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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



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-Lépez, 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).
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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
Qutsourcing

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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