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In this paper, we try to study the effect of the board financial education on 
voluntary disclosure using a panel of 60 KSA listed companies from different 
sectors during 2011-2015. The effect of corporate governance mechanisms is 
also evoked. Especially, the board size, duality and independence are studied. 
Our results highlight that the board financial education can be considered as 
a robust determinant of voluntary disclosure in KSA since it can positively 
affect the voluntary disclosure level. We find also that the corporate 
governance mechanisms still having a strong explanatory power. 
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1. Introduction 

*The main objective of this research is to answer 
an important question: how the board of directors’ 
financial education affects the voluntary disclosure? 
Most of the previous study did not answer this 
question. In this paper, we try to state an answer to 
this question by investigating and inquiring about 
the financial background of the board of directors on 
voluntary disclosure. Previous works, consider the 
board of directors as a central component of 
corporate governance mechanisms, and they try to 
prove that there is an association between board of 
directors and the voluntary disclosure, according to 
the best of your knowledge, the financial education 
of the board of directors is not taken as a sign for 
strength and weakness’ of corporate governance. In 
this study we will try to take the financial education 
of the board of directors and see how this might be 
affecting the voluntary disclosure.  

Voluntary disclosure, for some companies, may 
negatively influence competitive advantages, the 
debates behind that, inclosing more information to 
the public, will let others come to know what you are 
going to do, and might use this information against 
your strategic plan, and may it cost you a lot by 
reducing your profit (James, 2014). However, there 
is a wave research paper that argues that voluntary 
disclosure can be considered as a tool that we may 
use for protecting the owner’s equity, and reduce the 
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agency costs by decreasing conflict of interest 
between managers (agent) and owner’s equity 
(shareholders) (Wang et al., 2008; Alturki, 2015). 

The originality of this paper, that it is the first 
paper that discusses the effect of the board financial 
education in Saudi Arabia and its effect on the 
voluntary disclosure. This research is different from 
other researches which have been done in Saudi 
Arabia, because it deeply investigates the financial 
education of the board of directors, and how this 
education might influence the voluntary disclosure. 
A key feature in previous studies, that there is a 
relationship between strong corporate governance 
and voluntary disclosure. This study will add to the 
literature of corporate governance a hint that the 
education of board of directors has an important role 
of voluntary disclosure. We want to achieve an 
objective by examining if the financial educations of 
the board of directors have any influence in 
voluntary disclosure. Few research have been 
discussed this issue in developing countries (Gîrbină 
et al., 2012). 

This paper is divided into five additional sections. 
The second section reviews the appropriate 
literature and develops our hypothesis. The third 
section deals with our methodology. Section four 
includes data description. While, section five reports 
and discusses our empirical findings. Finally, section 
six concludes. 

2. Literature review and hypotheses 
development 

The corporate governance story was spawned by 
Berle and Means (1932) after the financial crisis in 
the US. Jensen and Meckling (1976) gave definition 
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for agency theory which arrange the relation 
between owners’ equity of the company and the 
professional management, the agency theory arises 
as a result of separating the ownership from their 
management of business, the professional 
management acts as an agent on behave of the 
owners’ interest ,“a contract under which one or 
more persons (the principal) engage another person 
(the agent) to perform some service on their behalf 
which involves delegating some decision making 
authority to the agent” (Jensen and Meckling, 1976). 

Alturki (2014) pointed out to the agency cost, 
which it incurred due to conflicts between 
management (agent) and shareholders (owners). 
The manager is supposed to provide more 
information in order to reduce the agency cost. This 
study wants to concentrate on the voluntary 
information disclosed by the management in the 
annual report, as it  is known the annual report 
content mandatory information which is addressed 
the external parties as well as internal parties, for 
mandatory information the management must 
disclose information to the users, in order to inform 
interested parties about it is acting, voluntary 
disclosure is more information provided by the 
agent to the stakeholders specially investors, in 
order to solve any asymmetry information problem.  

2.1. The board of financial education 

The board of directors is the number of 
shareholders who is elected by shareholders in 
general meeting of the owners of the company, in the 
absence of the shareholders from managing their 
wealth, the member of the board of directors 
supposed to act and represent the shareholders will. 
They are keeping eyes on the management of the 
company, so they represent the link between 
shareholders and professional management of the 
company. The board of directors plays a vital role in 
the promoting and controlling the management of 
the company, they watched that the resources of 
company are utilized effectively and efficiency of the 
management for the benefit of the shareholders 
(Clark and Knight, 2008). 

Board of directors’ qualification plays an 
important role in controlling and monitoring the 
management of business, so lack of board of 
directors’ education causes a major shortage in 
controlling and governance of the business. The 
education of the board of directors increases the 
effectiveness and efficiency of the corporate 
governance of the company, and improves the 
decision-making capability (Gîrbină et al., 2012). 
Members of the board of directors with higher 
education will give more the company for utilizing 
their sources. Not all education has the same 
influence and impact on the company corporate 
governance, financial education will be better than 
other education. Haniffa and Cooke (2002) pointed 
out that there is a positive relation between 
accounting education of board members education 
and voluntary disclosure. Haniffa and Cooke (2002) 

found that there is a positive relationship between 
general business and accounting education of board 
directors and disclosure of information that 
demonstrates accountability and credibility of the 
top management team 

H1: There is a positive association between the 
Board of Directors Financial Education and the 
extent of Voluntary disclosure of information in the 
annual report. 

