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SECTOR FEES ASSETS | ACCREC | ACRECASS | BRANCHES SUB CATA SIZE
Service: mean 4945214 41,595,772 | 4,799,7185 0.0826 22469 3,277,884.3 643 412 369
Std Deviation 5,690.391 107,000,000 14,457,028 0.10766 7.44569 11,334,299 1.158 293 485

Min 848.000 705,364 0.00 0.00 0.00 -756,784 0.00 0.01 0.00

Max 40,000 564,000,000 | 98,769,263 0.65 3000 69,935,934 500 o8 1,00
Tnsurance; mean 5,202.417 12,142,806 | 2,571,627.7 02126 22778 1,087,050.6 667 3056
Std Deviation 2,015.245 8,087619.2 1,888,058 0.10556 2.88455 1,837,589.1 1.0142 467

Min 2,000.000 | 3,749,098.0 359,872 0.08 0.00 200,994 0.00 0.00

Max 8,390.000 40,902,091 7,016964 0.52 0.00 10,911,408 400 1,00

Bank: mean 47,868.000 | 744,650,507 | 243,988484 0.3807 4.5 8,068,157.4 1.89 833
Std. Deviation | 43080174 | 449.548.097 | 145,000,000 0.12993 2836786 7,479,367.5 1.81 383

Min 9,040.000 | 101,140911 | 42,208,016 0.03 3.00 3,720,200 0.00 0.00

Ma 146,119.000 | 1,571.426,157 | 459,004,146 0.63 £3.00 27,693,331 500 1,00
Industry: o 5,564.808 34,186,224 | 4,978,708.3 0.1155 1.0707 1,327459.7 424 487 273
Deviation 5,575.260 69,356,019 11,748,895 0.09195 2.09105 2,201,162 9267 216 4476
v Min 1,130.000 342,994 7,183.00 0.00 0.00 -1,678,909 0.00 0.02 0.00
o 27,000.000 | 349,000,000 | 64,055,717 0.43 0.00 0,557,220 200 % 1,00

Total: o 146,119.000 | 87423352 | 22,702,278 0.1388 5.0043 2494,183.3 65 452 354
Deviation 8,503.060 | 237,000,000 | 75481442 0.13076 14.55034 7,428,640.7 1.164 256 479
Min 16,928.213 342,994 0.00 0.00 0.00 43,720,200 0.00 0.01 0.00

o 848.000 157,000,000 | 459,000,000 0.65 23,00 69,935,934 500 o8 1,00
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Variables ASSETS | ACCREC | ACRECASS | BRANCHES | NINL SUB SIZE
ASSETS 1.00
ACCREC 0.772%* 1.00
ACRECASS 0.342%* 0.477%* 1.00
BRANCHES 0.780%** 0.769** 0.361** 1.00
NINL 0.426%* 0.324%* 0.139%* 0.222%* 1.00
SUB 0.450%* 0.348** 0.154* 0.349%* 0.253** 1.00
SIZE 0.277%* 0.267** 0.005 0.177** 0.239*%* | 0.003 1.00
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ASSETS | ACCREC | ACRECASS | BRANCHES | NINL SUB SIZE
ASSETS 1.00
ACCREC 0.590%** 1.00
ACRECASS | -0.716** 0.024 1.00
BRANCHES 0.782%* 0.711%* -0.487* 1.00
NINL -0.008 0.299 0.238 0.110 1.00
SUB 0.729%* 0.321 -0.660%* 0.428 -0.293 1.00
SIZE -0.228%* -0.047 0.377 -0.333 0.232 | -0.536* 1.00
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ASSETS | ACCREC | ACRECASS | BRANCHES | NINL SUB SIZE
ASSETS 1.00
ACCREC 0.718%** 1.00
ACRECASS -0.012 0.636** 1.00
BRANCHES 0.674%* 0.500%* 0.046 1.00
NINL 0.798** 0.426** -0.157 0.466%* 1.00
SUB 0.452%* 0.298 -0.087 0.628%** 0.177 1.00
SIZE 0.176 -0.180 -0.455%%* -0.065 0.282 -0.201 1.00
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ASSETS ACCREC ACRECASS BRANCHES NINL SUB SIZE CATA

ASSETS 1.00

ACCREC | 0.750** |  1.00

ACRECASS | 0.120 | 0.225% 1.00

BRANCHES | 0.344%% | 035]%* 0.051 1.00

NINL | 0.734%% | 0.788%* 0.080 0.102 1.00

SUB 0.312%% | 0.287% 0.191 -0.151 0.355%* | 1.00

SIZE 0.167 0.102 -0.369%* -0.080 0210 | -0.041 | 1.00

CATA -0.119 | -0.109 0.242% -0.072 -0.019 | -0.144 | -0.058 | 1.00
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Variables ASSETS | ACCREC | ACRECASS | BRANCHES | NINL SUB SIZE
ASSETS 1.00
ACCREC 0.629%* 1.00
ACRECASS 0.163 0.328** 1.00
BRANCHES 0.342%* 0.223%* 0.052 1.00
NINL 0.702%* 0.628** 0.071 0.172 1.00
SUB 0.010 0.029 0.065 0.463%** 0.188 1.00
SIZE 0.395%* 0.400%** 0.017 -0.054 0.247* | -0.011 1.00
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Model Unstandardized Coefficients Sg:;z‘:::ﬁid
B Std. Error Beta T Sig
CONSTANT 1741.974 790.019 2.205 0.028
ASSETS 0.00009659 0.000 1.354 19.183 0.000
ACCREC -0.00001328 0.000 -0.059 -0.938 0.349
ACRECASS 2716.281 3841.362 0.021 0.707 0.480
BRANCHES -548.771 75.387 -0.469 -7.279 0.000
NINL -0.0004758 0.000 -0.209 -6.924 0.000
SUB 1542.074 421314 0.106 3.660 0.000
SIZE 3290.755 990.452 0.092 3322 0.001
R Square 0.855 F 190.342
Adjusted R Square 0.850 Sig. 0.000
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Unstandardized Coefficients Standar(‘iized
Model Coefficient

B Std. Error Beta T Sig
CONSTANT -76673.938 24577.391 -3.120 0.011
ASSETS 0.0001178 0.000 1.229 5.001 0.001
ACCREC -0.00003848 0.000 -0.130 -0.913 0.383
ACRECASS 60128.896 45567.101 0.181 1.320 0.216
BRANCHES -531.452 305.632 -0.350 -1.739 0.113
NINL -0.0009937 0.000 -0.173 -2.703 0.022
SUB 5588.501 4060.879 0.235 1.376 0.199
SIZE 53303.268 12005.056 0.474 4.440 0.001

R Square 0.972 F 49.699

Adjusted R Square 0.953 Sig. 0.000
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(HO2B) e yall dus yall (b3 alts Lo Ly Anlill @lS yall saey cpalall plad Lle 300
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Model Unstandardized Coefficients Sg::f?il;?:ﬁd
B Std. Error Beta T Sig

CONSTANT 2990.790 1382.001 2.164 0.039
ASSETS 0.00008534 0.000 0.342 0.653 0.519
ACCREC 0.0005389 0.001 0.505 0.992 0.330
ACRECASS -1812.638 6712.370 -0.095 -0.270 0.789
BRANCHES -201.067 138.285 -0.288 -1.454 0.157
NINL -0.0001727 0.000 -0.157 -0.652 0.520
SUB 880.178 362.682 0.443 2.427 0.022
SIZE 765.459 672.363 0.177 1.138 0.265

R Square 0.569 F 5.286

Adjusted R Square 0.462 Sig. 0.001
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Model Unstandardized Coefficients Sg:;?il;?eiﬁd

B Std. Error Beta T Sig
CONSTANT 3596.048 486.735 7.388 0.000
ASSETS 0.00001147 0.000 0.215 0.961 0.340
ACCREC -0.0001341 0.000 -0.340 -2.621 0.011
ACRECASS 7343.839 2342.435 0.138 3.135 0.002
BRANCHES 44.123 41.426 0.057 1.065 0.290
NINL 0.0004670 0.000 0.930 6.271 0.000
SUB 379.126 201.420 0.077 1.882 0.064
SIZE 1674.843 487.510 0.138 3.436 0.001
CATA -3867.061 804.010 -0.196 -4.810 0.000

R Square 0.908 F 88.782

Adjusted R Square 0.898 Sig. 0.000
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Model Unstandardized Coefficients Sg::f?il;?:ﬁd
B Std. Error Beta T Sig

CONSTANT 1195.250 892.459 1.339 0.184
ASSETS 0.00006828 0.000 0.849 3.796 0.000
ACCREC -0.00006353 0.000 -0.134 -0.688 0.494
ACRECASS -5812.872 4820.518 -0.096 -1.206 0.231
BRANCHES -300.481 224.118 -0.113 -1.341 0.183
NINL -0.0005173 0.000 -0.204 -2.162 0.033
SUB 3031.882 448.788 0.504 6.756 0.000
SIZE 3509.785 818.563 0.282 4.288 0.000
CATA 3675.884 1997.062 0.142 1.841 0.069

R Square 0.706 F 26.957

Adjusted R Square 0.679 Sig. 0.000

TP TP DTS TIRY

A\ LY

IS ablus 3806 bl wass 2 55 Gl Jalgall @ y00 I 2yl ol coun
© Gl gl p.h‘ua.t.w_b‘)s.n;j» QL Y Yale (o los B e 235l Aalall Aea L
AL 5 e Lgdl Juosil

@bl 335 olal e dasiome Aaiel] Jalgall )51 28 yal soaill oVl il e pglal -
Ssin wie Lilan! 305 LgT (Slelall 218) Ful sl dise JolS) dliall Lalall Zaaled] oIS 4l
) 2o 2liog (gt Aalill lS yall suc Lgeg)yd sue S a Jguol Gllen! pa IS0 (1%) Ligias
ol eblaa 3356 ol o e Ju Les © Mt_usﬁ@un LoVl 38,8 (35l
e @zmomyg 33U Ales 3 ,ble A oy 3B Ailee widal A9 AS AN ooy s sls aga W
Gl Aae g ! B!

LY clellaatl 2 elS 2l cblas 3506 ol ole Al Jolgall 51 2l wie Y
Alearls S IS 5T Wgidl pliad 3508 bl Ol aog oo (@SB 2 Ll Jans amg 33 540
Jalsall @al s ol caelill pliad 385 bl Lol (38000 (S o ] 2Ll S50Vl ad
oelladl 5 pulie bl COIS uEs cleusd) pladt 4.l Lol el wlS il sue ga Lgb 3aaxll
Ly orial] 2l SIS plazll 1aa 385 Gl ssuxll Jalsall @al ol can cralilly il
e 385l (35lud) o oy Jso¥! Ilaa ¥ Al Jouo¥l Ay Jpuo¥l SIlea ¥ opipal!
Lol e i e il pliazy Aalait! 30001 Bulee bl Lal © Gd03 CaSa mamany Aalll S
Ay 38yl (35ks) ) 2lio Lol Balill IS5l sty Jpo¥l Aagd laa by oS IS il
3B (Sa @ g Sy e Y Aglail] Jpuadl

Yy




ﬁv‘"vx-&\i“/\ = L sl = el At z._a..a.ww'éw‘

25 0 2 oyl Sl ALl el ! @55 g Al Aulyall g5l 3)lae udy —F
O Ol Ll 6 eyl 5 plady sgacadl 5 Lyl g Lol o 5 IS0 el Lgie 3asia 6531 Jgo
Laoael )35 381 Blee 39lazyy 3.0 punge 3,80 @y 315 00,1 2 3800 L]
El i 1By ALl aluhul 4l cdog Ls 1) alie sy (o000 (Se @ I 28l
of ol 2l Gdall Aee olaal 5s3 il Jalgall @al ¢ye sLaill @ o) Linal 2t il
Al cdiogi Le I dsline Sl o0a el g olas¥1 Aagd apasi 2. 391 ST 4 oIS e liall pllazll
Ll el !

