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Abstract:

This study explores the extent to which Corporate Governance
(CG) and disclosure verifiability are represented among the key
determinants of disclosure tone in the context of Egyptian companies’
board of directors’ annual reports. The sample includes the Egyptian
EGX100 companies, listed from 2013 to 2017. This study uses a panel
date with fixed effect regression model to test the main hypotheses. It
employs a manual content analysis which focuses on statements as a
measurement unit to calculate the disclosure tone. The net positive news
is captured by calculating the variance between positive news and
negative news.

The results indicate that the EGX100 companies’ boards of
directors’ annual reports disclose more positive than negative news. In
addition, all board diversity variables impact on the disclosure tone of
such reports. Further, CEO tenure is the only variable related to CEO
power that has a significant association with disclosure tone. Similarly,
when compared to backward-looking information, the disclosure of
forward- looking information is more likely to have a significant
relationship with disclosure tone. In addition, with the exception of
company size, there is an insignificant association between all control
variables and disclosure tone.

Based on the limited literature relating to developing countries’
capital markets, this study contributes to the accounting literature by
providing empirical evidence of CG’s effect and disclosure verifiability
on the disclosure tone in emerging markets.

Keywords: Corporate Governance (CG); Egypt; tone; disclosure
Verifiability; Board diversity; CEO power.
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1. Introduction

Corporate reports represent one of the most important sources
through which companies present their past events; discuss their policies
and regulations; and outline their future perspectives. Narrative
disclosure plays a crucial role in providing useful information to various
stakeholders (Rodrigue et al, 2015). However, the wording of the
narrative disclosure is arbitrary and is not subject to formal auditing
(Henry, 2008). Management may use these narratives through impression
management hypotheses to be self- serving and biased to disclosing their
favourable performance to either protect their interests or to present
themselves in better situations (Keusch et al., 2012). Company’s
management seek to present their performance in the best situation by
using selective financial disclosure to influence the images held by others
(Bolino and Turnley, 1999; Clatworthy and Jones, 2003).

Stylistic attributes can aid management to achieve this intention.
One of these attributes, which is discussed widely through accounting
literatures, is the tone of corporate reports. Tone is viewed as the content
that the speaker used to affect the communication with the reader through
which general feeling is perceived from the text either in positive or
negative emotions (Henry, 2008). Therefore, tone has an impact on the
investors’ perceptions and reactions due to its impact on the disclosed
information (Huang et al., 2014). Companies may seek to achieve certain
interests by either increasing positive or negative disclosure tone in order
to reflect their performance and image. This is called tone management
(Huang et al., 2014).

When investigating tone management, previous studies discussed
the use of biased language and tone in the companies’ annual reports.
This is a form of impression management hypothesis (e.g. Cho ef al.,
2010; Rodrigue et al., 2015). Management can use positive and negative
statements to present their intended messages to stakeholders. Disclosure
tone can be defined as the use of optimistic versus pessimistic language
to express different points of view (Sydserff and Weetman, 1999).
Therefore, the examination of the annual reports’ thematic disclosure to
determine the tone of disclosed statements is an important field of
research due to it being related to impression management strategy which
may affect disclosure quality (Brennan and Merkl-Davies, 2013).
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In addition, the association between disclosure tone and some
company characteristics variables are examined in the context of the
impression management hypothesis. One of these characteristics is CG
variables which impact on the use of thematic manipulation (Melloni et
al., 2016). According to agency theory, CG variables may mitigate the
impact of impression management strategies through the board of
directors’ rigid control of management duties.

Further, based on stewardship theory, management act in the line
with the shareholders to provide good stewardship of the company’s
assets since both interests have a congruence goal (Donaldson and Davis,
1991). In this situation, CG variables encourage this congruence through
the disclosure of negative information in the company’s annual reports in
order to reflect its true position. This boost both the management’s and
the shareholders’ confidence in finding the best solution to overcome
these negative situations. Further and, more especially when achieving
poor financial indicators, management may disclose negative disclosure
in order to avoid accountability to shareholders and to attribute this bad
situation to the external environment rather than to their actions.
Accordingly, the first main objective is to examine the association
between CG variables and the tone of the disclosure in the Egyptian
context.

In addition, based on the attribution theory, management may
attribute positive news to the internal success of their efforts and may
attribute negative news to the company’s external environment
(Clatworthy and Jones, 2003). One way of dealing with this attribution is
to examine the characteristics of disclosure. Mercer (2004) mentioned
that the creditability of disclosure had to be examined for each disclosure
item. Therefore, this study’s second objective is to examine the
association between disclosure verifiability and the tone of disclosure in
the Egyptian context.

Several reasons justified this study’s motivation to consider the
Egyptian context. First, in addition to updating the accounting and
auditing standards which attract foreign investments, the Egyptian
Government has taken steps to improve the preparation and transparency
of financial reporting, (Elsayed and Hoque, 2010). Second, the Egyptian
environment has been exposed to some events during the last ten years
that have impacted on the Egyptian economic and political systems.
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These have affected the accounting disclosure practices and increased the
motivation to conduct this study (Aly, 2018). Third, there has been little
research done on Egypt’s CG structure. In recent years, several reforms
have been made to the Egyptian CG code. Despite the multiple updates to
the CG code, previous studies have reported some continuing weaknesses
in relation to board responsibilities, disclosure and transparency
(Ebrahim and Fattah, 2015). Egypt’s CG structure is characterized by
unique attributes that affect narrative disclosures and the tone of
corporate reports.

