the study 

failed to support the agency theory‘s view. Nevertheless, the significant effect of the 

audit committee size on risk disclosure supports the view of agency theory, which 

indicates that a larger audit committee could result in more efficient monitoring 

because a larger-sized committee is more expected to possess the needful expertise 

and knowledge to do so that than does a smaller committee. Thus, the audit 

committee members mostly focus on the quality of financial reporting process. 
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Furthermore, the past studies‘ findings that have examined the direct relationship 

between the corporate governance and the corporate risk disclosure are inconsistent. 

Therefore, it might be more useful to examine the influence of certain contextual 

factors on this relationship between the two variables. As shown in this study, the 

notion is that the family ownership might have a positive or negative influence on the 

association between the corporate governance and the corporate risk disclosure. 

Hence, the current study considers the family ownership as a moderator variable on 

the relationship between the internal corporate governance mechanisms and the 

corporate risk disclosure. However, most of the significant findings are negative, 

which lend more support to agency theory‘s view that the family control of a 

company is likely to cause Type II of the agency problems, such as the conflicting 

interests between the majority and minority investors (Anderson & Reeb, 2004; Kuo 

& Hung, 2012). In other words, major families‘ owners are motivated to expropriate 

the minority shareholders‘ interests, and therefore they have an incentive to weaken 

the monitoring role of both the board and its committees on the financial reporting 

processes (Fan & Wong, 2002; Jaggi et al., 2009). 

6.3.2 Practical Implications 

This study has a number of practical implications for regulators, policy makers, 

related authorities, government, investors, and creditors. The empirical evidence for 

the extent to which the Jordanian firms provide risk information enables them to 

recognise the importance of risk disclosure in the annual reports of the Jordanian 

firms to mitigate the bad consequences of business risks that may extend to the entire 

economy. Consequently, this study presents valuable feedback to regulators about 
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the compliance of Jordanian-listed companies with the corporate governance code, 

specifically the aspects related to the disclosure provisions.  

Moreover, despite the Jordanian companies seem to be compliant with the 

requirements of the corporate governance, such as the board size and board meetings, 

they were found to be ineffective in improving the risk disclosure practices. The 

implication for Jordanian regulators, who are concerned with the effectiveness of the 

board of directors, is to reconsider the efficiency of such requirements in relation to 

provide more integrity and transparency for risk information and enhance the quality 

of financial reporting. More precisely, the results of the study could be beneficial for 

the regulators and stock exchanges in revise and formulate the effective corporate 

governance policies. 

In relation to the foreign directors, the effective strategic role of the foreigner 

directors in mitigating the agency problems and information asymmetry by 

disclosing more risk information has practical implications for the corporate 

management. Hence, the management should consider this attribute of the board of 

directors to improve their monitoring role and increase the amount of risk 

information. However, the positive contribution of foreigner directors became 

significantly negative on the corporate risk disclosure when the family ownership is 

high, thus leading to another practical implication for regulators that the presence of 

concentrated family ownership in the firm might threaten the effectiveness of foreign 

directors‘ monitoring role. As a result, the findings of this study provide evidence for 

regulators to monitor this type of ownership in order to benefit from the ability of the 

foreign directors to improve the corporate governance, and consequently increase the 

level of risk disclosure. 
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It can be stated that the findings of this study presents deep awareness of the policy 

makers as well as the corporate management regarding the significant contribution of 

board expertise in increasing the level of risk disclosure practices. The current study 

showed that members of board with more experience and knowledge are perceived to 

be an advantageous factor in improving the risk disclosure practices. Importantly, the 

corporate management needs to make sure that the directors have a sufficient level of 

accounting and financial expertise to enhance their professionalism in implementing 

their monitoring functions more effectively. 

The significant negative relationships between the political connection and CEO 

duality on the board indicate that those attributes contribute in maximising the 

agency problem between the majority and minority shareholders by reducing the 

level of risk information. Consequently, the findings provide more evidence for the 

regulators to take more preventive procedures to prevent the directors who have a 

political connection from serving in the board or at least prevent them from 

dominating the board‘s decisions. Besides, the companies are required to comply 

with the code‘s requirements stating that the chairman of the board and the CEO 

should hold different responsibilities. 

The other findings provide evidence concerning the efficiency of the audit 

committees in carrying out their duties. Despite that the Jordanian corporate code 

requires the firms to form the audit committees in order to warrantee improved 

financial reports, the audit committee‘s characteristics, including the frequency of 

meetings, financial and accounting expertise, and overlapping of the audit committee 

membership, do not have a significant influence on the level of risk disclosure. 

Accordingly, this has implications for policy makers of the corporate governance, 
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who set the requirements related to the audit committee‘s characteristics, to 

recognise that the monitoring role of the audit committee needs more improvements, 

and make sure that the audit committees perform their tasks effectively. They should 

emphasise that audit committee members have specific expertise or accounting 

backgrounds to achieve enhanced risk disclosure practices. They also should be 

aware that the separation between the directors‘ membership within the board‘s 

committees might contribute to the effectiveness of these committees in 

accomplishing their anticipated targets. 