Sle Alrull Ziue HLadY gl Al )ull gl quens (S ¥ 1 Sl joaadl (g —¢
a2 @alis 63 Jalge 3929 N 2oLVl 380 Alee Gl e plaas¥l cals LUl @IS 2l
pas Al M 55 e Lgwld S Y ol

Crlus gt Y -V

1S 201 1ty Ly 3531 e Bl gl i Ll gy Aot} 2501 558 e e L
O 2 bl 3305 diga yuslat) Agloma 2l g el culgandly o,V 2 Alalall 30wl CalSay
330 Al e H 811 2 apeal oye Lgt W ol IS 33! Blee Gl alaaa¥l s ale (S
32 Alac 3393 g biLeusn!

ol Aaylieg Ll sty Lol 380 el 88 5801 35150 (e Aliius Aga 19T O )
cdale dealie 38,5 JS 2 35,0 Lind nuaiS dileaus (e s Liana¥) gl die 35kl

AW Gl a (e 3 kel Lkl julally Zlas ¥l cileddaty ulS il al 1 Y

aaeg 3Bl B (e Joill sgadl e Bualine (055 0l G2 Bulae sl 2ad 8359 50—
LD allad ping 19 A3y A 3929 oo i Las Bumie sl lBMall Lo byl pyinga 153
Joost il Jalgadl HLae ¥l s 2l 5200 Alabis Lgl 0450 clgant] Lo ju gl ilsluwmdl 3800 BunanS
ol ol e asi 2 s L1 Leld)

bl 338 Glaal spasd 2 ALl dl 5l 51 (ye 330l Lo Ll ungs 5 -

3o Alae olaly 2aball ! Slubuall e aiie shal Olaldl Luwg LS -0
932l puogn 38 ) 6l Jahe crwloma crad O 3B Madl Al 5 JUEL Jiois e Lgule 3,551 Jalgally
oaSlad oy 3Bl Al 539 (0531 2 380 Adee Glail S35 Glaad Aty eyl | 330 olas]
cmsbleasd! 330 bty 38 Ll 2 3 a )l A g

AR



fo“VL_A\iY/\ = L sl = el At .a._a..au\al'&w|

&.b.l‘ A3

Ao el an i W

9 onadull I Agag e O 2 3l GlaY saamll Jalgall ) i dama lal gl
88 (7)) auall (Y1) abemdl ) la¥ aglall e bl s c@alall dealod| olS yal

a3 13 laN U Gl sass Gle 355 Gl dalgadl s ceasl il Crem lle ©aesnd]
21808 ayma 08 sl ¢ Aalall 3,0¥ Alma ¢ yganall Ay pall ALl 2 Aenliadl lS il 3l aga
(A0 = VY ) (@A VAM e

B33 B3 ganadl Ay yall ASLtl 2 AU R U Glail st el e e ¢ et
polall ¥ alme cagan Gl Basls Alome o (@il cran | A1 Sl Bgang (e 355501 Jalgall diiloaa
S(av=or) (V) 2ol

L (£ ) @) csll @lS all o5ls 3oLl 5 deliall 3503y Aradlell 8s,Y1 ASLall
Goaig YooY

D3SO Y B (V1) @5 3L 315531 (5503 AU 31 5s¥1 B cBadilgll 35,1 ASLal
NN/ /N5 £YVE @) daw yl 5o yand! (8 VYT @3) dmiuall Lle

Ll Al 2 il ablusd! 33ue Glasl agasd e 5555 Gl Jalsall b ¢ e ilaga
aslell ¢ (&) Sled pleill Aasls Alra o U lee Gge 2 aull Lealuadl SIS a0 le
oYy —2a) 1A8a (V) saadl ((VY) alet) caolasd!

WM PYRCH I UWON - NOSUNE PR TIPS | R U JCN 4 (- W CA YL - PONE SO X PO
N84 gV sl (1) yie yalith bl el 53 Alom s c@il e

bl Ry Glasl yass 205 5501 Jalgally « puols wlisbols g el dasl cdad
((VA) bl 315Ny sLaBY + u yadl e U Aaals Almac Hlad A Lle Adiadad 3 ae Al s
JOAAYOY) (Yt (Y) sawdl

At a0 Lo

Abbott, L. & J.,S. Parker; G. F Peters & K. Raghunandan,(2003),” The Association
Between Audit Committee Characteristics and Audit Fees”, Auditing :a Journal of Practice
.& Theory, Vol. 22, No. 2, September, pp 17-32

Beattie,V.,& A. Goodacre,& ,K., Pratt, & J. Stevenson,(2001), “The Determinants
of Audit Fees-Evidence from Voluntary Sector” ,Accounting and Business Research, Vol.
31, No. 4, pp. 243-274.

Carson, E.,& N., Fargher,& D. T., Simon,& M. H., Taylor,(2004),” Audit Fees and
Market Segmentation Further Evidence on How Client Size Matters Within the Context of
Audit Fee Models”, International Journal of Auditing, Vol. 8, Issue 1, March , pp.79- 91.

Chaney P.& D. C. Jeter,& L. Shivakumar, (2004), “Self Selection of Auditors and
Audit Pricing in Private Firms” , The Accounting Review, Vol. 79, No. 1, pp 51-72.

Yo



ﬁv‘"vx-&\i"/\ = L sl = el At MN'&H'

Chan, P. & M., Ezzamel, & D., Gwilliam, (1993), “Determinants of Audit Services
for Quoted UK Companies”, Journal of Business Finance and Accounting “November,
pp. 765- 786.

Che-Ahmad,A.,& K.A. Houghon, (1996), “Audit Fee Premiums of Big
Eight Firms: Evidence from the Market for Medium-Size U.K. Auditees”, Journal of
International Accounting ,Auditing, and Taxation ,Vol.5,Issue 1, pp.53-72.

Firth, M. , (1985),”An Analysis of Audit Fees and Their Determinants in New
Zealand», Auditing :A Journal of Practice & Theory, Vol. 4, No. 2,pp. 23-37.

Joshi,P.LL ,& H. Al- Bastaki,(2000), ” Determinants of Audit Fees : Evidence from
Companies Listed in Bahrain “, International Journal of Auditing , Vol. 4, Issue 2 , July,
pp. (129-138).

Karim, A.K.M. Waresul, & Moizer, P., (1996),”Determinants of Audit Fees in
Bangladesh, The International Journal of Accounting, Vol. 31, No. 4, pp. 497- 509.

Lee, H. Y.,& V., Mande, (2004), “The Relationship of Audit Committee
Characteristics and Endogenously Determined Audit and Non-Audit Fees”, Quarterly
Journal of Business & Economics, Vol. 44, No. 3, pp. 93-112.

Matthews, D., & M.J. Peel, (2003), “Audit Fee Determinants and the Large Auditor
Premium in 1900, Accounting and Business Research, Vol. 33, No. 2, pp. 137-155 .

Peel, M. J., & M.A., Clatworthy, (2001), “The Relationship between Governance
Structure and Audit Fees Pre-Cadbury: Some Empirical Findings”, Corporate Governance,
Vol. 9, No. 4, October.

Pong, C. K. M., (2004) ,” A Descriptive Analysis of Audit Price Changes in the UK
1991-1995 “, European Accounting Review, Vol. 13, No. 1, pp. 161-178.

Pong, C.M, & G.,Whittington, (1994),  The Determinants of Audit Fees : Some
Empirical Models”, Journal of Business Finance & Accounting, Vol. 21, No. §, December,
pp-1071- 1095.

Simon, D.T., & J. R. , Francis, (1988), “ The Effects of Auditor Change on Audit
Fees: Tests of Price Cutting and Price Recovery”, The Accounting Review, No. 2, April,
pp. 255-269.

Simunic, D. (1980) “The Pricing of Audit Services: Theory and Evidence ©,
Journal of Accounting Research, (Spring), pp.161-190.

Al



AY V) YA = Gl saall - (pelidt et Al Sgomd)
Cionid! Gonla
()t e Awlydlly W gall) dolall Aadlutl OIS 2t ¢ Lowl
Cralh gllad Eoid ellad
A4S .t @l PR AS it @l PR

omelill ot as s |y eliall Loyl «ly \

ol AU ag yatlaS,a | Y oYl e | Y

ol Ll 38,5 | ¥ Y Gla¥l sl |y

ol Ayl Ao,V as,al | ¢ Y el il | ¢

omelllaslgllas,a | o 10 penl| B el w3l Gl | 0

cralall Slgadl opall sloa¥Wl &S5 | 1 s ¥ el |
orelnld Lty 38,8 v
ZLJ.};;}H whl <,k A
el el 3,5 | A
Ol 300,91 B sl Aegasll | V-
ol adedl oY aS s | )Y
G|l 855 | VY

Aeliuall pliad Sledi pllad
A4S .t el @311 AS 2 @l @31

3yelaill cle Linll 5LV &S L5 \ Sl S Q:\.A;}" as i \

Anrewsl BglaSy il cileliall 38,5 | ¥ oYl ddaall Ll 2S5 | Y

Libagll Jo,ndl aS,a | ¥ Al 81 el aa¥lias, sl | Y

onal 3, a | Lol polaall el 8 ,a | ¢

LslesSIl alelimlladlall as,a8 | © (58 ki ) Lalea iy sl aalliS a0l | 0

g Ml gAi st le Lialldy yonallas il 1 AW el et W o pall (3 211 38 5 1

Oalgallaabgllas | v LI el e U a yatl 3y |

Sliwsdll @alie d,5 | A AW Bl aibgll Anamtl 3S 5 | A

A5l g 3 st slasSl el Liall sLol 38 58 q I sl aaie LIS 54 q

yv




fa"' SV YA = GBS saall = el At

Awlodl Qg

elelualladodl oo,V as,5 | V- LoVl el,estias, s |y

aoaY ol as,s | N S GuplaedS,s [ WY

Lo pall Guligdlas,a | VY SlemaM plentl 3,5 | VY

AoVl aa bl as,s | Y 5S,0 0 asa ¥ as |y

Lgla SIS gl Liamllda o133 5 | V¢ 300, 3, Bl S 45 | V8

Buga¥l de il Gy ,all 3,800 | Vo ool Hleat ads Va8 | Vo

Fgasdl Lo,V eI as, s | Ao ds el g aoliall 3,5 | 11

gl oleliall (uall Mo @358 | WY | Lol gl jogbaat 3,81 3855 | VY

Llayl cleliall caamll 3,5 | VA AoV el | YA

Lpwtiglolelinllda ¥l 3 il pamadS 5 | 1A obedl Jaill ol pndlas s | A

Lo, 05,8 5 osll pilme 3, | Y | oblenud) 5okl fmuasull a,a0) | Y-

el Sl goylaall a5 [ Y)Y ¥ bl WAzl 3 ,a | Y)Y

O a5 | VY LU el MW sla¥ 38,5 | YY

350 S Mg il g8 e Ll il g 113S i1 Yy ‘:;),L_J\ Jadl edaid 3ol as il Yy

Saatl 5 as,s | e | e s lena U LaWIas 45 | Y

aseil¥ delial dy ol 38,801 | YO OISl s aall claatl | YO

Ol daletl 38,50 | Y alsb,gsas,a | v

Al o il deleat@astladlatias,all | Yy dudatl el yleina M adaatl A, | YY

LW Flea¥l glmsaS,a | YA Ldgall Al 8,5 | YA
(Sbead) esle Luat 3 st 38,000 | YA
ol 3ysll dclial 3305001 2S5 | Y-
il g acllall gLaYlas,5 | 1)
Aoyl eleliall adgdl 38,50 | YY
2oa,Y Jo,ndl slana 38,5 | YY

YA




fY“VL_A\iY/\ = L sl = el At .a._a..au\al'éw|

Factors Influencing Audit Fees of Jordanian Corporations: An

Empirical Study

Abstract

This study attempted to examine the factors influencing audit fees of
corporations listed in Amman Stock Exchange (ASE) for the years of study
(2002, 2003, and 2004), these factors was examined by previous empirical
literature . The sample of this study included (79) corporations. The results
was based on information which were published on annual reports , these
information included ( audit fees, total assets, accounts receivable, no.
of branches, no. of subsidiaries , net income/loss, current ratio, ratio of
accounts receivable to total assets, and audit office size) .

Multiple Regression analysis was used to examine the effect of
previous factors on audit fees. The auditee size was measured by total
assets; audit complexity was captured using the number of branches, and
the number of subsidiaries, and NRV. of accounts receivables, while the
audit risk was captured by current ratio, net income (loss), and the ratio
of accounts receivables to total assets. The results of this study, show that
total assets, number of branches, the number of subsidiaries , net income
(loss), and audit office size had an effect on audit fees. This result indicate
that audit fees affected by auditee size, audit complexity, audit risk and the
size of audit office.

At the end of this study, the authors recommend that choosing
auditors should be by a party not related to management, and take into
consideration the hours of field work, also the authors recommend that
an audit fees schedule is essential based on the variables that had been
examined in this study .

Key words: Audit Fees, Auditee Size, Audit Complexity, Audit
Risk, Audit Office Size, Corporations, Amman Stock Exchange.
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Table 5: Common influential and not influential firms’ attributes on timeliness of
corporate reporting

Influential attributes Not influential attributes
EPS Firm size
Type of audit-opinion Financial / non financial

The presence or absence of extraordinary

Profitabili . . X
1ty items in the income statement

Number of years the firm has been in DSM Debt proportion

7- CONCLUSIONS

The findings of the study indicate that the average reporting period
in Qatar was 52 days, which is significantly shorter than that in some
developed countries but relatively longer than that in Saudi Arabia. The
average reporting period for insurance firms (43 days) in Qatar is the
shortest among firms from other sectors followed by banks (49 days),
followed by service firms (50 days). The longest reporting period was
found in manufacturing firms (69 days). The most common influential
factors of timeliness were the type of audit-opinion, profitability and
number of years the firm has been listed in DSM.

The results suggest that the delay in corporate reporting may
continue with those firms facing losses, or having lower EPS, or
receiving qualified audit reports. This led the researcher to recommend
that improving and developing accounting information systems and
internal control systems not only may prevent reporting delay but also
may reduce the reporting period. The findings also suggest that there
is need for issuing more rules and legislations by the Government to
govern the reporting function and reduce the reporting period, and the
adopting and enforcing international accounting standards by policy
makers in Qatar may put an end to disputable accounting issues, which
would make the current average reporting lead time even shorter.
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6.5 The effect of eight firms attributes as a group on timeliness

The multiple regression model implemented by Ashton, Graul and
Newton (1989) and Carslaw and Kaplan (1991) was used in this study
to find the effect of all eight firms attributes together on the timeliness
of corporate reporting in DSM listed firms. The results are shown in
Table 4. From that table, it is evident that only two attributes namely
profitability and EPS have the most significant effect in the timeliness
on corporate reporting at a 5 per cent significance level. The power
of these results lies on the indication that 29.8 per cent of the change
in the timeliness of corporate reporting is caused by profitability and
EPS. Moreover, the timeliness of corporate reporting is not influenced
by firm size, industry type (financial / non financial), debt proportion,
number of years the firm has been in DSM and type of audit-opinion.