This study contributes to the existing literature in two ways. First,
most of the studies, which discussed the tone of disclosure, applied to the
developed countries. Few studies examined such topic in the context of
developing countries and, more specifically, Egypt (e.g. Aly et al. 2018).
Therefore, this study explores the tone of disclosure for the Egyptian
EGX 100 listed companies during the period from 2013 to 2017. Second,
in considering the unique Egyptian CG characteristics, this study
examines the association between some CG variables, i.e. women
members and COE power, that have not received considerable attention
in the previous studies of developing countries. Third, the accounting
literature has examined rarely the impact of disclosure verifiability on
disclosure tone. Therefore, this study adds to previous studies by
investigating such an association.

The rest of the paper is organized as follows. Section 2 introduces
the theoretical framework; discusses briefly the previous literature and
the formulation of the hypotheses. Section 3 presents the research
methodology. Section 4 discusses the empirical findings and Section 5
presents the conclusions.

2. Theoretical framework, literature review and hypotheses
formulation

Agency theory presents the conflict between management and
shareholders which result in information asymmetry problems. One way
of mitigating this conflict is to widen the level of monitoring and apply a
CG mechanism to control the board of directors’ actions. Thus,
management cannot behave opportunistically and cannot self-serve. This
suggests that there would be a reduction in the level of positive
disclosure tone. On the other hand, when there is a weak CG structure,
management have the opportunity and the power to apply impression
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management strategy. Consequently, these actions inhibit the board of
directors’ ability to monitor the management and, hence, increase the
level of positive disclosure tone to hide poor performance so that
management achieves certain self-serving interests over the shareholders
(Huang et al., 2014).

In addition, signalling theory explains that management signals
their good performance by extending the level of disclosure. When
explaining the reason to extend the optimistic disclosure tone, some
studies embraced the incremental information strategy. Their findings
show that there is a positive association between optimistic disclosure
tone and good performance. This suggests that management encourages
the increasing of optimistic disclosure tone as a reason to satisfy
investors (Feldman et al., 2010; Davis ef al., 2012; Patelli and Pedrini,
2014; Buchholz ef al., 2018).

On the other hand, based on the stewardship theory, company’s
management may share the same goal as the shareholders. This explains
the management’s willingness to disclose negative rather than positive
information in order to reflect the company’s true image. In order to find
the best solution to solve these negative events, the management needs to
share the negative situation with their shareholders instead of deceiving
them. Further, management may disclose negative information to blame
the external environment for the company’s poor performance and to
deflect their irresponsibility for these situations (Ressas and Hussainey,
2014).

Previous studies paid much attention to textual information when
exploring whether or not language represents one of the sources that
provide investors with meaningful information about a company’s
performance, risks, restrictions and future events (e.g. Henry, 2008;
Smith and Taffler, 2000; L1, 2011; Dyer et al., 2016).

Existing empirical literature indicates many points that can be
considered. First, the majority of previous studies were conducted in the
developed countries, (e.g. Clatworthy and Jones 2003; Arena et al., 2015;
Ataullah ef al., 2018)

Second, previous studies used different units of analysis to measure
disclosure tone. Some studies depended on the chairman’s message
sections, (e.g. Clatworthy and Jones 2003; Ataullah et al.,, 2018), while
others used either corporate social responsibility reports, (e.g. Cho ef el,,
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2010; Arena et. al., 2015) or annual reports, (e.g. latridis, 2016; Aly,
2018), MD&A, (e.g. Feldman ef al., 2010; Davis et. al., 2012; Henry et.
al., 2016; Dutta et. al., 2019).

Third, two main methods are employed when measuring tone. On
one hand, some studies used computer-aided content analysis, (e.g. Cho
et. al, 2010; Davis et. al., 2012; Arena et. al., 2015; Ataullah et al,
2018). While, on the other hand, some studies used manual content
analysis (e.g. Schleicher and Walker, 2010; Melloni et. al., 2016; Aly et.
al., 2018).

Fourth, previous studies used two proxies of disclosure tone as text
unit. These proxies were, firstly, the number of words (e.g. Clatworthy
and Jones, 2003; Cho et. al., 2010; Davis et. al., 2012; Arena et. al.,
2015; Ataullah ef al, 2018) and, secondly, the number of statements,
(e.g. Schleicher and Walker, 2010; Melloni et. al., 2016; Aly et. al,
2018).

Fifth, many previous studies examined the antecedents of
disclosure tone. Most of these studies concentrated mainly on company
characteristics, e.g. firm environmental performance (Cho et. al., 2010),
company size (Davis et. al., 2012), industry type (Dutta et. al., 2019),
company age (Aly et. al., 2010), profitability (Keusch et. al, 2012), firm
performance (Davis et. al., 2012; Aly et. al, 2018), internal control
system (Rich et. al., 2018), company failure (Smith and Taffler, 2000),
earning manipulation (Iatridis, 2016) and firm growth (Davis et. al.,
2012; Dutta et. al., 2019).

