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Abstract

The study examined the effect of board of directors on completeness of financial reports of listed
companies in Jordan. The study used correlational research design. The data which collected from
the published annual financial reports of 172 companies listed in Jordan. The data collected was
analyzed using STATA software, and the result showed that there is a positive and significant
relationship between board of director (board size, board independence and leadership structure)
and completeness of financial reporting. In addition, there is a positive role for the board of directors
to oversee the preparation and publication of financial reports. The study hereby recommend that
companies to disclose all the items that must be in the annual financial reports as this has become
necessary in view of their impact on investor decisions.
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Introduction

As indicated by Accounting Principle Board of America in its in announcement No. 4 statement
‘completeness' implies that all the information that is reasonably needed to fulfill the requirement of
the other qualitative objectives should be reported. along the qualitative characteristics of financial
statements; like target, should be based heavily upon the needs of users of the data, information is
useless without it is relevant to investor's decision. (Sharma, 2014).

Moreover, the accounting information must be complete from the point of view of statutory
necessities and materiality. The users of accounting must be provided with full information for that
they may make the right decisions (Bhattar, 1995). While, completeness is relative because financial
statements cannot display everything. To try to include in financial reporting everything that any
possibility user might want would not be cost beneficial and might conflict with other desirable
characteristics, such as understandability. (Anonymous, 2006) Thus information disclosed by the
financial reporting must be complete within the bounds of materiality and cost (Gupta and Mehra,
2002).
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When financial information to be complete, unbiased, and free from blunder,, the financial
information to be faithfully represented (Weygandt, Kimmel, and Kieso, 2012). However, if
information is not complete, the users external or internal of financial statements are not able to
make right assessments of the data. The non completeness can mislead the users to take decisions
on untrue or false information (Kieso et al. 2012).

In Jordan, Zoubi and Zoubi, (2012) found the amount of disclosed financial information in n
the Jordanian firms is not enough. Also the companies did not disclose all items, where in 2014, 76
out of 255 companies did not provide full disclosure of items under instructions in 2017 (JSC, 2015).

From a investors point of view, maybe one of the most important factors affecting the safety
of the financial reports include the board of directors. Boards of directors, among other tasks, are
charged with observing and disciplining senior management, and lending convention typically require
that boards od directors supply audited financial statements to the company’s creditors (DeFond and
Jiambalvo,1994; Dichev and Skinner, 2002). In this study we will examine the impact of the Board of
Directors characteristics on the Completeness of financial reports in Jordan. we assume a significant
relationship exist between the board of directors and the completeness of the financial reports.

Background and Literature Review

There are many of researches which emphasized the importance of financial information in
published annual reports for investment and accounting. Ho and Wong (2003) stated how
information is shared between the participants deeply impact the capital markets function. In
business activities, investors require timely manner and right information to reach efficient decisions.
This type of information can be collected by many ways, and one of the most important resources is
the company’s annual reports. The most important role of annual reports is to provide relevant,
useful and reliable financial information to shareholders, investors and other about the financial
position and business performance as well as its future prospects to help users in take decision. The
information that has been provide through annual reports towards their investors and stakeholders
includes two types: mandatory and voluntary information and mandatory disclosure is of more
importance. Compulsory disclosure is a basic market demand for information that is required by
regulatory bodies and has been planned at national or regional level by professional organizations or
government authorities. On the opposite, company’s voluntary disclosure, being in excess of
requirements, represents frees choices on the part of managers to provide information to users of
the annual reports (Yuen et al.,2009). Flack and Douglas (2007) underlined that annual reports were
known as the annual reporting conduct of a company’s and it has ability to get better the perceptions
of responsibility among stakeholders and the wider community. As well , information disclosure by
annual reports is a strategic tool, which can enhance the company’s ability in raising capital at the
lowest possible cost (Healy and Palepu, 2001).