Table 4: Effect of firms attributes as a group on the timeliness of corporate reporting
Factors Cﬁ;?;figfslzl:gta Significance

1. Firm size 0.113 0.251

2. Profitability -0.005 -0.005

3. Debt proportion 0.102 0.311

4. EPS -0.411 0.002

5. Number of years the firm has been in DSM -0.107 0.322

6.  Financial / non financial -0.041 0.733

7. tl;l}::eiﬁzzsnelzc;acz rerllt;s;nce of extraordinary items in 0075 0.457

8. Type of audit-opinion -0.159 0.117

Comparing the results from both the simple and multiple regression
analysis in tables 3 and 4, we have found out that the profitability and
EPS are the most influential firms’ attributes of timeliness of corporate
reporting. These results are presented in Table 5.
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between the type of industry (financial/nonfinancial) and timeliness of
corporate reporting for DSM listed firms is insignificant as the size of
the difference is relatively small.

While in this study and that of Ahmad and Kamarudin (2003) who
conducted their study in Malaysia, the reporting of extraordinary items
is found to be an insignificant determinant of timelines of corporate
reporting, other previous studies found it an important influencing
attribute.

Ashton et al. (1989) stated that the existence of extraordinary
items, regardless of their income effect, is associated with longer
reporting period. However, this finding was supported neither by the
results obtained from the analysis of corporate annual reports over the
period from 2000 to 2005 nor by that of a study conducted by Ahmad
and Kamarudin (2003) in Malaysia. The most probable explanation for
this contradiction is presented in the following paragraph.

Qatar lacks specific accounting standards that govern the activities
of firms operating in the country. It also neither developed its own
standards, nor adopted the Accounting International Standards (AISs).
However, most of the large firms operating in Qatar are affected by
their external international auditors and apply AISs. Additionally, the
companies’ law in Qatar did not exercise restrictions on the definition
of extraordinary items. Consequently, what is an extraordinary item
for one firm is not necessarily one for another due to differences in
their accounting standards. Owing this, auditors may need additional
time to identify whether a particular transaction falls within the ambit
of extraordinary item or a mere exceptional item since the distinction
between them is somehow vague. It also poses significant uncertainty
that may lead to an extended negotiation between the auditor and the
firm. Lack of legal requirement provides firms with little incentive to
disclose extraordinary items in a separate group in financial statements.
Thus what have been disclosed by the DSM listed firms as extraordinary
items over the period from 2000 to 2005 was very little, showing no
significant association between timeliness and corporate reporting in
the DSM listed firms. The result is anticipated to assist policy makers
in Qatar in formulating further national accounting standards.
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procedures to confirm such a qualification or maybe possibly to avoid
such it. They also believe that managers who have a higher number of
remarks in their audit report tend to take a longer time to release their
firm’s financial reports to the market.

Contrary to the findings of prior research, the results obtained from
analyzing annual reports of the DSM listed firms reveal no significant
effect of firm size, debt proportion, number of years the firm has been in
DSM, industry type (financial/nonfinancial) and extraordinary items in
the income statement on the timeliness of corporate reporting.

Further examination of Table 3 shows that the firm size is not a
significant determinant of timeliness of corporate reporting. Although
this result is consistent with those of Courtis (1976) and Leventis and
Weetman (2004), it contrasts with the findings of other previous studies.
A possible reason can be offered to explain why firm size was not a
determinant of timeliness is that volume and complexity of operations
might provide obstacles to distinguishing large firms from small ones.

In contrast to the results reported by previous studies {i.e. Ahmad
and Kamarudin (2003), Carslaw and Kaplan and Owusu-Anash (2000)},
this study found that neither debt proportion nor type of industry
(financial/nonfinancial) have significant associations with timeliness
of corporate reporting. These controversial results are discussed in the
next paragraph.

The result obtained from the analysis performed in this study
on the data of the corporate annual reports revealed no significant
association between debt proportion and timeliness of corporate
reporting. The reason that may explain why such an association does
not exist is that in the case of high debt proportion neither creditors in
Qatar exert more pressure on the management of the firms to promptly
release financial statements, nor do the management and auditors of the
firms take additional time to ensure about all aspects related to firms’
liabilities in general and loans specifically.

When researchers compared the average reporting period for
financial firms (49) specifically with that for all DSM firms in general
over the period from 2000 to 2005 (52.75 days), they found that the
reporting period for financial firms was lower by 3.75 days than the
average. The existence of this difference indicates that the association
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investigation on the timeliness of corporate reporting. The results
reveal that only profitability, EPS and type of audit opinion were
inversely associated with the timeliness of corporate reporting. This
means that firms with higher profitability, higher EPS, unqualified
audit reports are associated with shorter reporting periods.

Table 3: Effect of individual firm’s attributes on the timeliness of corporate reporting
Pearson Gerr]
Factors . Significance
Correlation
1. Firm size 0.034 0.687
2. Profitability -0.190 0.025
3. Debt proportion 0.100 0.356
4. EPS -0.329 0.000
5. Number of years the firm has been in DSM -0.028 0.745
6.  Financial / non financial -0.128 0.133
7. The presence or absence of extraordinary items in the 0,084 0325
income statement

8. Type of audit-opinion -0.210 0.013

This result is consistent with those of Dye and Sridhar (1995),
Leventis and Weetman (2004) and Verreechia (1983) which revealed
that firms with good news report more promptly than firms with bad
news, represented by a decrease in profitability or a lower increase.
Previous studies believe that managers may not announce less good
news early. They also might feel that the capital market will react
favorably to prompt announcements of high profits, and they might
wish to gain relative benefits. Furthermore, successful managers may
wish to distinguish themselves from less competitive managers within
the same industry.

The foregoing result is consistent with that of Ahmad and
Kamarudin (2003) regarding the association between type of audit
report and timeliness of corporate reporting. Ahmad and Kamarudin
(2003) mentioned that auditors release qualified audit reports after
spending a considerable amount of time and effort in pursuing audit
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Table 1: Average reporting period in several countries
Countries Average Reporting Period (days) Source
Qatar 52 Current study
Malaysia More than 100 (Ahmad and Kamarudin, 2003)
New Zealand Between 88 and 96 (Carslaw and Kaplan, 1991)
Saudi Arabia 28 (Aljabir, 2007)!
Greece 135 (Leventis and Weetman, 2004)

6.3 Average reporting period in different industrial sectors

Table 2 compares the average reporting period for the firms in
DSM based on their industrial sectors. These results clearly show that
the firms in the insurance industry release their annual reports earlier (43
days) than those in other industrial sectors followed by banks (49 days).
Interestingly, manufacturing firms take the longest period to report their
annual financial statements than the firms in other sectors.

Table 2: Comparing the average reporting period for firms in different sectors
Industry type Average Standard Deviation
25 43 Insurance
31 49 Banking
22 50 Service
26 69 Manufacturing

6.4 Effect of individual firms attributes on timeliness
Table 3 reports the results of using Pearson simple regression test
to determine the effect of each of the eight firms” attributes under

1Aljabir (2007) defined the reporting period as: “the time passed between the fiscal year
end and the publication of the financial reports”. Additionally, Aljabir (2007) found that the
corporate reporting period in Saudi Arabia in 2001, 2002, 2004 and 2005 were 46, 45, 56, 38

and 28 days respectively, and the maximum corporate reporting period in 2005 was 78 days.
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auditor which may slow the audit function. Thus we hypothesize that:
Timeliness of corporate reporting is significantly associated with type
of audit-opinion.

6- Findings

6.1 Average reporting period

For the purpose of this study, reporting period was defined as the
difference between the fiscal year-end and the auditors’ signature stated
in the annual report (Ahmad and Kamarudin, 2003; Newton and Ashton,
1989; Carslaw and Kaplan, 1991; Bamber et al., 1993; Lawrence and
Glover, 1998). Researchers calculated this difference for each DSM
listed firm over the period of six years from 2000 to 2005, and then the
maximum, minimum and average of these differences were identified.
The results were 150, 8 and 52 days respectively. The average reporting
period in Qatar is well below the time period (90 days) prescribed by
Qatari Companies’ Low. This result means that most of the registered
firms comply with the Qatari Companies Law regulatory requirements.
Over the six-year period under investigation, there were only ten cases
in which listed firms exceeded the maximum period of 90 days allowed
by Qatari Companies’ Law. The length of time in these cases was 150,
121, 115 (twice), 108, 97, 95, 92 and 91 (twice) days. These results are
justified, especially given the fact that almost all listed corporations in
Qatar have associated themselves with one of the Big Four accounting
firms, use computerized accounting information systems and hire more
accounting graduates with professional qualifications.

6.2 Average reporting period compared to those in some other
developing and developed countries

The average reporting period in Qatar was compared with that of
some countries and the comparison was shown in Table 1. From that
Table it can be seen that the average reporting period in Qatar (52 days)
is relatively shorter than that in some countries, but it is far longer than
that in Saudi Arabia (28 days).
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processes. Such a control on the DSM listed firms would possibly
improve the reporting behavior. Based on that argument we hypothesize
that: Timeliness of corporate reporting is significantly associated with
the number of years a firm has been listed in the DSM.

5.6 Financial/Nonfinancial

Similar to prior research, this study classified the DSM listed
firms into financial and nonfinancial firms (Ashton et al. 1989; Newton
and Ashton 1989). The current literature on timeliness of corporate
reporting indicates that financial firms release their annual reports
earlier than nonfinancial ones (Courtis; Ashton et al. 1987; Ng and Tai
1974; Newton and Ashton 1989). Because of their highly centralized
and automated accounting systems, little inventory (Kay and Searfoss
1989) and auditors need less time to audit financial assets (Ahmad and
Kamarudin, 2003).

5.7 Extraordinary items

Ashton and Newton (1989) defined extraordinary items as
those which reflect non-recurring events that arise from non-ordinary
operations. However, the current literature on timeliness of corporate
reporting indicates that firms reporting extraordinary items tend to take
longer time to report their financial statements. Owusu-Anash (2000)
pointed out that, because of uncertainty involved in the estimation of the
outcomes of extraordinary items, they are likely to engage auditors in a
lengthy discussion and negotiation if they dispute the nature, existence,
and estimation of the amount involved. Hence, we hypothesize that:
Timeliness of corporate reporting is significantly associated with
extraordinary items reported in the firm’s financial statements.

5.8 Type of audit-opinion

The current literature on timeliness of corporate reporting reveals
that timeliness is an increasing function of qualified audit reports
(Whittred, 1980a; Carslaw and Kaplan, 1991; Ashton etal. 1987; Newton
and Ashton, 1989). Ahmad and Kamarudin (2003) argued that qualified
reports may cause conflicts between the management of the firm and its
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to asses to the extent to which these firms comply with loan agreement
terms and to identify the correcting actions taken. On the other hand,
Carslaw and Kaplan (1991) provided evidences indicating that a higher
debt proportion leads to a delay in releasing annual reports because the
management and auditors of the firms take additional time to become
more confident in all aspects related to firms’ liabilities and loans. There
i1s an unclear relationship between debt proportion and timeliness of
corporate reporting.

5.4 Earnings per share (EPS

This factor was included in the study because it is commonly
considered by financial analysts and users of annual reports as a good
indication about management’s performance. Accordingly, management
is expected to be highly concerned in reporting the financial statements
relatively earlier as the firm achieves higher rates on its shares.

5.5 Number of years the firm has been listed in DSM

DSM was established by the decree law no. 14 of 1995, and started
its activities on the 26th of may 1997. It became fully electronic on
the 11th of March 2002. The aim behind establishing this market was
to consolidate the financial and economic structure of Qatar through
achieving several targets among which was the development of ways of
investor>s awareness and information dissemination. Thus, it requires
that listed firms must report their financial statements promptly, and then
it makes these statements immediately available to the investors through
the website, news tapes, LCD monitors and electronic announcement
boards.

DSM listed firms are punished if they intentionally or
unintentionally release some of their information before annual reports
are officially announced to the public. Moreover, the DSM developed
effective strategies against rumors in order to defuse their bad influence
on investors and to educate those investors through workshops, leaflets,
handouts and bulletins as to how to check the validity and reliability
of information before they use it in their investment decision-making
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can exert pressure on auditors to complete audits on time (Carslaw
and Kaplan, 1989). Larger firms also may be willing to purchase less
reporting time in order to reduce the probability of increased regulative
control over their reporting activities. Accordingly, the larger a firm is,
the greater outside interest in its affairs is. Managers of large firms may
meet that interest with reduced reporting period so as to eliminate more
quickly uncertainty in the market. Thus we hypothesize that: There is
a positive significant association between the timeliness of corporate
reporting and the size of the firm.

5.2 Profitability:

Conventional wisdom suggests that bad profit news takes longer
to reach the public than good profit news. However, the current literature
on timeliness of corporate reporting reveals a mixed relationship
between profitability and timeliness. Several prior studies reported no
association between profitability and timeliness of corporate reporting,
whereas other studies provided evidence that financially distressed firms
delay the release of their annual reports (Carslaw and Caplan, 1991).
In spite of the inconsistency of these results, we hypothesize, in the
alternative form, that: Timeliness of corporate reporting is significantly
associated with a firm’s profitability.