In addition, some studies examined the value relevance of
disclosure tone. Different variables are affected by disclosure tone, e.g.
leverage (Ataullah er al, 2018), frim performance (Abrahamson and
Amir, 1996; Aly et. al., 2018), cumulative abnormal returns (Henry,
2008), financial reporting quality (Rich ez. al., 2016) and cost of capital
(Kothari et al., 2009)

However, few studies examined the relationship between CG and
disclosure verifiability variables and disclosure tone. This study fills this
gap.

By using a sample of 265 publicly listed Spanish firms, Osma and
Saorin (2011) explored the relationship between the disclosure tone as a
proxy for impression management and the CG structure. Disclosure tone
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is measured by coding key words and statements with positive and
negative connotation in the Presidents’ letters sections. This study
provides evidence of CG’s impact on the impression management in
annual press releases. Strong CG limits the prevalence of impression
management for the sampled companies and due to the CG structure’s
monitoring role reduces self-serving disclosure by the company’s
management.

In addition, by using a sample of 110 UK chairman statements in
their annual report narrative sections, Ressas and Hussainey (2014)
examined the impact of the financial crisis on financial reporting of good
news and bad news. This study uses manual content analysis to identify
the good and bad news statements disclosed in the chairman’s section.
After controlling for some firm characteristics and CG variables, the
results indicate that UK financial companies disclosed more bad news
during and after the crisis period. Both board size and board composition
are significant only with good news disclosure.

Further, by using a sample of 288 US oil and gas firms, Arena et
al. (2015) investigated the role of the board of directors’ monitoring and
stakeholder orientation 1in shaping the relationship between
environmental disclosure tone and future environmental performance. By
performing a computer-aided content analysis, this study calculated the
tone of environmental disclosure in the 10-Kfilings. In addition, the study
explored whether the optimistic language in the environmental disclosure
was a discretionary strategy associated with forward-looking disclosure.
The results illustrated that optimism was associated negatively with
future environmental concerns only for companies with low board
monitoring and the ones with high stakeholder orientation. This finding
suggests that companies with a highly stakeholder-oriented board tend to
have forward-looking disclosure.

By focusing on the Integrated Report (IR), Melloni et al. (2016)
performed two levels of analysis. The first was a manual content analysis
for coding the disclosed statements in the IR’s business model section.
The study distinguished between positive and non-positive statements
when calculating the disclosure tone. The second was a multivariate
analysis to test the association between disclosure tone and CG variables,
performance and disclosure verifiability. On average, the results
indicated that most of the IR disclosed non-positive tone. In addition,
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companies with larger boards and forward-looking information were
associated with an increased optimistic tone.

Similarly, Martikainen et al. (2016) examined whether the
companies’ boards of directors impacted the disclosure tone in thel0-K
annual reports. This study used Loughran and McDonald’s (2011)
dictionary to capture lists of words that calculated the following four tone
measures: namely, negative; positive; uncertainty; and litigious. The
cross-sectional OLS regression analysis provides an empirical evidence
of the impact of directors’ risk aversion/experiences, uniformity, human
capital and turnover in respect of all types of disclosure tone.

In the UK, Yan (2017) studied the impact of CG on the disclosure
of Intellectual Capital (IC) in the CEOs’ statement sections of the annual
reports. The study depended on the content analysis of a sample of 78
FTSE 100 companies to capture three dependent variables. One of these
dependant variables is the tone of IC disclosure; this is measured by the
number of sentences related to IC that are disclosed in the CEOs’
statements. The multiple regression results indicate that board
composition is the only CG variables that impacts on the tone of IC
disclosure.

Recently, DeBoskey et al, (2019) constructed a model to test the
relationship between earnings announcement and CEO power with and
without the moderating effect of board monitoring. Based on the number
of words obtained from Loughran and McDonald’s (2011) dictionary,
this study calculated the tone of earnings announcement. The results
demonstrated that both CEO tenure and role duality were associated
positively with tone. Further, CG variables moderate only the effect of
CEOQ tenure on disclosure tone. However, there is no evidence to support
the CG moderation effect of role duality on disclosure tone.

Accordingly, to a large extent, the impact of CG variables on the
disclosure tone has not been examined in the developed countries.
Moreover, in the context of developing countries, there has not been
considerable interest in such an association. Therefore, this study seeks to
fill the gap by examining the impact of different CG and disclosure
verifiability variables on the tone of disclosed statements in the Egyptian
listed companies’ board of directors’ annual reports during the period
from 2013 to 2017.
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2.1 The association between CG variables and tone disclosure

The link between CG structure and disclosure tone can be explained
by two different theories and hypotheses. According to agency theory,
there 1s an information asymmetry between management and
shareholders in which management has more information than
shareholders. Therefore, as a result of the impression management
hypothesis, management has opportunities to manipulate the disclosed
thematic statements in the company’s reports to maximise their own
interests. Management may disclose more optimistic information to
achieve specific interests. One way of alleviating this problem is to use
CG structure to monitor and restrict the management’s role. Accordingly,
good CG is expected to reduce the level of net positive disclosure tone.