However, Yuen et al. (2009) have shown that, the annual reports have provided insufficient
information to the users. Nevertheless, Hook et al. (2002) found that in actuality numerous annual
reports introduce limited quantity of information. A lot of voluntary items, which stakeholders and
investors believe to be significant , are not disclosed in the annual reports. So, the convention
between the significance of relative items ranked by stakeholders and the actual level of disclosure
was few and there is an occasion for extend the extent and improving the quality of disclosure
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information in annual reports of listed firms. This study has involved considering to the needs of
disclosure information of users in comparison with the viewpoints of suppliers. It has too tested the
gap between the Financial Analysts’ requirements and Financial Managers’ viewpoints of information
disclosure with the meeting ability of ready information in the Vietnamese non-financial listed firm’'s
annual reports.

Researchers have recognized the board of directors as the most significant control mechanism
in a firms internal governance temple (Fama and Jensen, 1983a and 1983b). For effective board
must monitor financial discretion and confirm the accounting choices made through management
are useful (NYSE, 2002).

The capacity of the board of directors to action as an effective control mechanism is
dependent upon its independence from management (Beasley, 1996; Dechow et al. 1996). From an
agency theory perspective, independent directors are predictable to provide shareholders greater
protection in control management (Baysinger and Butler, 1985). This larger monitoring ability can be
attributed to the incentive to uphold their reputation in the external markets (Fama and Jensen,
1983a and 1983b). Also the governance-specific influences we control for are the proportion of
outsiders on the board of directors, size of board, and whether the same individual serves as both
chief executive officer (CEO) and chairman of the board . Previous Studies suggests that smaller
boards are more effective at fulfilling a controlling action whereas big boards are easier for the CEO
to control (Jensen, 1993; Beasley, 1996).

Beasley (1996) finds that the presence of independent directors on the board of director
lessens the probability of financial statement fraud. Other researchers report that firms with a big
proportion of non-executive directors on the board of director are low likely to be subject to
enforcement actions for violating GAAP (Dechow et al., 1996).

Board size is also possibly related to directors’ ability to control and monitor managers
(Jensen, 1993; Lipton and Lorsch, 1992), though the way of influence is non-clear. Some researchers
find a positive relation between the number of directors and both performance of company (Chiang,
2005; Haniffa and Hudaib, 2006) and control of board (Williams et al., 2005; Anderson et al., 2004).
It is argued that larger boards possess more expert skills and are better equipped to control
management (Williams et al. 2005).

Another board characteristic associated is the separation of the roles of (CEO) and board
chair. Corporate governance assume that a board of directors ability to implement a control role is
weakened when the CEO is also the chairperson of the board (Standards Australia International,
2003; ASX, 2007; Cadbury Committee, 1992). The appointment of the CEO to the board chair is likely
to lead to a concentration of power (Beasley, 1996) and possibility conflicts of interest, reducing the
level of control. Forker (1992) found that separation of the roles of CEO and board chair was positively
connected with the disclosure of level. However, Coulton et al. (2001) found no relationship between
the separation of CEO and board chair and the level of disclosure.

Methodology

Data used in this study has been obtained from published annual reports, With regards to
data analysis, this study has used various statistical analyses to obtain meaningful information
including Statistics data analysis package (STATA).
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In this study, all companies listed on the Amman Stock Exchange were selected excluding the
banks because banks have a different private law. Initially, 197 companies qualified for the study; the
number declined after the exclusion of companies that were newly listed in 2014, 2015 and 2016.
Companies which were newly listed in that three -year period did not have complete data as this
study used continuous data from 2014 to 2016. This resulted in a final population of 172 companies.
The variables were measured according to Table 1.

variable coding description
Completeness COMP | 1 Ifincomplete disclosure; 0 otherwise
Board size BS Determining the total number of directors on the board for each

accounting year

Board BI The total number of independent directors on the board divided by
independence the total number of board members.
leadership LS 1if the positions of chairman and CEO are held by different persons
structure , 0 otherwise.