5.3 Debt proportion

Debt proportion results from dividing total liabilities by total
assets. Ahmad and Kamarudin (2003) argued that a high debt proportion
may be a reflection of poor financial management that could lead to
serious problems. Such problems include possible fraud and liquidity
or ongoing concern problems, which require additional concerns from
the auditor about the reliability of the financial statements of the firm.
The current literature on timeliness of corporate reporting reveals a
mixed relationship between the debt proportion and the timeliness of
corporate reporting. Owusu-Anash (2000) found that a higher debt
proportion leads creditors to exert more pressure on the management
of the firms to promptly release financial information. The reason is to
use it for performance evaluation and financial position assessment, and
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to report their financial statements (Kenchel and Payne, 2001). The
reporting lead time is significantly longer for firms that have higher
risk (Ahmad and Kamarudin, 2003), but is shorter for those with
overseas ownership (Gilling, 1977) and for public ones (Ashton, Graul
and Newton, 1987). Domestic and foreign firms listed in the U.S. are
more timely reporters than their counterparts listed in the UK (Frost and
Pownall, 1994).

4- Method

To collect relevant data, copies of annual reports that have been
published from 2000 to 2005 for 38 DSM listed firms have been
retrieved. The firms’ attributes were obtained from previous studies on
timeliness of corporate reporting. To conduct data analysis, Chi-square,
Pearson and multiple regression tests were implemented to analyze the
data obtained from the annual reports of DSM listed firms to identify
the effects of some attributes of these firms on the timeliness of their
reporting.

5- Firms’ attributes and timeliness

The current literature reveals that timeliness of corporate reporting
is a function of several factors. Some of these factors may impede or
help auditors in issuing the audit report promptly, whereas the other
factors may either enable the management of the firm to produce a more
timely annual report or reduce costs associated with unique delay in
reporting. This study investigates the association between eight firms’
attributes and timeliness of corporate reporting in Qatar. The effect of
each attribute on timeliness is explained below.

5.1 Firm size:

The amount of total assets at the end of fiscal year was used as a
measure of firm size (Gilling, 1977; Davies and Whittred, 1980; Simnett
et al., 1995) because it provides greater explanatory power (Ashton, et
al. 1989). Current literature on timeliness of corporate reporting suggests
that large firms report earlier than their smaller counterparts. The reason
is that larger firms usually have strong internal control systems, and
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Haw et al., 2003). For example, qualified audit opinions in the U.S. and
Australia delay the release of preliminary earnings and auditor reports
(Whittred, 1980; Keller, 1986; Bamber et al. 1993). The reporting lead
time is significantly longer for firms that receive qualified audit opinion
(Ashton, Willingham and Elliott, 1987; Ahmad and Kamarudin, 2003).
Also, in Canada and Hong Kong, the reporting of extraordinary items is
significantly associated with timeliness of corporate reporting (Ashton,
Graul and Newton, 1989; Newton and Ashton, 1989; Ng and Tai,
1974). But in Malaysia, there is no significant difference of reporting
lead time between companies having extraordinary items and without
extraordinary items (Ahmad and Kamarudin, 2003).

In the U.S. and Hong Kong, audit firms using structured audit
approaches take more time to complete the audit process than those
using unstructured or intermediate approaches (Bamber, et al., 1993;
Jaggiand Tsui, 1999; Newton and Ashton, 1989; Williams and Dirsmith,
1988). The firm leverage in Bahrain and the firm age in Zimbabwe were
significant determinants of timeliness of corporate reporting (Abdulla,
1996, Owusu-Ansah, 2000). The firm performance in Australia and the
firm’s financial conditions in the U.S. and Hong Kong were significant
factors related to timeliness of corporate reporting (Bamber, et al.,
1993; Jaggi and Tsui, 1999; Whittred and Zimmer, 1984). Thus, firms
experiencing financial distress tend to take more time to publish annual
reports than those that are not facing financial distress.

Good news 1is reported earlier than bad news, and that timely
filing is one of the most consistent factors that affects the timeliness of
corporate reporting (Givoly and Palmon, 1982; Kross and Schroeder,
1984; Cho and Freeman, 1987; Pastena and Ronen, 1979; Milgrom,
1981; Penman, 1984). However, Atiase et al. (1989) found that relative
to large firms’ good news, small firms’ good news is announced later
in the year, whereas their bad news is announced even later, relative to
large firms’ bad news. Late announcements of earnings are more often
associated with lower abnormal returns than are early announcements
(Chambers and Penman, 1984; Givoly and Palmon, 1982; Kross, 1982;
Kross and Schroede, 1984).

The presence of contentious tax issues takes firms longer time
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Chamber and Penman, 1984; Ashton, Graul and Newton, 1987). Atiase
(1980) found that investors’ incentives to acquire private pre-disclosure
information are an increasing function of firm size.

In Australia, Canada, New Zealand, Jordan, China and Zimbabwe,
profitability significantly affects the timeliness of corporate reporting
(Bamber et al., 1993; Owusu-Ansah, 2000; Haw et al., 2003; Ashton,
Graul and Newton, 1989; Carslaw and Kaplan, 1991; Ghariabah and
Al-azhari, 1988). For example, less profitable firms need a significantly
longer time for releasing the annual reports (Davies and Whittred,
1980, p. 59; Courtis, 1976; Kinney and McDaniel, 1993; Ahmad and
Kamarudin, 2003).

In Australia, Hong Kong, Bangladesh, India and Pakistan, the
fiscal year-end closing period of reporting firms, is positively associated
with timeliness of corporate reporting (Ng and Tai, 1974; Dyer and
McHugh, 1975; Ahmad and Kamarudin, 2003). Firms with fiscal year-
ends other than December take longer time to report their financial
statements (Garsombke, 1981; Ashton, Willingham and Elliott, 1987;
Ahmad and Kamarudin, 2003).

In New Zealand, India, Pakistan and Malaysia, large audit firms
take significantly less time to complete the audits (Gilling, 1977; Ahmad
and Kamarudin, 2003). The use of less experienced audit staff led to
longer audit lag (Knechel and Payne, 2001). In Bangladesh, India and
Pakistan, the time taken by firms to submit their annual reports to the
Stock Exchange and to hold the annual general meeting influence the
timeliness of corporate reporting.

In New Zealand, Canada and Hong Kong, a firm’s industry type
was significantly associated with timeliness (Courtis, 1976, Ashton,
Graul and Newton, 1989, Carslaw and Kaplan, 1991; Ng and Tai, 1974;
Jaggi and Tsui, 1999). Additionally, reporting lead time is significantly
longer for nonfinancial firms as opposed to financial firms (Ashton,
Willingham and Elliott, 1987; Newton, and Ashton, 1989, Ahmad and
Kamarudin, 2003).

In Canada, China and Hong Kong, the type of audit opinion is
significantly associated with timeliness of corporate reporting (Ashton,
Graul and Newton, 1989; Bamber et al., 1993; Jaggi and Tsui, 1999;
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It is anticipated that this study will contribute to the timeliness existing
literature in two dimensions. Firstly, it determines the average reporting
period that takes DSM listed firms in Qatar to release their annual
financial data and compares it with those in some other developed
and developing countries. Secondly, it tests the effects of eleven firm
attributes on the timeliness of corporate reporting in Qatar over a period
of six years from 2000 to 2005 for the first time. Such an enhancement
should offer additional insights into the determinants of timeliness of
corporate reporting.

DSM serves as a useful context for investigating timeliness of
corporate reporting in developing countries. International investors have
become more interested in the timely reporting profile of its listed firms.
Also, it is recognized as one of the most important securities market in
the Arabian Gulf region.

The rest of the paper is structured as follows. The next section
reviews prior research on the timeliness of annual reports and presents
hypotheses. The method and firm attributes used to test the hypotheses
are described. The empirical results follow, and the main conclusions of
the study are provided.

3- Literature review

The current literature on pattern reporting lag, and the factors
influencing timely reporting behavior were reviewed in-depth to
formulate the hypotheses of this study. In Zimbabwe, the majority
of firms reported promptly to the public (Owusu-Ansah, 2000). In
Greece, while all firms meet the regulatory deadline, there is a wide
variation between the fiscal year-end and the date of first issue of
financial statements (Leventis and Weetman, 2004). In the United
States, Canada, Hong Kong, New Zealand, Zimbabwe and Bahrain,
the firm size was negatively associated with the timeliness of corporate
reporting (Ashton, Graul and Newton, 1989; Newton and Ashton, 1989;
Carslaw and Kaplan, 1991; Ng and Tai, 1974; Frost and Pownall, 1994;
Jaggi and Tsui, 1999; Abdulla, 1996; Owusu-Ansah, 2000; Lawrence
and Glover, 1998). In both Australia and New Zealand, smaller firms
report later than large firms (Dyer and McHugh, 1975; Gilling, 1977;
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makes a study of timeliness of corporate reporting in developing
countries even more relevant for local and global investors.

In developing countries, timely corporate financial reports assume
more importance than other non-financial sources as financial analysts
are not well developed and the regulatory bodies are not as efficient as
in developed countries (Wallace (1993). Firms in developing countries
tend to disclose less information and to be slower to report than they do
in developed countries (Errunza and Losq, 1985). However, the annual
profits reported in these firms have been found to have much greater
value relevance (Niarchos and Georgapoulos, 1986; Haw et al., 2000).

Qatar, as a developing country, has become one of the politically
and economically stable place in the Middle East region. In recent
years, Qatar’s economy experienced a very much accelerated growth
rate. Qatar is believed to have recorded the second highest real GDP
growth in 2006 of 7.5 per cent, following the UAE at 10.2 per cent.
Azzam (2007) reported “We expect Qatar to lead the pack in terms of
real GDP growth in 2007 rising by 8.6 per cent as the country boosts its
natural gas production by 42 per cent on top of the 8.9 per cent increase
0f2006.”

In Qatar, the application of liberal economic policies, following
overseas direct investment and participation, have increased manifolds,
state ownership in the productive sector has been reduced and private
sector investments have been expanded. At the end of July 2007, the
total market capitalization of the stock exchange in Qatar was about
USS$ 66,515,068,493 (DSM, 2007). In mid of 2006, the number of
listed firms in the DSM was 38. The accounting profession in Qatar
is being reorganized and professional bodies are under establishment
to both regulate accounting and reporting practices in the country
and harmonize them in the region within the framework of the Gulf
Countries Cooperation Council (GCCC).

2- Objectives

In Qatar, there is a lack of empirical studies on the timeliness
of corporate reporting. Thus, this study extends the prior research on
timeliness in the developed and developing economies to Qatar setting.
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of equal access to information among them (Feltham, 1972; Ahmad
and Kamarudin, 2003). The delay in releasing annual reports is most
likely to boost uncertainty associated with the decisions made based
on the information contained in these reports. Thus, the decision may
not be superlative quality. Likewise, investors would probably search
for alternative sources of information. Additionally, delayed disclosure
may encourage certain unscrupulous investors to acquire costly private
pre-disclosure information and exploit their private information at the
expense of ‘less informed’ investors (Bamber, Bamber and Schoderbek,
1993).

One can conclude from the above argument that the shorter the
time is between the end of the fiscal year and the publication date of
the annual reports, the greater the benefits are to be derived from these
reports (Abdulla, 1996).

Ashton, Graul and Newton (1989) argued that empirical and
theoretical analysis based studies on the determinants of reporting
delay may improve our understanding of the market’s reaction to
corporate annual reports releases. Owusu-Ansah (2000) denoted that
investigations on the determinants of reporting delay may provide a
comprehensive understanding of whether information released in
mature capital market and emerging capital markets is timely, and the
determinants of this phenomenon (Owusu-Ansah, 2000).

Despite the significant attention given to the timeliness concept in
developed countries i.e. Jaggi and Tsui, 1999; Ng and Tai, 1994; Bamer
etal., 1993; Ashton, Graul and Newton, 1989; Givoly and Palmon, 1982;
Davies and Whittred, 1980; Gilling, 1977; Courtis, 1976; Dyer and
McHugh, 1975, as well as the encouragement made by Ashton, Graul
and Newton (1989) and Ng and Tai (1994) to researchers to explore
this area in different environments, very few studies into this topic
have been undertaken in the context of developing countries (Abdulla,
1996; Owusu-Ansh, 2000; Ahmed, 2003). The paucity of research in
developing countries demonstrates a need for a better understanding
of the timeliness of corporate reporting by undertaking individual as
well as comparative studies about these economies (Ahmed (2003).
Additionally, the fast growing capital markets in the last few years
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1- INTRODUCTION

Conceptually, timeliness denotes the quality of being able at a
suitable time or being well-timed (Gregory and Van Horn, 1963: 576).
The key variable in timeliness is the delay in release of annual reports
(Owusu-Ansah, 2000). Reporting period, in this study, is described as the
number of trading days between the fiscal year-end and the distribution
of annual reports to shareholders.