On the other hand, when management has the power over the other
members on the board, it becomes self-serving and performs the
impression management strategy which enables it to behave
opportunistically in order to achieve specific interests over the
shareholders. In this situation, CG represents a weak structure and does
not perform the required monitoring and controlling role on the
management. Therefore, it is expected that in a weak CG construct the
level of net positive disclosure tone increases.

This study classifies the CG variables into two main groups. The
first is board diversity variables and the second is CEO power variables.

2.1.1 Board diversity variables

Three variables constitute the board diversity. Firstly, gender
diversity is the number of women members on the board. Secondly,
nationality diversity is the number of foreign members on the board.
Thirdly, duty diversity is the number of non-executives members on the
board.

2.1.1.1. Gender diversity

Gender diversity refers to the representation of women on the
board. Two different points of views discussed the value of diversity. The
first advocated the value of diversity and suggested that heterogeneity
would offer better perspectives for resolving problem, supporting their
teams and enabling higher quality decisions and better disclosure (e.g.
Zang et al. 2013; Liao et al., 2015). However, the second doubted about
this value and argued that more diversity on the board of directors would
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enhance the agency problems through increasing the conflict on the
board. This would reduce the level of cooperation between board
members and create misunderstandings and, hence, would incur more
potential costs (e.g.Lau and Murnighan,1998;Herring, 2009).

Regarding the proponents of the value of diversity, many previous
studies embraced the idea that diversity on the board had a positive
impact on board activity, firm performance and reporting quality. They
explained this trend through agency theory which illustrated that greater
diversity on the board would mitigate the conflict between management
and shareholders. This would be achieved through increasing the
monitoring and control of management and by reinforcing the CG
structure through female members’ unique characteristics such as
diligence, commitment in attending board meetings, less assertiveness
and being more risk-averse, being less optimistic and less overconfident
(e.g. Fellner and Maciejovsky 2007; Adams and Ferreira, 2009; Ho et al.,
2015; Davis et. al. 2015; Ginesti et al., 2019). Consequently, based on
this view and when compared to male managers, female managers are
expected to disclose a less positive tone.

In the Egyptian context, some boards have female members.
However, according to (Cigna et al., 2017), the weakness of this number
needs to be examined more closely. Therefore, since this variable is
examined rarely in the context of developing countries and, more
especially Egypt, this study examines women members’ impact on the
disclosure tone. Accordingly, the first hypothesis is:

H;: There is a significant relationship between women members
on the board and disclosure tone.

2.1.1.2. Nationality diversity

Due to such members’ different cultures, the presence of foreign
members on the board can provide diversity in experience, knowledge,
capabilities and skills. Accordingly, due to their unique characteristics
that will lead the companies to differentiate themselves by disclosing
more optimistic information, foreign members can enhance the board’s
performance. Therefore, based on signalling theory, these companies
may tend to signal their good performance to their shareholders by
increasing their positive disclosure tone.
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On the other hand, based on the agency theory, increasing the
number of foreign members increases the board’s monitoring and
controlling role of the management’s actions and, hence, reduces the
positive disclosure tone.

Few studies investigate the impact of foreign members’ presence on
disclosure. While Shehata, (2017) and Ezat (2019) report that there is a
significant relationship between foreign members and disclosure,
Ebrahim and Fattah, (2015) find this relationship to be insignificant.

Many boards of Egyptian listed companies include foreign
members. Consistent with the above argument, it can be suggested that
foreign members on Egyptian companies’ boards impact on disclosure
tone. Consequently, this study’s second hypothesis is:

H;: There is a significant relationship between foreign members
on the board and disclosure tone.

2.1.1.3. Duty diversity

Non-executive directors are the directors on a company’s board
other than managing and functional directors. This variable determines
the diversity in duty between the proportion of executive directors (inside
the company) and the non-executive directors (outside the company).

Agency theory explains the benefit of increasing the number of
non-executive directors to protect the shareholders’ interests due to their
monitoring role of the management’s actions. This suggests that
increasing the number of non-executive directors reduces the positive
disclosure tone. While some previous studies supported this argument
(e.g. Osma and Saorin, 2011; Yan, 2017), others did not (e.g. Ressas and
Hussainey, 2014; Arena et al., 2015).

On the other hand, the opponents of non-executive directors being a
majority on the board argue that they do not have enough information
about the companies’ activities and may lack real independence. Such
circumstances enable management to perform opportunistic actions to
achieve their main benefits (Baysinger and Butler, 1985; Goodstein et al.,
1994). Accordingly, due to the lack of their independence, increasing the
number of non-executive members increases the level of positive
disclosure tone.

The Egyptian CG code specifies only that there should be no more
than three executive members on the board. This means that most are
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non-executives. Based on the above arguments, this study’s third
hypothesis is:

H;: There is a significant relationship between non-executive
directors on the board and disclosure tone.

2.1.2 CEO power variables

Power refers to ‘the capacity of individuals to exert their will’
(Finkelstein 1992). Power enables CEOs to have greater access and more
control on the various resources through which there is a significant
effect on the company’s performance. CEO power can influence the
disclosure tone through the CEO’s authority to appoint directors and
officers who share the same style and preferences. This guarantees their
loyalty and allows the CEO to exercise more power on reporting
judgement and disclosure decisions (DeBoskey et al., 2019).