For investors, this study conveys a clear illustration and more understanding of risk 

elements in the Jordanian environment to allow outsider investors to assess the 

company‘s current risks and predict the future risk (Linsley & Shrives, 2006). 

Therefore, providing reliable and timely risk information regarding the financial 

conditions and business operations is vital for investors and financial institutions in 

their decision-making processes and to protect their wealth (Al-Akra, Ali, & 

Marashdeh, 2009). In addition, this study enables the creditors to get a clear view 

about the level and type of risks that threaten their clients, particularly the financial 

risk. Based on the results of this study, the highest category of risk disclosure is the 

financial risk, which indicates that the Jordanian companies disclose financial risks 

more than other types of risk, thus presenting a better understanding to creditors 

about the level of the financial risk, and reflecting the ability of the company to meet 

its obligations, which assists them in making informed financing decisions. 

Finally, since the family ownership is found to be related to ineffective corporate 

governance mechanisms with respect to supervising the risk disclosure practices, the 

Jordanian regulations and Jordan Securities Commission need to motivate companies 
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to diversify their ownership structure. In this regard, policy makers and investors 

alike should recognise that the ownership concentrated in the hands of families has 

led to weakening the performance of the corporate governance mechanisms. 

Accordingly, the minority shareholders in family firms receive less risk information. 

To protect the minority shareholders‘ rights, the accounting bodies and Jordan 

Securities Commission should exert more pressure on the family-controlled listed 

companies and impose more regulations on them to provide more disclosure of risk-

associated information. 

6.4 Limitations of the Study and Suggestions for Future Research   

Although this study has added more understanding of the nature of the relationship 

between the corporate governance mechanisms (board of directors characteristics, 

audit committee‘s characteristics, and ownership structure) and the corporate risk 

disclosure, this study has several limitations. Therefore, it is recommended to 

conduct more studies on the topic under examination in order to address these 

limitations as follows: 

1. The study used a content analysis method to identify the amount of risk 

information, which is available in the annual reports of the Jordanian 

companies by collecting the number of risk-associated sentences in such annual 

reports. However, this study did not investigate the quality of the risk 

disclosure since the main objective of this study is to examine the level of risk 

disclosure regardless of the quality of such risk information. Therefore, future 

empirical researches are advised to consider the quality of risk information, 

especially in the emerging market context. Adopting the qualitative approach 
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by conducting interviews with regulators, managers, and users of annual 

reports may provide richer data on risk-information disclosure. 

2. Another limitation is that the current study mainly concentrated on factors 

influencing the level of risk disclosure. However, this study did not examine 

the consequences of risk disclosure. Therefore, further research could 

investigate the consequences of risk disclosure (e.g., cost of capital, analysts‘ 

forecasts, firm value and share prices) to provide more understanding on the 

benefits that the companies could gain when they disclose more risk 

information. 

3. In addition, the current study focused on the effect of the corporate governance 

on risk disclosure in a single country. Other countries may have different 

regulations and economies, thus the results of this study are not generally 

applicable to other countries. Therefore, further future cross-border research on 

risk disclosure is needed to improve our understanding of risk disclosure 

practices in different countries, and the extent to which the different 

regulations, environments and cultures might affect the risk disclosure. 

4. This study utilized the manual content analysis method to gather the number of 

risk-related sentences exist in the annual reports. Hence, future research may 

use a computerised analysis approach of annual reporting. Further, this study 

utilized the annual reports as a main source of data in measuring the risk 

disclosure level and ignored other resources of data (e.g., interim reports, 

websites, prospectuses, and press releases), which might be useful for decision 

makers. Hence, the data may not represent all the risk information disclosed. 
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Consequently, further research could explore the risk disclosure using such 

resources. 

5. The current study covered only some of the corporate governance variables, 

ignoring others that might affect the level of risk disclosure due to the limited 

information about them in the annual reports of Jordanian listed firms. 

Therefore, future research should consider further characteristics, such as the 

independence of members, where independent members in the board or its 

committees are considered a fundamental attribute that may improve the 

oversight role of the board and contribute in enhancing the quality of the 

financial reporting. Furthermore, this study is limited in terms of consider 

certain kinds of ownership structure as determinants of risk information in 

financial reports. Therefore, it would be useful to incorporate further variables 

of the ownership structure (i.e., ownership concentration, managerial 

ownership, and governmental ownership) in future research. 

6.  The current study was conducted on non-financial listed companies in Jordan; 

therefore, the financial firms were excluded because they have special 

regulations issued by the Central Bank of Jordan and the Insurance 

Commission. Hence, the findings of this study cannot be generalised beyond 

the industrial and service sectors. Applying a study on the financial companies 

in Jordan and comparing the results with the current study‘s findings would 

highlight the differences between the sectors. Furthermore, the small and 

unlisted companies are excluded, which might yield different results. 

Therefore, future studies may replicate this study using the data of the small 
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and unlisted companies, which would provide a better depiction concerning the 

situation of risk disclosure practices in all Jordanian companies. 