Policymakers as the APB, FASB, and SEC have voiced concern
about the timeliness of corporate reporting (Atiase, Bamber and Tse,
1989) by regarding it an important qualitative attribute of financial
statement (AAA, 1957) and also as one of the objectives of financial
reporting (GAAP, 1970). Ahmad and Kamarudin (2003) mentioned that
timeliness of corporate reporting requires financial information to be
made available to users as rapidly as possible so it can be relevant and
useful to users for investment decision making. In support to this view,
Davies and Whittred, (1980) pointed out that timeliness is a necessary
condition for the usefulness of financial statements, given that investors
decide to purchase and sell securities after release of corporate annual
reports (Beaver, 1968). Public disclosures, are also important because
delays compromise the ideal of equal access to information among
investors (Hakansson, 1977). Timely financial statement information
helps in efficient allocation of resources by reducing dissemination of
asymmetric information (Statement of Financial Accounting Concepts
No. 2, 1980), by improving pricing of securities (Chambers & Penman,
1984, p. 32; Givoly and Lalmon, 1982; and Kross and Schroeder, 1984),
and by reducing the level of insider trading, leaks and rumors in the
market (Owusu-Ansh, 2000). Therefore, the shorter the time is between
the end of the fiscal year and the publication date of the annual reports,
the greater the benefits are to be derived from these reports (Abdulla,
1996).

However, Atiase, Bamber and Tse (1989) argue that annual
reports’ usefulness may be inversely related to reporting delay. As
the reporting period increases, the content, relevancy and usefulness
of the information disclosed will decline, that can affect an investor’s
action choices and expected payoff and may compromise the ideal

1y



Accounting Research volume (8) No. (2) - 1428H - 2007G

THE TIMELINESS OF CORPORATE REPORTING IN AN
EMERGING ECONOMY: THE CASE OF QATAR

Khalid N. Al-Khater
(Department of Accounting, Qatar University)

Jalal M. Alattar
(Department of Accountancy, Ahmad Bin Mohammed Military College/Qatar)

ABSTRACT

The purpose of this study is to investigate the timeliness of
corporate reporting in the state of Qatar. The aim is to explore the effects
of some of the firms attributes on timeliness of corporate reporting.
The factual data were gathered from the financial reports of 36 firms
registered in Doha Security Market (DSM) over a six years period from
2000 to 2005. Eight hypotheses relating timeliness to size, profitability,
debt proportion, earnings per share, number of years the firm has been
in DSM, type of industry (financial/nonfinancial), extraordinary items
and type of audit-opinion are examined in this study to determine the
association between some firms’ attributes and timeliness of corporate
reporting.

The t-test of differences, chi-square test of independent and
Ordinary Least Square (OLS) regressions were used.

This study revealed that the reporting period of DSM listed firms
is 52 days which is found to be significantly shorter than that of some
developed countries, but it is relatively longer than that in the Saudi
Arabia (28 days). The insurance service firms published its financial
reports earlier than those firms in other sectors. Finally, the results of
this study revealed that the timeliness of corporate reporting in Qatar is
significantly associated with the firm being financial or non financial,
type of audit opinion, year-end closing date, whether the audit firm is
international or local, and profitability.

It is hoped that this study, which is conducted in an economically
and culturally different context from all existing studies can contribute
towards the current literature on timeliness of corporate reporting.
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under IAS 16 or as long invesment under [AS 25)

4- accounting for Either recognized as deferred income and recognized as an
equity.

government grants amortized or offset it against the cost of the

asset to which the grant relates.

5- Segment reporting Segment disclosure are required for listed This is not
required under
companies Saudi GAAP.

6- Pensions IAS 19 permits use of both accrued-benefit Saudi Labor and
Workman’s Law

valuation methods and projected-benefit valu- requires all companies to
provide

ation methods for end-of-service for their

employees.

1 Zakat is an obligatory duty and one of the five pillars of Islam. It is the amount of money that every adult
male and female who is mentally stable, free, and financially able Muslim has to pay to support specific
categories of people.

2 Following Kothari and Zimmerman (1995) all observations which fall in the 1% or 99" percentiles for each
variable was deleted from the sample.

3 3 Barth and Kallapur (1994) point out that deflation can create coefficient bias in a regression, so conclusions
regarding coefficient magnitudes should be drawn with caution.

1
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Thailand 34.9 15 418 -4.5 71.2
Tunisia 2.3 12 38 2.0 9
Turkey 33.6 32 277 -24.7 155.0
Ukraine .6 .07 125 =737 4.7
Venezuela 7.6 17 94 -44.7 14.2
Zimbabwe 1.3 22 67 -11.0 9.2
Hong Kong 343.4 NA 658 -18.2 54.4
Japan 2495.8 46 2416 70.1 40.3
Indonesia 94.5 1.04 321 -9.0 50.5
us 13451.4 1.45 8450 26.7 106.2

Source: International Financial Corporation

Appendix B

Major differences between IAS and Saudi GAAP
Subject IAS Saudi GAAP

1- Assets Revaluation
a. Revaluation of tangible and intangible Historical cost convention;
non-current assets allowed revaluation not allowed

b. Depreciation on Depreciation is based on the revalued carrying
Depreciation is based on
revalued assets amount of the assets historical carrying amounts

c. Sale of revalued Gains (losses) on the sale of assets calculated Gains
(losses) calculated from
assets from the revalued carrying amount historical carrying amounts

2- Research and development Research costs are expensed as incurred. Both
are expensed as incurred
Costs developments are capitalized and amortized.

3- Investments Depends on the classification of investment: Investment are
usually stated at

-current investment (either market value or the lower of cost and market

or lower of cost and market value) value

-long investment (either cost, revalued amount,

or lower of cost or market for marketable

securities on a portfolio basis.

investment properties (either as property

vy
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Appendix A
Emerging Markets Characteristic- 1998
Countries Ca}}\if:;il;:ttion Cap]\i/t[:;i]:lttion No. of 1is't ed Market Tumqver
(USS$ billions) To GDP Companies performance Ratio
Argentina 453 18 130 -24.5 25.0
Brazil 160.9 31 527 =335 71.0
Chili 51.9 93 277 -25.0 7.2
China 2313 23 853 -4.0 130.1
Colombia 13.4 .20 163 2225 9.6
Czech Republic 12.0 25 261 -20.4 38.0
Egypt 244 28 861 -25.4 223
Greece 80.0 .28 244 85.0 86.5
Hungary 14.0 33 55 221.1 113.9
India 105.2 .34 5,860 -11.4 56.0
Indonesia 22.1 .14 287 -.09 59.4
Israel 39.6 46 650 3.1 26.4
Jordan 5.8 .78 150 5 11.6
Korea 114.6 .09 748 49.5 184.7
Kuwait 18.9 72 79 -8.89 60
Malaria 98.6 95 736 -1.4 30.9
Mexico 91.7 .39 94 =243 28.6
Monaco 15.7 .36 53 24.5 10.1
Nigeria 2.9 .09 186 -11.9 5.2
Pakistan 5.4 18 773 -46.1 108.2
Peru 11.6 .28 257 =255 19.2
Philippine 353 .38 221 5.3 31.1
Poland 20.63 .38 135 26.2 95.7
Romania 1 .02 5,753 -50.2 66.3
Russia 20.6 29 237 -41.7 113
Saudi Arabia 42.6 42 74 -27.8 26.9
Slovakia 1.0 .09 837 -48.5 73.7
South Africa 170.3 1.8 668 -12.4 304
Sri Lanka 1.7 .14 233 -13.6 14.8
Taiwan 260.0 1.02 437 -21.6 3332
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Table 8 Incremental and Relative Information Content of Book Value

and Earnings

Panel A: Saudi Arabia

Year | N Equation (1) Equation (3 ) | Equation (4 ) Incremental

BI(EPS) B2(BV) R*(TO) |  kI(EPS) R® (¢) wl (BV)R® (b) | R?(e/b) R? (ble) R? (com)

y‘:‘ﬁs 285 701 609 438 263 .093 347
1993 | 42 4.76%* 733%% 533 5.97 #%% 38] 1.16%#* 31 223152 158
1994 | 46 6.12% 349 705 7.35 %% 688 1.14 #+% 445 26.017 428
1995 | 47 3.78%% 571%* 783 4.98%%* 708 1.19%% 513 27.075 438
1996 | 48 5.81%% 66%* 848 7.37 %% 776 1.45%%% 514 334.072 442
1997 | 50 4.2%% 44%% 561 4.94 %% 493 775%%% 248 313.068 .18
1998 | 52 4.9%% 47%% 677 5.3 %5 555 615%* 20 477122 078
Mean 684 60 371 312..084 287

Panel B: Kuwait

Year | N Equation (1) Equation (3 ) | Equation (4 ) Incremental

BI(EPS) B2 (BV)R? (cb) |  KI(EPS) R (e) wl (BV)R?(b) | RZ(e/b) R? (ble) R? (com)

y’;ﬂs 745 698 591 154 047 544
1993 3.69%% 901%* 703 52545 612 1.6%* 505 198091 414
1994 7.48%% 53*% 811 9.05%+* 788 1.7%%% 527 284023 .54
1995 6.54% 49 832 8.1%%% 825 1.9 %% 692 14007 .685
1996 5.82%% 45%% g5 6.9%%% 837 1.8%5% 612 238.013 599
1997 4.95%% 1.15%* 76 8.1%%% 714 2345 682 078 .046 .636
1998 6.21%% 96%* 77 8.7%%% 734 2.3%%% 628 142,036 .592
Mean 787 751 607 18036 .577

The regression estimated are:

Pit =B0 + B1 Eit + p2 BVit + eit (1)
Pit =kO0 + k1 Eit + vit (3)

Pit=w0 + w1 BVit + it (4)

R? e |b=R?eb - R? b The incremental explanatory power of earnings
R’b|e=R?eb - R? e The incremental explanatory power of book value

R’com =R*eb - R*b | e - R? e | b The incremental explanatory power common to book value and earnings
**%_Correlation is significant at the 0.01 level (2-tailed).
**_Correlation is significant at the 0.05 level (2-tailed).
* . Correlation is significant at the 0.10 level (2-tailed

14
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Table 7 Pooled results for the regression of Return on Earnings Levels
and Changes, 1994-1998

Year N Intercept Earnings Earnings Adj R2

level change
Saudi - 13w 792 062
Arabia 232 (-6.25) (3.4 (23) 081
. - 188 47700 -89
Kuwait 179 (-3.6) (8.9) (-2.08) 389

The estimated regression is:
(Pit + dit - Pit-1)/ Pit-1 = a0 + al Eit/ Pit-1 + a2 ( Eit— Eit-1 )/ Pit-1 + eit
Where:

(Pit + dit - Pit-1)= is the stock return estimated over the 12-month window ending 6 months after fiscal year-end.
Pit = the price per share of firm I at time t. dit = dividends for firm I at time t. Eit= earnings per share for firm I at
time t. eit = error term.

t-statistic is noted in parentheses

***_Correlation is significant at the 0.01 level (2-tailed).
**_Correlation is significant at the 0.05 level (2-tailed).
* . Correlation is significant at the 0.10 level (2-tailed).
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Earnings Levels and Changes

Table 6 Year-by-Year Results for the Regression Of Return on

Panel A: Saudi Arabia

Year N Intercept EPS Book value Adj R2
e T T R R
1995 46 (]Z*;)* ] '(746;; ’ ’ 1(339; ' 314
1996 47 2)38?;;‘ 1?59; * (-_.41123) 387
1997 & o ) 1) 057
1998 4 Cony e 109 23
Mean (1] 140) (-.'231) (._6'152) 23
Panel B: Kuwait
Year N Intercept EPS Book value Adj R2
1994 23 (:(7)3) 2('2.69*9*)* _};2.12*1’;* 496
1995 27 (:(1);) (ié; ('_11'_629) 051
1996 35 ('967) 4'5‘31_: * (32282; 271
1997 36 ('9&6) 3 ('(3)_77*;* ('_11'7735 302
1998 58 "3?_ g** 2'(747,;5; ) (ZZ;TT) 382
Mean (_—.?8653643 3(;23*3:* _}-'?5*1*)* 30

The estimated regression is:

(Pit + dit - Pit-1)/ Pit-1 = a0 + al Eit/ Pit-1 + a2 ( Eit — Eit-1 )/ Pit-1 + eit

Where:

(Pit + dit - Pit-1)= is the stock return estimated over the 12-month window ending 6 months after fiscal year-end.
Pit = the price per share of firm I at time t. dit = dividends for firm I at time t. Eit= earnings per share for firm I at

time t. eit = error term.

t-statistic is noted in parentheses

***_Correlation is significant at the 0.01 level (2-tailed).
**_ Correlation is significant at the 0.05 level (2-tailed).
* . Correlation is significant at the 0.10 level (2-tailed).