CEO power relates to excessive risk taking (Lewellyn and Muller-
Kahle, 2012). This suggests that increasing the optimistic disclosure tone
is associated with the more powerful CEOs” who have higher tolerance
towards the risks associated with litigation and regulatory enforcement
(Deboskey et al., 2019).

Finkelstein (2009) (as cited in Lewellyn andMuller-Kahle, 2012,
P.4) argued that there are no compelling theoretical explanations to use
only one measure for CEO power. Therefore, this study includes three
main variables to measure CEO power. First, there is expert power which
is the number of years that the CEO sits on the board (CEO tenure).
Second, there is structural power which is the CEO-chairman duality
(role duality). Third, there is ownership power which is the percentage of
shares held by the CEO (CEO ownership).

2.1.2.1 CEO tenure

Expert power refers to the comprehensive knowledge that may
differentiate the CEO from any other board members and may enable
him to exert control over them as a result of his wide understanding of
the company’s operations and its environment (Lewellyn and Muller-
Kahle, 2012).

Increased power over time enables the CEO to use the long
relationships, developed with different members either inside or outside
the board, to control the flow of information, the allocation of resources.
Therefore, longer tenures allow managers to increase their knowledge
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which, in turn, increases their power. This leads CEOs to take more risks
by adopting risky actions; to be more opportunistic due to the impression
management strategy (Shen, 2003); and to have more monitoring on the
board members (Shivdasani and Yermack, 1999). These result in
disclosing a more positive tone to protect their interests.

Previous studies’ findings show that CEO tenure is associated
positively and significantly with financial reporting quality (Hazarika et
al., 2012). In addition, Deboskey et al., (2019) indicates that tenure is
associated positively with tone.

Based on the above arguments, this study’s fourth hypothesis is:

H,: There is a significant relationship between CEQO tenure and
disclosure tone.

2.1.2.2. Role duality

Role duality occurs between a CEO and a chairman when one of
them holds both positions simultaneously (i.e. when the CEO is, also,
chairman of the board). In this situation, CEO holds the two highest
positions; this leads to the concentration of both power and authority in
one person (Donaldson and Davis, 1991; Van Essen ef al., 2015).

In such circumstances, based on agency theory, the board’s
monitoring role of the CEO is weakened. This suggests that the CEO can
perform any action compatible with their interests and express their
impressions that result in increasing the positive disclosure tone.

Some empirical studies have revealed a significant positive
relationship between role duality and disclosure (Deboskey ef al., 2019),
while others have found this relationship to be insignificant (Osma and
Saorin, 2011). In addition, Ginesti et al. (2017) findings show that role
duality has a negative impact on the MD&A’s disclosure quality

In Egypt, one person may hold both the power and authority roles
responsible for management and is called executive director (Elsayed et
al., 2010). Consequently, this study’s fifth hypothesis is:

Hs: There is a significant relationship between role duality and
disclosure tone.
2.1.2.3. CEO ownership

CEO ownership refers to the proportion of the company’s shares
held by the CEO. Similar to the previous variables of CEO power, CEOs
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with shareholdings represent both management and shareholders. This
allows them to exercise power over the other board members and, hence,
by disclosing an optimistic tone, they engage more in self-service
disclosure practices (Wu, and Xu, 2011; Arslan-Ayaydin et al., 2016).

In addition, CEOs may be risk averse when holding a stake in the
company’s ownership structure and be more willing to maximize the
company’s value to maximize their stake and, hence, to minimize the bad
effect that their tone may have on their portfolio value. This suggests
disclosing a more positive and optimistic tone in their reports (Arslan-
Ayaydin ef al., 2016).

Previous studies provide empirical evidence to support this
argument. DeBoskey ef al, (2019) indicate a positive association
between CEO ownership and tone. In addition, Arslan-Ayaydin et al.,
(2016) reach the same conclusions. Further, Kim and Lu, (2011) indicate
that CEO ownership has a positive impact on the company’s value.

Consequently, this study’s sixth hypothesis is:

Hg: There is a significant relationship between CEO ownership
and disclosure tone.

2.2 The association between disclosure verifiability and disclosure
tone

In order to determine whether the disclosure tone is subject to
impression management strategy and, hence, thematic manipulation or is
subject to incremental information strategy due to good performance, this
study tests not only CG variables but, also, some disclosure variables, i.e.
disclosure verifiability.

According to impression management strategy, management may
increase the level of positive disclosure that protects their interests and
achieves their objectives. In addition, signalling theory postulates that
management may signal their good performance to shareholder through
enlarging the disclosure thematic. In this situation, there is goal
congruence between both the management’s and the shareholders’
interests. Therefore, the incremental information hypothesis is that
management discloses more optimistic information to signal the
company’s good performance.

Disclosure verifiability is defined as the creditability of disclosure
conveyed to investors (Mercer, 2004). Previous studies illustrate the
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importance of variations in each company’s individual disclosure
creditability to investors (Williams, 1996).