Table 1: Measurement of variables

Results

The results show that the average board size (BS) for the sample of firms from the comp
models is 5.929976 (Table 2). A study from the UK, Peasnell et al., (2005) also repeated board sizes
are also reported for Jordanian firms with average of 8.01) with reference to board independence
(Bl), average values for which are shown in Table (2), The independent measure a Less proportion of
the board of directors than insiders, with average values of 5.929976 in the Completeness (comp).
This correspond to studies by Alghamdi, (2012) (for Saudi Arabia), The Jordan corporate governance
policies code stipulates that it should not allow for the board of directors' chairman to occupy any
another executive position in the same firm simultaneously such as, the general manager position.
Correspondingly, a variable was created to investigate this issue which is called Leadership structure
(LS). Table 2 the mean value 0.8000969.

Variable Obs Mean Std. Dev. Min Max
comp 172 0.8139535 0.3461649 0 1
BS 172 5.929976 1.838415 8.10323 9.530713
BI 172 2.757752 1.458581 0 7.333333
LS 172 0.8000969 7177571 0 4

Table2: Descriptive Analysis
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As shown in the Table 3, all correlation coefficient values between the variables are less than
0.9. Hair et al. (2010) recommended that the correlation coefficient values above 0.90 would be a
revealing of multicollinearity problem. Therefore, this study showed that the collected data revealed
no multicollinearity problems.

comp BS BI LS
comp 1.00
BS 0.0291 1.00
BI 0.4227* -0.0158 1.00
LS 0.7990* 0.0083 0.3865* 1.00

Table3: Correlation Analysis

The study shows that table 4 revealed the results of the Model standardize regression
analysis. The P-value are given in bracket. The results showed that the coefficients for BS, Bl and LS
and Constant (C) are positive and significant at 1% and 5% level of significance. The signs of all the
variables are line with the theoretical predictions. Also, the direct relationship between BS, Bl and LS,
and Comp indicated that 1% increased of BS, Bl and LS will leads to 0.489%, 0.044% and 0.953%,
increased of Comp in the Jordan respectively.

Dependent Variables Comp
Independent Coefficients | P-value
variables
BS 0.489* (0.000)
BI 0.044** (0.048)
LS 0.953* (0.002)
C 0.532* (0.000)
Diagnostics Test
R2 0.66
Adjusted R2 0.53
Serial Correlation 0.112 0.217
Normality 0.132 0.192
Heterosl;edastlut 0.189 0.116

Notes: *, ** Denotes rejection of the null hypothesis at 1% and 5% significance level.
Table 4 Standardize Regression Analysis

The result showed positive moderating effect on board of director ( Board size, Board
independence and Leadership structure ) and Completeness of financial reports. The most important
motives for the financial markets is to return customer confidence of investors, shareholders and
management of companies in those markets in order to keep away from failures due to the
inaccuracy of the data and accounting information and the lack of transparency and accountability in
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financial reporting. The consequence of completeness of financial reports affects the capability of
prediction for all the information and the behavior of the investors .

Conclusion and Recommendations

The study investigated the effect of board of directors on completeness of financial reports The
study examined board of directors by board size, board independence and leadership structure , as
independent variables, and found is a positive and significant relationship between board of director
and completeness of financial reporting. In addition, there is a positive role for the board of directors
to oversee the preparation and publication of financial reports. This study also revealed the existence
of some Jordanian companies that do not disclose full mandatory items, which leads to misleading
the investor and not to make an investment decision correctly. In addition, this study al found so lack
of studies related to the completeness of financial reports thus hereby recommend that companies
to disclose all the items that must be in the annual financial reports that become necessary in view
of their impact on investor decisions. This study also recommend that future researchers focus on
the relationship between the board of directors and financial reports for their comparisons with the
results of this study.

The Contribution
This study contributes to knowledge the impact of the Board of Directors characteristics on the
Completeness of financial reports in Jordan, This study is the first of its kind in Jordan, where the
researcher did not find any study between Board of Directors characteristics Completeness of
financial reports.
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