\al
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Table 5 Pooled regression of price on EPS and book value
N Intercept EPS Book value Adj R2
Saudi 285 28,75 4,95 62555+ 701
Arabia 3.6) (15.7) (9.4)
. 264 64.5%5% 5. 34 9 745
Kuwait (3.5) (12.6) 7

The estimated regression is:

Pit=a+ B1 Eit + B2 BVit + it

Where,

Pit=the price of a share of firm i at time. E= the earnings per share for firm i at time. BV = book value per share for firm i
at time t. € = the error term. t-statistic is noted in parentheses

***_Correlation is significant at the 0.01 level (2-tailed).
**_Correlation is significant at the 0.05 level (2-tailed).
* . Correlation is significant at the 0.10 level (2-tailed).
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Table 4 Year-by-year regression of price on EPS and book value

Panel A: Saudi Arabia

Year N Intercept EPS Book value Adj R2
1993 0 S(igﬁ) 4(7464) 7(3337) : 533
1994 & o “on (156 05
1999 ¥ 16 "oy Taon 78
199 & i) {015 s 48
1997 0 2 o 5 s
1998 52 ey e T 677
Mean 'y ey oy o4

Panel B: Kuwait

Year N Intercept EPS Book value Adj R2
1993 27 (5 iO()Z) 3. (649;* ,9((); ;;* o
Sl I N T o I
sl I W N N
el R B S o -
gl I O e S N N B
el I N - B
(N I O

The estimated regression is:

Pit=a+ B1Eit+ B2BVit+ €it

Where,

Pit=the price of a share of firm i at time. E= the earnings per share for firm i at time. BV = book value per share for firm i
at tim t. € = the error term. t-statistic is noted in parentheses

***_Correlation is significant at the 0.01 level (2-tailed).

**_Correlation is significant at the 0.05 level (2-tailed).

* . Correlation is significant at the 0.10 level (2-tailed).
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Table 3 Correlation Statistics for Saudi Arabia and Kuwait
PEARSON
S N PRICE EPS BOOK AEPS/P EPS/P
ll; PRICE 285 1 781 HHE .664%** .013 201%%*
A EPS 285 734%* 1 S5k .007 239%Hk
15[ BOOK 285 L678%** 576%** 1 .055 .073
§ AEPS/P 222 .004 -.045 .068 1 36%F*
EPS/P 222 397kF* 34 1kE 24 8%** 269%** 1
Panel B: Kuwait
N PRICE EPS BOOK AEPS/P EPS/P
PRICE 264 791 H% B36%** TTEEE 013 201 #H*
EPS 264 T66%** 1 T4TEEE .007 239%*k
BOOK 264 288%** JT13%E 1 .055 073
AEPS/P 179 50455+ A43een 004 1 3%
EPS/P 179 397x** T69%** 335k 269%%* 1

Note: N = the number of firm-year observations

PRICE = Price of a share of firm i six months after year-end;

EPS = Earnings per share for period ending at time t;
BOOK = Book value per share at the end of time t;

AEPS/P = Change in earnings per share/Price;

EPS/P = Earnings per share/ Price.

**% Correlation is significant at the 0.01 level (2-tailed).

**_ Correlation is significant at the 0.05 level (2-tailed).
* . Correlation is significant at the 0.10 level (2-tailed).
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Table 2 Descriptive Statistics
Panel A: Saudi Arabia
Kurtosis Skewness perc9e5n tile Median percin tile ?it; Mean N
P 4.1 1.9 415.2 104 243 1243 141.4 285
BV 8.4 2.1 240.7 105.7 38.7 70.8 115.8 285
EPS 2 1.1 41.9 4.4 -8.5 15.1 8.2 285
AEPS/P .091 -.099 16.4 -.845 -.0044 .082 -.006 232
ROE 6.8 -1.2 24 .04 -.15 12 .05 285
P/E 4.1 1.7 67.7 12.4 -23.6 252 14.4 266
P/BV 4.1 1.7 2.9 .96 4 8 1.2 285
EPS/P 7.4 -2.04 15 .032 -17 .093 .023 232
Panel B: Kuwait
Kurtosis Skewness perc9e5n tile Median perczn tile i:i Mean N
P 4.1 1.9 415.2 104 243 1243 141.4 285
BV 8.4 2.1 240.7 105.7 38.7 70.8 115.8 285
EPS 2 1.1 41.9 4.4 -8.5 15.1 8.2 285
AEPS/P .091 -.099 16.4 -.845 -.0044 .082 -.006 232
ROE 6.8 -1.2 24 .04 -.15 12 .05 285
P/E 4.1 1.7 67.7 12.4 -23.6 252 14.4 266
P/BV 4.1 1.7 2.9 .96 4 8 1.2 285
EPS/P 7.4 -2.04 15 .032 -17 .093 .023 232

All data are from Saudi and Kuwait Stock market. The numbers of firm-years, 1993-1998 for both countries. Price, book
value, and earnings per share amounts are in nominal local currency.

P= price, BV=book value per share, EPS=earnings per share, AEPS/P= change in earnings per share, ROE= return on
equity, P/E= price to earnings ratio, P/BV= price to book, EPS/P= earnings level.

Exchange rate: $ 1=KD 0.30; $ 1=3.75 SR; 1 KD =12.3 SR.(1 KD=1000 files is Kuwait currency and SR is Saudi currency)
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Table 1 Sample Distribution

Saudi Arabia Kuwait
Year Price Model Return Model Price Model | Return Model
Sample Sample Sample Sample
1993 42 --- 27 ---
1994 46 42 35 23
1995 47 46 36 27
1996 48 47 47 35
1997 50 48 58 36
1998 52 49 61 58
Total 285 232 264 179
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Finally, the information contributions of the components of earnings and
book values, as well as other individual line items on the income statement
and balance sheet, were not considered in this study. As an initial step
in exploring the value-relevance issues between the two countries, only
summary accounting numbers were used.
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financial statements. The study addresses two issues. First, are there
differences between Saudi Arabia and Kuwait in the value relevance of
accounting numbers? Second, are there differences in the incremental
and relative information content of book values and earnings?

Results indicate that accounting data are significantly associated
with stock price levels and returns across the two countries. Further,
the explanatory power of the price and returns models is higher in
Kuwait than in Saudi Arabia. Second, the incremental and relative
explanatory power of earnings is higher than that of book value for
the two countries. While the relative explanatory power is higher, the
incremental explanatory power is lower in Kuwait than in Saudi Arabia.
Explanatory power common to book value and earnings is higher in
Kuwait than in Saudi Arabia.

Empirical results in this study reveal two important issues. First,
there are differences in the market valuation of accounting numbers
between the two countries in the same region. This suggests that a
regional harmonization process would be beneficial. Second, several
authors have strongly questioned the relevance of the adoption of IASs
by developing countries. In this study, I have shown that one country
(Kuwait) that adopted IAS produces accounting information that has
more value relevance (earnings and book value are more closely related
to stock prices) than another country (Saudi Arabia) that follows its
own GAAP. However, generalization of these results is difficult due to
the limitations of this study.

Several limitations exist in this study, particularly with regard
to international research in which data from different countries are
compared. Differences in market efficiency, market structure, and the
amount of information that reaches the market could affect empirical
results. Also, to explore value relevance issues in different countries,
the sample firms were selected for each country without matching by
size, risk, or other firm-specific characteristics. As a result, conclusions
about the value relevance of accounting numbers based on a comparison
of R?s should be taken with caution.

Another limitation of the study is related to the sample. The small
size of the sample may have biased the R?s and coefficient magnitudes.
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model and return model reveal larger coefficients for Kuwaiti firms
compared to Saudi firms.

The relative and incremental information content of book value
and earnings for the two countries are examined. Table (8) reports these
results for each year and for all years together. For both countries, the
relative and incremental information content of earnings is relatively
higher than that of book value. For Saudi Arabia, the relative explanatory
power of earnings (book value) ranges from 38.1% (20%) to 77.6%
(51.4%), and the incremental explanatory power ranges from 22.3%
(1.7%) to 47.7% (15.2%). For all year, the relative explanatory power of
earnings (book value) is 60.9% (43.8%), and the incremental explanatory
power is 26.3% (9.3%). Overall, earnings are more important than book
value in explaining stock price in Saudi Arabia.

For Kuwait, the relative explanatory power of earnings (book
value) ranges from 61.2% (50.5%) to 83.7% (69.2%), and the incremental
explanatory power ranges from 7.8% (1%) to 28.4% (9.1%). For all
years together, the relative explanatory power of earnings (book value)
1s 69.8% (59.1%), and the incremental explanatory power is 15.4%
(4.7%). Overall, as in Saudi Arabia, earnings are more important than
book value in explaining stock prices in Kuwait.

For a comparison between the two countries, the relative
explanatory power for earnings alone, book value alone and earnings
and book value combined are higher for Kuwait than for Saudi Arabia.
In terms of incremental explanatory power, the incremental power for
earnings and book value in Saudi Arabia are higher than that of Kuwait.
The high correlation between Kuwaiti earnings and book value may
explain the lower incremental explanatory power in Kuwait. However,
the incremental power common to book value and earnings of Kuwait
is higher than that of Saudi Arabia.

6. Conclusion

In this study, the accounting standards in two Arab countries are
examined to see whether they differ in their value relevance using the
price model and the return model. The countries selected, Saudi Arabia
and Kuwait follow different accounting standards in preparing their
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relevant in Kuwait than in Saudi Arabia.

Year-by-year regression supports the conclusion drawn from the
results of the pooled sample. The overall value relevance of accounting
earnings and book value can be inferred from the explanatory power
(Adjusted R?) of the combined model. A higher R? indicates higher
overall value-relevance of accounting earnings and book value. These
results indicate that the value relevance of book value and earnings in
Kuwait is higher than in Saudi Arabia. The evidence from both tests
supports H1.

Year-by-year results from the regression model stated in equation
(2) are presented in table (6), and results from the pooled regression
are presented in table (7). Results reported in both tables are generally
consistent. The adjusted R? s in table (6) for Kuwait are higher than those
for Saudi Arabia for each year of the sample period. The R? ranges from
12.4% to 54.2% in Kuwait and from 19.3% to 43.5% in Saudi Arabia.
Coefficient estimates for the earnings level variable are significantly
higher for Kuwait than they are for Saudi Arabia for each year. The
results suggest that earnings levels are more strongly associated with
returns in Kuwait than they are in Saudi Arabia. For earnings changes,
the earnings change variable is insignificant in four out of five years for
Saudi Arabia, and two out of five years for Kuwait. The coefficients of
the earnings level are greater than the coefficient of the earnings change
variable in both countries.

The results of the pooled regression also confirm those of the
year-by-year regression that: the R?s for Kuwait are higher than those of
Saudi Arabia (adjusted R* =38.6% > adjusted R? =8.1%). The results of
the pooled regression also confirm results of the year-by-year regression
that coefficients in earnings level and earnings change variables are
higher for Kuwait than they are for Saudi Arabia. This suggests that the
value relevance of earnings in Kuwait is higher than they are in Saudi
Arabia.

Overall, the results of both models are consistent with the assertion
that Kuwaiti firms have more value relevant accounting information
than do Saudi firms. The R?s are higher for Kuwaiti firms than they are
for Saudi firms for all years and the average for all years. Both price
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5.2 Regression Results

Regression results for both price and return models are shown in
tables (4)-(7). Both models for the pooled regression and for each year
regression are significant with a<.001 according to F-test; this suggests
that the two models adequately fit the data. The yearly t-statistics of
the coefficients from the regressions are examined to determine the
value-relevance of earnings variables and book value variables within
each country over time. Also, t test comparisons are used to identify
differences in the combined value relevance of earnings and book value
between countries.

With respect to price regression, year-by-year regression results
are presented in table (4). The adjusted R?s for Kuwait are higher than
those for Saudi Arabia for each year of the sample period. The adjusted
R?s range from 53.3% to 84.8% for Saudi Arabia and from 70.3% to
85% for Kuwait. The coefficients for both earnings and book value for
both countries are positive and significant in all years (book value is
insignificant for Kuwait in 1995) at the 5 percent level (two-tail). In
all 6 years, earnings have a higher coefficient than book value. This
indicates that accounting earnings is a dominating variable. For Saudi
Arabia, earnings per share coefficients range from 3.78 to 6.12 and book
value coefficients range from .35 to .73. For Kuwait, earnings per share
coefficients range from 3.69 to 7.48 and book value coefficients range
from .45 to 1.15. Further, the coefficients for both earnings and book
value in Kuwait are higher than those in Saudi Arabia. This suggests
that the two variables are more value relevant in Kuwait than in Saudi
Arabia.3

Results of the pooled regressions of the combined model in
table (5) indicate that the explanatory power in Kuwait is closer to
that in Saudi Arabia (Adjusted R? = 74.7% > Adjusted R? =70.3%)).
However, the mean explanatory power over time indicates that that in
Kuwait is relatively higher than the explanatory power in Saudi Arabia
(Adjusted R? = 78.7% > Adjusted R? =68.4%). Coefficients for both
earnings and book value are significant (i.e., they are value relevant) in
the two countries, and these coefficients are higher in Kuwait than in
Saudi Arabia. Again, this suggests that the two variables are more value
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the other hand, they can have a sever impact on the conclusion drawn
from the tests. Results based on including outlying observations are
presented. The results (not reported) of excluding outlying observations
are consistent with those from including outlying observations.2

Price is reported six months after the end of the year to ensure that
the annual report is available to investors. Earnings per share (EPS) and
book value per share (BV) are year-end amounts. Per-share amounts are
used for all variables so that the presence of heteroscedastic disturbances
isreduced (Kothari and Zimmerman, 1995). Returns are calculated from
price and dividend variables. A 12-month interval ending six months
after the fiscal year-end is used. To compare results between countries,
pooled regression analysis and year-by-year regression analyses are
used.

5. Data Analysis

5.1 Descriptive Statistics

Table (1) shows a sample distribution for the two countries. The
number of sample firms increases from 1993 to 1998 for both price and
return models. The price model sample is larger than the return model
sample because a company is excluded in the year of initial public
offering when the return model is used.

Table (2) provides descriptive statistics for the sample for the
two countries for the six-year time period. The descriptive data reveal
some positive skewness (means are higher than medians) for values of
price, book value, and earnings per share. ROE measures are higher for
Kuwait, with mean (median) 12% (12%), and lower for Saudi Arabia
with mean (median) 5% (4%).