This study investigates two kinds of disclosure: namely, disclosure
time; and disclosure type. The higher value of both disclosure type
(quantitative information) and disclosure time (backward-looking
information) indicate the higher disclosure verifiability and, hence, the
less positive disclosure tone (Melloni ef al., 2016).

2.2.1 Disclosure type

With regard to the disclosure type (quantitative disclosure vs. non-
quantitative disclosure), Melloni et al., (2016) asserts that quantitative
disclosure is more verified than non- quantitative ones. Further, Dobler ef
al. (2011) mentions that management may withhold quantitative
information due to their discretion to disclose information in order to
avoid any unfavourable consequences of disclosures. This suggests that
unverified disclosure, such as non-quantitative information, is subject to
greater discretion than verified disclosure such as quantitative
information.

2.2.2. Disclosure time

Regarding disclosure time (forward- looking disclosure vs.
backward-looking disclosure), (Schleicher and Walker, 2010) focused on
the tone of forward- looking disclosure due to its usefulness, predictive
value, and value relevance in terms of backward-looking disclosure.
They suggested that impression management strategy would increase the
management’s willingness to disclose more forward-looking disclosure.

In addition, by using a sample of UK narrative statements from
2005 to 2011, Hassanein and Hussainey (2015) investigated if forward-
looking financial disclosure changed in response to changes in firm
performance for. They found that, when compared to companies that
performed well, poorly performing firms were more willing to change
their forward-looking disclosures.

Consequently, based on agency theory, management may reduce
information asymmetry problems by disclosing more verifiable
information (quantitative and backward-looking information) and reflect
the incremental information strategy through increasing the positive
disclosure tone. This suggests that disclosing verifiable information is
associated with positive disclosure tone.
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On the other hand, signalling theory explains the management’s
willingness to withhold verifiable information in order to avoid the
disclosure of the poor signals and less verifiable information (i.e.
qualitative and forward-looking information). This reflects its impression
strategy through the disclosure tone and suggests that disclosing less
verifiable information is associated with positive disclosure tone.

Based on the above arguments, this study’s seventh and eighth
hypotheses are:

H7: There is a significant relationship between disclosure type
and disclosure tone.

Hj;: There is a significant relationship between disclosure time and
disclosure tone.

3. Methodology
3.1 Sample

The board of directors’ annual reports is this study’s unit of
analysis. Therefore, the initial sample includes the board reports of the
EGX most actively traded 100 companies from 2013 to 2017. I obtained
the annual reports from the Egypt for Information Dissemination (EGID)
database and the companies’ websites. In addition, I obtained the data,
used to calculate the independent and the other control variables, from
their financial statements. Due to the unavailability of data for some
companies, | excluded the companies with missing observations. In
addition, some of the sampled companies are listed after the study period
and resulted in inequality in the observations related to the study period.
The final sample’s results consist of 445 observations. Table 1 presents
the initial and final samples.

Table 1: The initial and final sample

Description Numbe? of
observations
Initial sample (95 Companies *5 years) 475
Plus: some listed companies after the study period
(1 company * 4 years) 4
(3 companies * 3 years) 9
1 company * 2 years) 2
Less: unavailable board reports (45)
Final Size 445
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3.2 Research design
3.2.1 Measurement of disclosure tone

As the companies’ annual reports were written in Arabic, this study
used manual content analysis to capture disclosure tone. Following
(Schleicher, 2012; Rodrigue ef al., 2015; Melloni et al., 2016; Aly et al.,
2018), this study considers the statements in the board reports as units of
measurement. This approach is called “meaning —orientated” and differs
from the “form-orientated” approach used by other studies, (e.g.
Schleicher, 2012). By focusing on manual content analysis and
statements, — despite their discomfort — this study guaranteed the required
more sensitive and subjective approach when analyzing the narrative
disclosure (Clatworth and Jones, 2003). In addition, engaged on the
manual content analysis by counting the number of statements
concentrates on the meaning of the statements rather than coding only the
words which aids to interpreting the whole statements and counting them
as either positive or negative.

This study counted the number of good news statements (optimistic
or positive tone) and bad news statements (pessimistic or negative tone)
to calculate disclosure tone. (Aly et al. 2018).The statements are
classified to be positive or negative if they indicated good (beneficial
activity) or bad news (detrimental attitude) for either the company itself
or the environment in which it operated (Gray et al., 1995; Clatworth and
Jones, 2003; Rodrigue ef al., 2015; Melloni et al., 2016). In addition, to
test the validity of tone measurement, the study followed Aly et al.
(2018) by distributing a sample of the annual board reports to a
professional accountant to count the number of good and bad news
statements.

3.2.2 Measurement of independent and control variables

This study’s three main groups of independent variables were board
diversity variables, CEO power variables and disclosure verifiability
variables. Table 2 summarizes these variables and their proxies.

