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Abstract

"The Relationship between Level of Voluntary Disclosure
and the Cost of Capital — An Empirical Study on the
Jordanian Industrial Companies Listed in Amman Stock

Exchange"

By: Mohannad Othman Emeir
Supervised by: Prof. Nabeel Al-Halabi

Disclosure is a concept that attracted considerable attention by
researchers, as the financial market's crisis in 1929 had focused
the efforts of lawmakers to regulate disclosure in terms of timing,
content and form. Yet there is still a noticeable variation in the level
of disclosure provided by companies to stakeholders.
On the other hand, the companies providing a certain level of
disclosure either mandatory or voluntary had an aim, as some
studies had shown that disclosure had many economic benefits,
including reduction of cost of capital which is a top concern for
decision makers regarding the disclosure.

This study aimed to examine the relationship between the level
of voluntary disclosure and cost of capital.
The main aims of this study can be summarized as follows:

1- Measuring the level of voluntary disclosure for the industrial

companies listed in Amman Stock Exchange (A.S.E).
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2- Examining the relationship between level of voluntary
disclosure and cost of equity capital.

3- Examining the relationship between level of voluntary
disclosure and cost of debt capital.

In order to achieve the goals of this study, the researcher adopted
the method of theoretical analysis of the relationship between the
three variables of the study i.e. level of voluntary disclosure, cost
of equity capital and cost of debt capital. In addition a field study
had been applied to industrial companies listed in Amman Stock
Exchange. Using a questionnaire that had the form of an index of
voluntary disclosure and some models that calculate the cost of
capital; noticing that the number of industrial companies listed in
(A.S.E) Reached (69) companies in the year 2009, excluding
companies that are suspended and under liquidation. The number
of companies that responded to the survey were (39) companies,
which forms a percentage of 57%.
The most important results of the study included:

1- Industrial companies listed in (A.S.E) provide an average
voluntary disclosure level of 28%, if we consider them using
all the investor's relation instruments available, and a level of
45% if we consider the company using any of the investor's
relation instruments acceptable.

2- Companies listed in (A.S.E) didn't show enough attention to
diversification in using ' investor relation instruments'.

3- The field study showed that the relationship between
voluntary disclosure and cost of equity capital was an inverse

relation in all cases
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4- This inverse relation is significant in case of disclosure about
future information as well as disclosure about the companies
" background and strategies, as for the other dimensions of
voluntary disclosure the relationship was not statistically
significant.

5- The field study showed that the relationship between the
level of voluntary disclosure and cost of debt capital was an

inverse relation all cases, but was not a significant one.

Based on these results, the researcher recommends the following:

1- Management should be aware of the importance of

increased voluntary disclosure and relate that to economic
benefits, especially to reducing the cost of capital.

2- The importance of guiding managers about the importance
of diversification in using investors relation instruments and
differentiating between them in terms of richness

3- The importance of coordination between academics and
professionals to develop a model that finds cost of equity
capital and a model to find cost of debt capital that suits the
Jordanian environment.

4- Work to covert all possible voluntary disclosure items to
become mandatory. This information should become the
responsibility of auditors, and therefore become more
trustable.

5- Expanding the scope of work for auditors to include auditing

voluntary disclosure information.
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¥Lemon problem is related to information asymmetry ,which occurs when the seller
knows more about a product than the buyer.
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* Clean surplus relation (CSR) holds from an equity perspective if all accounting
gains and losses of a period are included in that peiod's net income. Violations of
clean surplus relation (dirty surplus accounting flows) arise when some recognized
gains or losses are excluded from net income.
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