Table (3) reports Pearson and Spearman correlations between
stock price and accounting variables for the two countries. The results
show that the correlations are higher in Kuwait than in Saudi Arabia. The
correlation statistics in table (3) suggest that multi-collinearity among
the independent variables is not a problem. No pair wise correlation
coefficient is higher than .80; according to Gujarati (1995), this implies
that multi-collinearity is not a serious problem.
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earnings because the additional depreciation is directly taken against the
revaluation surplus in equity and not against the income. Some studies
provide evidence of the value relevance of asset revaluation in Australia
and the UK. For example, Easton, Eddey, and Harris (1993) find that
the asset revaluation of Australian companies is value relevant. Saudi
standards do not allow firms to make this type of asset revaluation. This
leads to the second hypothesis:

H2: The incremental and relative information content of book value in Kuwait
is larger than the incremental and relative information content of book value in
Saudi.

Sample Data

The data used in the analysis for the period 1993 to 1998 were
collected from three sources for Saudi Arabia (the Saudi stock market,
Bakheet Financial Advisors, and Zughaibi and Kabbani Financial
Consulting) and two sources for Kuwait (the Kuwait stock market and
the Security Groups for recording Kuwaiti companies). Stock prices
were taken from both stock markets. Other sources provide financial
statement variables and dividends. All data were manually entered on
computer files. All per share data have been adjusted for stock splits and
stock dividends.

The sample selection criteria employed in this study are as follows.
First, banks are excluded because all banks in the Gulf countries must
comply with international accounting standards. Second, Saudi utilities
companies are excluded because the government owns more than 80%
and are extremely low trading activity. Third, all non-Kuwaiti firms
listed on the Kuwait market are excluded. The resulting sample for
the two countries is in Table 1. The Saudi sample has 285 firm year
observations for price model and 232 firm year observations for return
model. The Kuwait sample has 264 firm year observations for price
model and 179 firm year observations for return model.

An important issue is the treatment of outlying observations. It
is difficult to give a theoretical basis for whether to include or exclude
outlying observations, particularly, when the sample size is small. They
should be included, since they do constitute valid observations. On
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research and development costs is a continual process, companies using
Saudi GAAP would show a lower income than companies that follow
IAS. So, in this case, IAS takes a less conservative route than Saudi
standards. Fixed assets in Saudi Arabia are valued strictly at historical
cost, a conservative figure that decreases assets values because there is
no write-up of fixed assets. On the other hand, IAS permits revaluations
of property, plant and equipment, and investments with upward
adjustments to the historical cost values reflected in a revaluation
reserve, which is part of shareholders’ equity.

The result of these features is a very conservative calculation of
book value and income in Saudi Arabia standards compared to Kuwait
standards (IAS). Feltham and Ohlson (1995) demonstrate that when
accounting is conservative, reported net assets will be less than market
value in the long run. On average, earnings are less than economic
income when growth rate exceeds zero (Zhang 2000). It is likely that
due to differences in degree of conservatism, earnings and book value
numbers have different value-relevance for Saudi Arabia and Kuwait.
This leads to the first hypothesis:

HI: The value relevance (explanatory power) of a combined earnings and book
value is lower in Saudi Arabia than in Kuwait.

Accounting obeys clean surplus relationship (CSR) if all changes
in the value of shareholders’ equity, other than dividends and new equity
issues, flow through net income (Ohanlon and Pope 1997). Frankel and
Lee (1999) consider two factors to evaluate the suitability of a national
accounting system for use in the Ohlson model. One of these factors
is which accounting items systematically violate the CSR. The effect
of violations of the CSR on value relevance of book value depends on
whether the valuation causes book value to be closer to or further from
market values (King and Langli 1998).

Revaluation of property, plant and equipment, and investment to
reserves is permitted under Kuwait standards (IAS). These activities
violate the CSR because they are charged directly to shareholders’
equity without going through the income statement. However, this result
tends to bring book value closer to market value. There is no effect on
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King (1998); I use the R? from regression (3) and (4) as measures of
relative value relevance.

To compute incremental value relevance, the total explanatory
power R? from equation (1) can be decomposed into the incremental
explanatory power of book value, the incremental explanatory power
of earnings, and the explanatory power common to both earnings and
book values. This decomposition model was derived by Theil (1971)
and is used in Collins, Maydew, and Weiss (1997) and King and Langli
(1997).

The coefficients of determination from equations ( 1 ), ( 3 ), and (
4 ) are denoted R* o, R?%, and R*? v, respectively. Thus, the incremental
explanatory power is defined as:

R? ¢|p = R & - R b (The incremental explanatory power of
earnings)

R?p|e = R?? & - R?? ¢ (The incremental explanatory power of book
value)

R?2 com = R* &b - R? b|c - R%|b (The incremental explanatory power
common to book value and earnings)

The relative explanatory power of book value and earnings can
also be assessed by comparing the R?? v|c to R? ¢[b. ( Biddle et al. 1995;
King and Langi 1998).

Hypotheses

The hypotheses developed in this study relate to the residual
earnings model. Accounting standards affect the residual earnings model
in two ways: conservatism and violations of clean surplus accounting
(Kink and Langli 1998). These two aspects are very important in
determining the relationship between prices and financial statement
variables.

Many studies have suggested that conservative accounting has
an impact on the relationship between accounting data and firm value
(Ryan 1991, Ramakrishnan and Thomas 1992, Feltham and Ohlson
1995, Beaver and Ryan 2000, Zhang 2000). According to Saudi GAAP,
researchand developmentcosts (R&D)are spentasincurred. [ASrequires
spending research costs but capitalizing development costs. Assuming
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Eit = accounting earnings per share for firm 1 at time t.

it = error term.

I use the price six months after the end of the year and a 12-month
return interval to ensure that the annual report is available to investors.
The return model measures the association between stock returns and
accounting earnings. The explanatory power of equation (2) provides
insight into the value relevance of accounting measures. The higher the
association is, the higher the value relevance of earnings is.

The Incremental and Relative Information Content of Book Value
and Earnings

Biddle, Seow, and Siegel (1995) point out the importance of
distinguishing between relative and incremental value relevance.
Relative value relevance implies that one accounting measure provides
greater value relevance than another measure. Incremental value
relevance, on the other hand, implies that one accounting measure
provides value relevance beyond that provided by another accounting
measure. For example, if earnings have more explanatory power than
book value, they have greater relative value relevance. For incremental
value relevance, either earnings or book value could have explanatory
power beyond the explanatory power of the other, regardless of which
has the greater relative information.

Using these two concepts, two questions are addressed: what
variable (book value or earnings) is more value relevant? And, do
earnings (book value) convey different information than book value
(earnings)?

Examining the relative and incremental value relevance of book
value and earnings requires, in addition to equation (1), two additional
equations that express price as a function of earnings alone (equation 3)
and book value alone (equation 4).

Pit = ko + ki Eit + vit (3)

Pit = wo + w1 BVit + Eit (4)

Consistent with Biddle, Seow, and Sieged (1995); Collins,
Maydew, and Weiss (1997); King and Langli (1997); and Graham and
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for stock returns.

Both models have advantages and disadvantages. Kothari and
Zimmerman (1995) suggest that using both price and return models has
the potential to give more convincing evidence. Harris et al. (1994),
Jooe and Lang (1994), and Harris and Muller (1998) use both models
to assess the usefulness of accounting information. Following this

suggestion and previous studies, both models are used in this study.

Price Model

The Ohlson model is adopted to evaluate the value relevance of
earnings and book value. In the Ohlson model (1995), earnings are used
as a proxy for future expected abnormal earnings. This is consistent
with prior research (Barth et al. 1996; Collins et al. 1997; King and
Lang 1998).

Pit = Po + P1 Eit + B2 BVic + €it (1)

Where,

Pit = the price of a share of firm i at time t

Eit = the earnings per share for firm i at time t

BVit = book value per share for firm i at time t

¢ = the error term.

This model provides the basis for the empirical price model. Harris
et al. (1994), Joos and Lang (1994), Collins et (1997), Kink and Long
(1998) use this model to examine the value relevance of accounting
numbers.

Return Model

Easton and Harris (1991) provide theoretical and empirical
support that the earnings change variable and the earnings level variable
are associated with security returns. This model examines the value
relevance of accounting earnings. The model is:
(Pit + dit - Pit-1)/ Pit-1 = a0 + ou1 Eit / Pit-1 + o2 ( Eit — Eit-1 )/ Pit-1 + it (2)

Where:
Pit = the price per share of firm i at time t.
dit = dividends for firm 1 at time t.
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financial statements: domestic GAAP and IAS. They find that earnings
and book value reported based on ISAs have greater information content
than those based on domestic GAAPs.

Ashbaugh and Olsson (2000) use a sample of non-US/non-UK
firms that trade on London’s SEAQ international to investigate the
usefulness of valuation of IAS and US-GAAP accounting variables.
They find that IAS and US-GAAP are equally value relevant, but that
relative value relevance depends on the valuation model used.

Overall, these empirical studies indicate that there are differences
in accounting numbers caused by different accounting practices. These
differences appear to lead to differences in value relevance. This study
extends prior research by examining the value relevance of accounting
numbers in emerging markets. It examines the value relevance of
accounting information in Saudi Arabia and Kuwait. Since these
two countries have different accounting standards, they may provide
different value relevance.

4. Research Design

Studies on the value relevance of accounting information have
used both price models and return models. Price models describe the
relationship between stock prices and earnings and book value, as in
Ohlson (1995). Return models examine the relation between stock
returns and levels and changes of accounting earnings. There are two
approaches to examine empirically the value relevance of accounting
earnings. Easton (1998) argues that selecting between price and return
model depends on the accounting perspective being investigated --
information perspective or measurement perspective. If the researcher
tests using the information perspective, he/she should examine the
market reaction to unexpected earnings over short time intervals. If,
instead, the researcher tests using the measurement perspective, he/
she should examine the relation between stock returns and accounting
earnings over longer time intervals (a year or longer). This study analyzes
the association between stock returns and accounting earnings over
one year. The return model is based on Easton and Harris (1991), and
includes both levels and changes of earnings as explanatory variables
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earnings in Germany and Norway, but less in the UK.

Graham and King (1998) examine the relation between stock
prices and accounting numbers across six Asian emerging markets.
They find differences across the six countries in the value relevance of
accounting numbers. R-squares for Taiwan and Malaysia are relatively
low, while those of Korea and the Philippines are relatively high. They
also examine the incremental and relative information content of book
value and abnormal earnings. Book value generates high R-squares
in Korea and the Philippines but low R-squares in Taiwan. Abnormal
earnings, relative to book value, generated lower R-squares in all six
counties.

3.2 The Value Relevance of IAS

Niskanen, Kinnunen, and Kasanen (1994) examine whether
earning figures based on the IAS contain incremental information over
and above earnings based on the Finnish GAAP. Their results indicate
that IAS earnings have value relevance relative to Finnish earnings,
but Finnish earnings have no incremental value relevance relative to
IAS earnings. Niskanen, Kinnunen, and Kasanen (1999) examine the
value relevance of individual reconciling items of Finland GAAP to
IAS earnings. Their results provide little evidence that local GAAP
earnings reconciliation to IAS have different value relevance to foreign
versus domestic investors. The findings between their two papers are,
however, conflicting.

Harris and Muller (1999) examine the market valuation of earnings
and book value amounts prepared under IAS and US-GAAP. They use
a sample of foreign firms that adopt IAS in their primary accounts
and report reconciliation to US-GAAP. They find that Form 20-F
reconciliation of IAS earnings to US-GAAP earnings is incrementally
value-relevant. Also, they find evidence that IAS amounts are more
highly associated with price per share than US-GAAP, and that US-
GAAP are more highly associated with returns than are IAS amounts.

Bao and Chow (1999) examine the relevance of accounting
earnings and book value in equity valuation in emerging capital markets
using firms in China. These firms are required to prepare two sets of
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3.1 The Value Relevance across Countries

Harris, Lang, and Moller (1994) compare relative value relevance
of accounting measures for German and US firms matched on industry
and firm size over the period 1982-1991. The study yields several
results. First, contrary to the notion that accounting data are essentially
meaningless for German corporations, the study finds that these data are
significantly associated with stock price levels and returns. Further, the
explanatory power of earnings for returns in Germany is comparable with
that of the US, which suggests that German earnings are not as garbled
as often perceived. However, the explanatory power of shareholders>
equity for price is significantly lower in Germany than in the US.

Joos and Lang (1994) investigate how financial reporting
differences in France, Germany, and the UK affect the stock market’s
valuation of accounting data and financial ratio. The analysis was based
on univariate analysis of financial ratios, returns regression, and price
regressions. Joos and Lang compare financial ratio across the three
countries, including return on equity (ROE), the price-earnings ratio
(PE), and market to-book (PE). The results show that the conservative
bias in German accounting relative to both French and UK accounting
is reflected in these financial ratios. Joos and Lang also compare the
relative value relevance by performing two separate regressions of both
returns and prices on earnings levels and changes variables. Their results
indicate that relative value relevance as reflected in the R-squares is
highest for France, followed by Germany and the UK. The results show
that accounting data in the UK do not have a higher association with
market data than the French or German accounting data.