In addition, this study included company’s size (size), risk (Lev),
profitability (prof) and industry type (7Type) as four control variables, the
literature described commonly that examined as having a significant
relationship with tone. Table 2 illustrates, also, the proxies of the control
variables.
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Table 2: The variable definitions and their proxies

Variable Acronym Proxy
Dependent Variable:
Disclosure Tone Tone | Net news (positive news-negative news)
Independent Variables:
(A) Board diversity
variables
Women members Wom The ratio of woman numbers to the total
members on the board
Foreign members For Dummy variable equal to 1 if there is a
foreign member on the board, 0
otherwise
Non-executive members NEx The ratio of non-executive members to
the total members on the board.
(B) CEO power Variables
CEO Tenure Ten The number of years an individual has
been the CEO
Role duality RD Dummy variable equal to 1 if the
chairman is the same person as the CEQO,
0 otherwise
CEO ownership Own The number of shares held by COE
deflated by the total outstanding shares
(C) Disclosure verifiability
Variables
Disclosure Type Dis Type | The number of quantitative statements
deflated by the total number of the
statements of the board report
Disclosure Time Dis Time | The number of non- forward-looking
statements deflated by the total number
of the statements of the board report
Control variables:
Size size Natural logarithm of total assets
Risk Lev Total liabilities deflated by total equity
Profitability prof Net profit deflated by total equity
Industry Type Type Dummy variable equal to 1 if the
company belongs to financial and banks
sector, 0 otherwise
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3.2.3 Research model

In order to test the hypotheses, this study depended on panel date with
fixed effect and constructed the following Ordinary Least Squares (OLS)
model:

Tone = ot Wom + p.For + [3NEx + B4 Ten + s RD + s Own + 7

Dis Type+ psDis Time+ PoSize + 19 Lev + f11 Prof+ B12Type
+ &

4. Results and discussion
4.1 Descriptive and univariant analysis

Table 3 presents the content analysis of the EGX100 companies’
board reports. On average, these disclose narrative positive, negative, net
statements at 15.36, 4.87 and 10.51 respectively. This suggests that most
of the sampled companies disclosed positive information. The results
demonstrate positive variances between good and bad news over the five
years and indicate that they disclosed more positive rather than negative
news from 2013 to 2017. This result is consistent with Keusch et al.’s
(2012) and Aly et al’s (2018) findings. In addition, most companies
disclosed non-forward-looking information which ranged between 0 and
220 statements with a mean of 25.47 while forward-looking information
ranged between 0 and 33 statements with a mean of 1.95. Both
quantitative and qualitative disclosures are approximately close to each
other with a mean of 15.40 and 12.11 respectively.

Table 3: Descriptive of content analysis

Variable Obs. | Mean Min. Max. Std. Dev.
Good News 445 15.36 0 101 16.52
Bad News 445 4.87 0 46 6.56
Net news 445 10.51 -26 78 14.33
Backward-looking information 445 25.47 0 220 28.58
Forward- looking information 445 1.95 0 33 3.84
Quantitative information 445 15.40 0 111 15.57
Qualitative information 445 12.11 0 151 18.21

Table 4 illustrates the descriptive findings of the other independent
variables. Most Egyptian board members are non- executive with a mean
of .75. However, the percentage of women members on the board is very
low at 8 %. With regard to the CEOs, they sit, on average, six years with

21 Vol. 1, No. 2, Part 2, July 2020




Amr Nazieh Mahmoud Ezat

3% being owners. Further, about 61 % of the sampled companies had
role duality and 38 % had foreign representatives. Table 4 presents, also,
the descriptive results for the control variables.

Table 4: Descriptive analysis of variables

Variable Obs. Mean Min. Max. lS)::’
Wom 445 0.08 0 0.5 0.11
NEx 445 0.74 0.14 1 14.33
Ten 445 6.16 0 20 5.13
Own 445 0.03 0 0.56 0.07
Size 445 9.31 7.49 11.47 0.84
Lev 445 3.03 0.001 181.26 9.87
Prof 445 -.03 -41.37 4.33 2.03
Dummy Variable Frequency %
For
Existence 168 37.75
Not Existence 227 62.25
RD
Existence 270 60.67
Not Existence 175 39.33
Type
Financial 81 18.20
Non-Financial 364 81.80

Table 5 reports the correlation matrix for the tested variables. Tone is
correlated significantly with women members, foreign members and
disclosure time. It correlates positively with the representation of both
women and foreign members on the board. In addition, tone correlates
positively with company’s size, profitability, and industry type.
However, it correlates negatively with disclosure time. No
multicollinearity problem is detected since none of the correlation
coefficients among the independent variables exceeded 0.80 (Gajarati,
2003, p.359).
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Multivariate analysis

For the multivariate analysis, this study uses panel date with fixed
effect by running an OLS model to test the impact of board diversity,
CEO power and disclosure verifiability variables on disclosure tone.
Table 5 summarises this model’s results. The model is significant at p <
.0000; this indicates that the model explains the variation in the
disclosure tone. The adjusted R” is 17.32%; this is comparable with
Keusch et al.’s (2012), Aly et al.’s (2018) and Bakarich et al.’s (2019)
findings.