7. The period of the current study is restricted to only four years (from 2014 to 

2017); therefore, the findings cannot be generalised to earlier or later periods. 

In addition, the data of the study were based on the old corporate governance 

code. However, the data, especially after the Jordanian Securities Commission 

revised the corporate governance code, may introduce different results. Thus, 

comparing the influence of the corporate governance code before and after the 

date of the revision would be beneficial to determine how the corporate 

governance mechanisms affect the risk disclosure practices. To address this 

aspect, future research could cover a longer or different period of study. 

6.5 Conclusion 

This study examined empirically how the corporate governance mechanisms, namely 

the board of directors‘ characteristics, the audit committee‘s characteristics, and the 

ownership structure, contribute to the level of risk disclosure. More precisely, this 

study conducted a comprehensive investigation of risk-reporting practices in Jordan 

by measuring and identifying the aggregate level of risk reporting and examining the 

potential factors that might influence the presentation of risk-related information in 

the annual reports of the Jordanian-listed companies. The current study provides a 

rudimentary understanding of the level of risk disclosure practices in Jordan, where 

the risk disclosure practices in Jordan are still at an initial stage. Moreover, the 

findings will be useful to many concerned parties, researchers, authorities, investors, 

and financial analysts alike in understanding the current practices of risk disclosure 
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in Jordan, which help them to reconsider and review the accounting standards, and 

increase the credibility and transparency of financial reporting in the Jordanian 

capital market.  

This study examined a sample of 376 Jordanian listed firms‘ annual reports during 

the period of four years (from 2014 to 2017). The content analysis method was used 

to compute the number of risk-related sentences, which averaged 28. The total risk 

disclosure sentences to each firm range from a minimum value of 2 sentences to a 

maximum value of 61 sentences. The random effects method was employed for the 

empirical analysis. Regarding the characteristics of the board of directors, the results 

showed that the board expertise and foreign directors are positively related with the 

level of risk disclosure. However, CEO duality and political connection have a 

negative impact on the risk disclosure practices level. The results also failed to 

support that the board size and frequency of the board meetings as having a 

significant effect on the level of risk disclosure.  

Further, the results of the regression analysis showed that the audit committee size 

has a positive effect on the level of risk disclosure. However, there was no evidence 

that the frequency of the audit committee meetings, expertise or overlapping of the 

audit committee membership are significantly related to the risk disclosure. The 

results of the relationships between the ownership structure and the level of risk 

disclosure showed that not all the attributes of ownership structure are significant. 

For instance, the institutional and foreign ownership were found to have an 

insignificant influence on the corporate risk disclosure, whereas the family 

ownership negatively affects the level of risk disclosure practices. 
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Regarding the family ownership as a moderator, despite not all developed hypotheses 

of the present study are supported, the study successfully identified the moderating 

effect of the family ownership on the relationship between the internal corporate 

governance mechanisms and the corporate risk disclosure. More specifically, most of 

the significant findings suggested that the family ownership does negatively 

moderate such relationship, thus implying that the family ownership may impede the 

corporate governance mechanisms in releasing more risk information in the financial 

reports. Finally, the present study will motivate more theories building and additional 

studies in this area of research. 
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Appendix A 

Risk Disclosure Categories Adopted from Linsley and Shrives (2006) 

Financial risk 

 Interest rate 

 Exchange rate 

 Commodity 

 Liquidity 

 Credit 

Operations Risk 

 Customer Satisfaction 

 Product Development 

 Efficiency and Performance 

 Sourcing 

 Stock Obsolescence and Shrinkage 

 Product and Service Failure 

 Environmental 

 Health and Safety 

 Brand Name Erosion 

Empowerment Risk  

 Leadership And Management 

 Outsourcing 

 Performance Incentives 

 Change Readiness 

 Communications 

Information Processing and Technology Risk 

 Integrity 

 Access 

 Availability 

 Infrastructure 

Integrity Risk 

 Management and Employee Fraud 

 Illegal Acts 

 Reputation 

Strategic Risk  

 Environmental Scan 

 Industry 

 Business Portfolio 

 Competitors 

 Pricing 

 Valuation 

 Planning 

 Life Cycle 

 Performance Measurement 

 Regulatory, Sovereign and Political 
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Appendix B 

Decision Rules for Risk Disclosures 

To identify risk disclosures a broad definition of risk is adopted as explained below.  

 Sentences are to be coded as risk disclosures if the reader is informed of any 

opportunity or prospect, or of any hazard, danger, harm, threat or exposure, 

that has already impacted upon the company or may impact upon the company 

in the future or of the management of any such opportunity, prospect, hazard, 

harm, threat or exposure.  

 Although the definition of risk is broad, disclosures must be specifically stated; 

they cannot be implied.  

 The risk disclosures are classified into the categories in the Appendix A. 

 If a sentence has more than one possible classification, the information are 

classified into the category that is most emphasised within the sentence. 

 Any disclosure that is repeated are recorded as a risk disclosure sentence each 

time it is discussed. If a disclosure is too vague in its reference to risk, then it is 

not recorded as a risk disclosure. 
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