King and Langli (1998) examine the value relevance of book
value and earnings for three European countries: the UK, Germany,
and Norway. They find that accounting book value and EPS are
significantly related to current stock prices across all three countries.
German accounting numbers have the lowest relation with stock prices
(R? =40%) and UK accounting numbers the highest (R* =70%), while
Norwegian accounting numbers are in between (R* =60%). Second,
the incremental and relative explanatory power of book value and EPS
differs across time and countries. Book values explain more than do
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stock exchanges through local mutual funds. Second, the two markets
are sensitive to changes in world oil prices. Third, the markets have
small numbers of firms. Finally, the governments in these two countries
own between 30 and 40 percent of the shares traded.

There are, however, differences between the two markets. Saudi
Arabia does not have a formal trading floor but SAMA (Saudi Arabian
Monetary Agency) sponsors a sophisticated computer-based stock
trading system, ESIS (Electronic Securities Information System). In
terms of market capital, the Saudi Arabian market is about three times
larger that of Kuwait. In terms of turnover, Kuwait remains the most
liquid market in the Middle East. The turnover ratio in the Kuwait market
is higher than that of the Saudi market. For example, the total turnover
in Kuwait in 1998 was $11 billion, 60% of the market capitalization of
$18 billion. In Saudi Arabia, the turnover of $16 billion was 38% of
the market capitalization of $42 billion, and the average turnover in the
emerging market was about 112%.

In terms of market efficiency, there is very little empirical work
that examines the efficiency of the Saudi and Kuwait stock markets.
In a recent study, Dahel and Laabas (1999) examine the behavior of
stock prices in four Gulf countries -- Bahrain, Kuwait, Oman, and Saudi
Arabia -- over the period 1994 to 1998. They applied three tests of the
weak form of the efficient market hypothesis. Their results support the
weak form of efficiency in the Kuwait market. As for the other three
countries, only one of the tests rejects the weak form of the EMH when
the total period is considered.

3. Related Studies

This section gives a brief review of studies that are related to
this study. Two types of studies are reviewed. The first type, which
summarizes research with study designs and research methods similar to
this study, investigates differences in value relevance across countries.
The second type focuses on the value relevance of IAS.
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2.3 Accounting Diversity between the Two Countries

The financial statements prepared in accordance with accounting
principles generally accepted in Saudi Arabia differ in certain respects
from those in Kuwait (IAS). The analysis of accounting standards and
practices for each country is based on Saudi accounting standards,
publications provided by the SOCPA and International Accounting
Standards. In Appendix B, a summary of certain significant differences
between Saudi GAAP and Kuwait GAAP (IAS) are presented.

2.4 Characteristics of the Saudi and Kuwait Stock Markets

As emerging market standards, Arab stock markets are small.
They account for 6.5 percent of the total market capital of the 38
emerging markets in Asia, Latin America, Africa, and East Europe, and
for 0.6 percent of the world>s total stock market capital in 1999. The
total capital of the 12 Arab stock markets stood at $185 billion at the
end of 1999, with the Saudi stock market, as the largest in the region,
accounting for one-third of the total. Kuwait is the second largest market
in the Arab world after Saudi Arabia. (Appendix A provide emerging
markets characteristics.)

The Saudi government established an official stock market in
1984. The Saudi Arabian Monetary Agency (SAMA) is the regulatory
agency that supervises the stock market, and the market is tightly
controlled. The Kuwait Stock Exchange (KSE) was established 1977,
and has became one of the region’s leading markets.

Saudi Arabia and Kuwait have actively pursued the development
of their capital markets and have made remarkable progress in the
last decade. From 1985 to 2000, the two markets experienced rapid
growth in the number of firms, market capital, total annual quantity
of shares traded, and total number of transactions. Although there is
growth in these stock markets, they are still considered to be thin capital
markets.

The two markets show common features. First, in terms of market
accessibility to foreign investors, Saudi Arabia and Kuwait allow only
GC nationals to have access to their stock markets. Foreigners are only
allowed to buy and sell shares of companies listed on the countries’
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professional organization responsible for issuing accounting and auditing
standards.

2.2 Accounting Development in Kuwait

Kuwait, like Saudi Arabia, witnessed a tremendous economic
change after the discovery of oil. Until 1973, accounting education, the
accounting profession, accounting principles, and auditing standards and
procedures were in their infancy. Many laws were enacted to regulate
accounting and the business environment in general. Although some laws
made reference to accounting issues, the laws did not deal specifically with
accounting reporting measurement (Shuaib, 1980). This created the need
for accounting information and for a professional organization to regulate
financial reporting, which led to the establishment of a local accounting
society in 1973.

On June 28, 1981, a Permanent Technical Committee (PTC) was
formed to study the development of accounting standards. By mid-August
1982, the Kuwait market collapsed. As a result of the crash, the accounting
practice came under severe stress and attack for allowing companies a wide
choice of accounting policies during the 1980s. The Ministry of Commerce
and Industry (MCI) recognized the problem and started to issue, at the
end of each year, resolutions to use as guidelines for preparing financial
statements. The MCI issued resolutions in 1985, 1986, and 1987. The PTC
stated that the TAS and accounting standards in developed countries should
be used as a guide for the development of accounting standards in Kuwait
whenever possible.

The PTC studied the financial reporting through observations of
published financial statements and feedback from practice for the purpose
of updating or adding new standards. As a result of this follow-up, the
committee decided to adopt International Accounting Standards (IAS).
Consequently, the MCI issued resolution No. 18 in 1990 requiring all
companies to adopt the IAS. This resolution was effective for reporting
periods starting on January 1, 1991, and thereafter. The problems of
limited resources, time, change in the nature and extent of information
required by users, and the development of international relations and the
world economy led to the adoption of the IAS in Kuwait (Shuaib, 1998).
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2. Accounting and Stock Markets in the Two Countries

2.1 Development of Accounting and Financial Reporting in Saudi Arabia

Accounting standards in Saudi Arabia have developed as a result of
three stages. At the first stage, before the development began, there were
no formal accounting and auditing standards. At the second stage, the first
accounting and auditing standards were developed. The third stage resulted
in comprehensive and detailed accounting and auditing standards.

The first stage had no formal requirements for preparing financial
statements except for some requirements included in authoritative laws.
Merei (1985), Ministry of Commerce (1985), Al-Amari (1989), and Al-
Rehaily (1992) examined the three main accounting related laws: the
companies law, the accountants law, and the Income Tax and Zakat.1 The
general conclusion of their examination revealed that because the laws do
not include any form of accounting standards, there were no standards.
The second stage, during the 1970s and 1980s, was characterized by a
dramatic change in social and economic environment. However, academics,
professional accountants, and international accounting firms were
dissatisfied with the lack of accounting and auditing practices (Al-Amari,
1989). As a response to this dissatisfaction, the Ministry of Commerce
issued the first professional standard in Saudi Arabia in 1985.

Until the early of 1990s, the Saudi accounting profession did not
develop sufficiently to match the rapid economic development. Forexample,
the 1974 CPA regulation could not fully represent the environmental
changes that occurred since the late 1970s. Also, the 1985 professional
standards did not add substantive changes to the profession.

A major problem in the Saudi economy was the lack of a formal
standard-setting body that could issue a complete set of accounting and
auditing standards (Al-Rehaily 1992). Al-Rehaily (1992) finds that
various accounting standards (e.g, US, UK, and TAS) are widely used in
practice. He also highlights the absence of national uniform accounting
standards, shortage of qualified accountants, and weaknesses of internal
control systems. In order to overcome these problems and to organize
the accounting profession, a royal decree was issued in 1992 to establish
the Saudi Organization for Certified Public Accounting (SOCPA) as a
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explanatory power within each country, accounting earnings explain
more than book values in both countries. Across countries, the relative
(incremental) explanatory power for earnings and book value is higher
(lower) in Kuwait than in Saudi Arabia.

This study contributes to the international accounting literature
in three ways. First, international accounting researchers have tested
for differences in the value relevance of accounting numbers across
countries. This study extends prior research by examining the value
relevance of accounting numbers between countries in emerging
markets. In particular, it provides evidence of the usefulness of IAS in
developing counties. Second, the results of this study provide insights
into issues of interest to accounting policy makers, particularly the
Gulf Countries. For example, there has been argument among the
Gulf Countries about whether they should adopt the IAS as national
accounting standards or they should develop accounting standards in a
manner relevant to their economic environment. In fact, two countries
(Kuwait and Oman) adopted IAS and the other four countries (Saudi
Arabia, Qatar, Bahrain, and United Arab Emirates) followed their
national standards. Third, in late 1999, Saudi Arabia and Kuwait
announced that foreigners would be allowed to buy and sell shares of
companies listed on their stock markets. This study helps to enhance
international investors’ understanding of the differences between Saudi
accounting standards and Kuwaiti accounting standards (IAS).

The remainder of the paper is organized as follows. The next
section provides an overview of the development of accounting and
stock markets in Saudi Arabia and Kuwait. The third section reviews
studies on international accounting differences. The fourth section
presents the research design, hypotheses development, and sample
selection. The fifth section presents the results and the final section

concludes the study.
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the research on harmonization. The International Accounting Standards
Committee was established in 1973. The main objective of the IASC is to
«work generally for the improvement and harmonization of regulations,
accounting standards, and procedures relating to the presentation of financial
statements» (IASC, 1995, p. 29). Members of the IASC believe that, with
the adoption of international accounting standards (IASs), «the quality of
financial statements will be improved and there will be an increasing degree

of comparability» (IASC, 1995). If international accounting differences are
large and the market reacts to these differences, then there is justification
for the harmonization process. If not, then perhaps there would be no need
to expend effort on harmonization (Barth, 2000).

Research on the value relevance of accounting information has been
covered in the United States (US) and international studies. The interest
in the value relevance of accounting numbers produced under different
accounting standards, lies in the concept of accounting Quality (Lev,
1989). If higher accounting quality means higher association between
accounting variables and market valuation, as Lev (1989) prescribes, then
the accounting quality of different accounting standards can be inferred by
testing the value relevance of accounting numbers.

This study attempts to compare the value relevance of accounting
numbers between Saudi Arabia and Kuwait. This is accomplished by
examining two issues. The first issue is the value relevance of book value
and earnings between the two countries. The second is the relative and
incremental value relevance of book value and earnings. That is, accounting
earnings might capture more valuation aspects than book value in one
country while recorded book value might capture more valuation aspects
than earnings in another country.

The analysis in this paper is based on two models: price model and
return model. The price model is based on the theoretical work by Ohlson
(1995) and Feltham and Ohlson (1996). The return model is based on
Easton and Harris (1991), who include both the change in earnings and the
level of earnings as independent variables in their regression model.

The results show that accounting data are associated with price and
return. Both the price model and the return model reveal larger explanatory
power in Kuwait compared to Saudi Arabia. For the relative and incremental
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1. Introduction

Saudi Arabia and Kuwait are both considered developing countries

and have been presented as largely homogeneous in their cultural,

economic, and political systems. More importantly, they both have

thin stock markets. However, these countries use different accounting
standards in preparing their financial statements. Saudi Arabia follows its
own national GAAP, whereas Kuwait adopts International Accounting
Standards (IAS). Therefore, it is an empirical study to see the effect of
different accounting standards on stock prices (Alford at al, 1993; Harris
et al, 1994; Joos and Lang, 1994; King and Lang, 1998). This effect,
referred to as the value relevance of accounting information where
value relevance, is defined in the literature as the association between
accounting numbers and the market value of equity. The purpose of this
study is to examine whether the differences in accounting standards
between Saudi Arabia and Kuwait are reflected in the market valuation
of accounting numbers.

The comparative study on the value relevance of accounting
summary numbers produced under different accounting standards
between the two countries, is motivated by atleast two perspectives. First,
there is controversy on whether the International Accounting Standards
Committee (IASC) standards are relevant to developing countries.
Several academic accountants have questioned the relevance of the
IASC standards to developing countries. They believe that the IASs are
irrelevant and may be harmful to these countries because developing
countries’ environments, cultural, and accounting needs are different
from those of developed countries (Briston, 1990; Samuels and Oliga,
1982; Hove, 1989; Perera, 1989). In contrast, some other believe that
the adoption of IASs is appropriate for developing countries because it
improves their level of accounting, reduces the set-up and production
costs of accounting standards, increases their competitiveness in world
capital markets, and facilitates the growth of foreign investment (IASC,
the International Organization of Securities Commission (IOSCO),
World Bank & Collins, 1989; Peavey and Webster, 1990; Wyatt,
1991).

A second motivation for comparing the value relevance of
accounting summary numbers between the two countries is, to extend
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Relation of Firm Market Values with Reported Financial
Figures in Emerging Markets

Dr. Ahmed Al-Salman

Accounting Department - Al-Qassem University.

Abstract

This study examines the relation between reported financial figures
and market values (value relevance) in Saudi Arabia and Kuwait. The two
countries follow different accounting standards. For example, Saudi Arabia
uses its own accounting standards. Kuwait, on the other hand, uses International
Accounting Standards. This paper examines the accounting standards in these
two countries to assess whether they differ in their value relevance under price
and return models. The incremental and relative information content of book
values and earnings between the two countries is also examined. The study
finds that the accounting data are positively and significantly associated with
stock price levels and returns, and the value relevance of accounting numbers
in Kuwait is higher than that in Saudi Arabia. In addition, the relative and
incremental explanatory power within each country, accounting earnings
explain more than book values in both countries. Across countries, the relative
(incremental) explanatory power for earnings and book value is higher (lower)

in Kuwait than in Saudi Arabia.
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