Table 6: Regression results

OLS Model
Constant 37.16%**
Wom -19.83%%**
For -3.09*
N Ex 3.17%*
Ten 0.29*
RD 0.92
Own -.63
Dis Type -3.96
Dis Time -9.89%*
Size 5.70%**
Lev 0.15
Prof 1.24
Type 0.20
Other statistics
F-Ratio (sig.) 9.56***
Adj.R? 1732
Max. VIF 1.60

The findings reveal that all diversity variables influence disclosure
tone. Duty diversity has both a significant and positive impact on
disclosure tone while nationality and gender diversity have a negative
impact. For hypothesis Hj, the results indicate that the women members
on the board have an impact on tone at 1 per cent. This suggests that
increasing the number of women members on the board reduces the
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positive disclosure tone. This result is consistent with agency theory
which supports the gender diversity on the board because women
members increase the board’s monitoring and controlling role of
ypothesis H; is accepted.

With regard to hypothesis H, which predicts a significant
relationship between the existence of foreign members on the board and
tone, the results show that the variables are negatively associated at 10
per cent; namely, the more foreign members on the Egyptian board, the
lesser the disclosure tone. Foreign members on the board restrict the
impression management strategy due to their role in controlling
management and, hence, they reduce the level of disclosure tone. This is
compatible with Shehata’s (2017) finding. Therefore, hypothesis H is
accepted.

In addition, the empirical findings show that non-executive
members on the board have an impact on disclosure tone at 5 per cent.
Increasing the number of non-executive members on the board will not
provide them with a controlling role. Instead they may suffer from real
independence. Some reasons explain this result. First, non-executive
members can hold a percentage of the company’s shareholding which
may lead non-executive to be more self- interested and less independent.
In addition, non-executive members can sit on the board for long periods
of time and this enables them to make close relationships with the other
board members and, hence, minimises their independence (Yan, 2017).
Accordingly, the higher the number of non-executive members on the
board, the more positive disclosure tone. This finding is consistent with
Osma and Saorin’s (2011); Eng and Mak’s (2003); and Yan’s (2017)
findings, therefore, hypothesis Hj; is accepted.

Regarding the CEO power, with the exception of CEO tenure, all
the related variables have an insignificant association with disclosure
tone. The findings demonstrate that increasing the years in which CEO
sits on the board increases the disclosure tone at 10 per cent. Longer
tenures enable CEOs to increase their communication with others,
increase their control and, hence, their power to control the other board
members. According to impression management strategy, this leads to an
increased positive disclosure tone. Among others, DeBoskey et al.’s
(2019) findings confirm this result. Consequently, hypothesis Hy is
accepted.
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Disclosure verifiability has mixed results. While disclosure time
has a significant impact on disclosure tone, this is not case with
disclosure type. The findings indicate that disclosing forward-looking
information has a significant impact on disclosure tone at 5 per cent. This
suggests that disclosure tone is subject to impression management
strategy. EGX100 companies focus on the tone of forward-looking
information in their annual board reports and their managements are
willing to attract their investors by disclosing more forward-looking
information and, hence, they increase the positive disclosure tone which
supports this attitude. Melloni et al., (2016) provide empirical evidence
that supports these results. Therefore, hypothesis Hy is accepted.

With regard to the control variables, only company’s size has a
significant impact on disclosure tone. The findings reveal that large
companies are more likely to disclose more positive information. This
finding is consistent with Cho et al.’s (2010) and Arena et al.’s (2015)
findings.

5. Conclusion

This study extends previous studies on narrative disclosure by
exploring the tone of disclosed information in the context of the Egyptian
EGX100 companies’ board of directors’ annual reports from 2013 to
2017. Unlike previous studies in the developing countries, this study
investigated empirically the impact of different CG variables 1.e. board
diversity and CEO power and disclosure verifiability on disclosure tone.
In order to test the formulated hypotheses, this study employed panel
date regression analysis.

The descriptive results indicate that the majority of the EGX 100
companies disclosed more positive than negative information. In
addition, most of the disclosed information was backward- looking and
quantitative. In addition, the multivariate analysis provides empirical
evidence of the impact of all board diversity variables, some CEO power
and disclosure verifiability variables. The findings illustrate that
disclosure tone is associated positively with the number of non-executive
board members and CEO tenure. While, on the other hand, there is a
negative association between disclosure tone on one side and disclosure
time and both women and foreign board members on the other side.

These findings are important for academic researchers because they
extend the findings of the previous studies that explored the antecedents
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of disclosure tone in different contexts. This study’s findings encourage
the researchers to conduct further tests of the key determinants of
disclosure tone in the Middle East region. In addition, this study provides
some explanation in the field of impression management strategy which
may aid the researchers in this area. Further, this study examined some
CG variables such as CEO power and women board members in the
context of developing countries, especially Egypt, which will be of value
to interested researchers. For regulators, this study focused on the
disclosure tone of the unaudited Egyptian EGX 100 companies’ board of
directors’ annual reports. Regulatory bodies may consider this study
helpful in monitoring the disclosure of positive and negative tone in these
reports.

This study focused on EGX100 companies from 2013 to 2017.
Future research can extend both the sample and time period. This study
used statements as a text measured unit. Future research in the Egyptian
context may measure disclosure tone by capturing the positive and
negative words. In addition, future research may extend this study by
examining the impact of ownership structure on tone in the Egyptian
context. Further, the examination of the value relevance of disclosure
tone can add more value to research in the context of developing
countries.
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