2.2. Board size  

The board of directors has crucial function. The 
agency theory argues that there are conflicts of 
interest between the management and ownerships. 
These conflicts almost accrued in all business, the 
duties of the board are to control and reduce these 
conflicts (Al-Shammari and Al-Sultan, 2010). There 
is a debate around the board of directors size; one 
opinion says that less number size are more efficient 
for controlling over management, Jensen (1993) and 
Sweiti and Attayah (2013) pointed that less number 
of board size is more effective controls, Moreover, a 
smaller board of directors will be more efficient for 
monitoring the management, operation and will 
have a great value for reducing the conflict. In so 
many literatures, it is believed that the large size 
number has an influence on monitoring the 
management and reduce the conflict of interest 
(Dalton et al., 1998; Chaganti et al., 1985). This 
argues about the suitable board size is still going on. 

H2: There is a positive association between the 
board size and the level of voluntary disclosure. 

2.3. Board independence  

Healy and Palepu (2001) argued that the conflict 
between a management of the company and the 
shareholders can be solved or minimized, if the 
board of directors are independent, the reason 
behind that, because non-executive directors are 
acting on behalf of the benefit of shareholders. The 
non-executive directors have enjoyed more freedom 
for controlling management. 

H3: There is a positive correlation between the 
board independence and the level of voluntary 
disclosure. 

2.4. Duality 

When the CEO plays double role as chair of the 
board in addition to CEOs, in this case we can say 
that there is a role duality (Haniffa and Cooke, 2002) 
so many studies supporting the duality and argue 
that when the CEO play a double role so many 
obstacles can be reduced, and this situation will be 
so benefited to firm value (Rechner and Dalton, 
1991; Mohamed and Jarboui, 2016). According to 
Haniffa and Cooke (2002), the separation of the 
board of directors on the CEO will give more 
independence to chair board for monitoring and 
controlling the chief executive. 
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H4: There is a positive association between the 
duality and the level of voluntary disclosure. 

2.5. Firm size 

Several previous studies point out that there is a 
positive relationship between voluntary disclosure 
and firm size (Chow and Wong-Boren, 1987; 
Belkaoui-Riahi, 2001; Haniffa and Cooke, 2002; 
Barako et al., 2006; Alturki, 2015). Jensen and 
Meckling (1976) pointed out that the large firm size 
has a great agency cost than the small firm size, the 
management of the large firm size disclosed more 
information in order to reduce the conflicts interest 
between management and shareholders. 

H5: There is a positive association between the 
firm size and the level of voluntary disclosure. 

3. Variables measures and models 

Voluntary disclosure is considered as a 
dependent variable which is followed by so many 
similar previous researches (Hossain et al. 1994; 
Meek et al., 1995; Soh, 1996; Haniffa and Cooke, 
2002). Disclosure index based on annual report 
analysis for each selected sample, thoroughly 
reading of an annual report in order to extract the 
criteria’s related to four general classifications of 
voluntary disclosure, which are named as, strategic 
information, non-financial information, financial 
information and Social and board disclosure. The 
researcher developed the checklist in order to be 
suitable for the present research depend on previous 
study conducted by Barako et al. (2006) and Meek et 
al. (1995). The scoring is calculated by giving one if 
disclosure is existed and zero if it is not, and not 
applicable if item of checklist items is irrelevant. No 
fines or penalty is imposed on irrelevant items. Two 
important things should be taken into account while 
calculating the voluntary disclosure; weighted and 
unweight of checklist items. And both things were 
used in literature studies. The weighted mean some 
items in check listed on voluntary disclosure should 
be given more weight than other items. But, the 
problem is while weighted items, biased may be 
inter fair. Hence weighted items in the checklist are 
subject to several crisis. Due to this reason, in the 
current study, we adopted unweight disclosure 
index, which means that all disclosure index items 
will carry the same weight (Al-Janadi et al, 2012): 

 

𝐼𝑗 =
∑ 𝑋𝑖𝑗

𝑛𝑗
𝑡=1

𝑛𝑗
 

 
where:  
Ij: The index of voluntary disclosure  
nj: number if items expected for jthfirm, nj≤ 79 

Xij: 1 if ithitem for jthfirm is disclosed, otherwise 0 
 

𝑉𝐷𝑖𝑡 = 𝛽0 +  𝛽1 𝐵𝐹𝐸𝑖𝑡 + 𝛽2 𝐵𝑆𝑖𝑡 + 𝛽3𝐵𝐼𝑖𝑡 + 𝛽4𝐵𝐷𝑖𝑡 + 𝛽5𝐹𝑆𝑖𝑡

+ 𝜀𝑖𝑡 
𝑉𝐷𝑖𝑡 = 𝛽0 +  +𝛽1 𝐵𝑆𝑖𝑡 + 𝛽2𝐵𝐼𝑖𝑡 + 𝛽3𝐵𝐷𝑖𝑡 + 𝛽4𝐹𝑆𝑖𝑡 + 𝜀𝑖𝑡 

 

where, VD is voluntary disclosure. It is measured 
using a dummy variable. It is equal to (1) if a 
company discloses an item and (0) if it does not.  

For each firm, a disclosure index was computed 
as the ratio of the actual score given to the firm 
divided by the maximum score. BFE: Board Financial 
education. It is also a dummy variable. It will take 1 if 
the company, Chairman of Board of Directors has a 
financial education; 0 if otherwise. BS: Board size 
and it is measured directly by the number of the 
member of the board of directors. BI: Board 
independence. It is the percentage of board 
independent directors to total Directors. BD: Board 
duality. It is a dummy variable that will take 1 if the 
company has role duality; 0 if otherwise FS: Firm 
size. We use the standard way to measure this 
variable. We take the LN of the book value of total 
Assets for each company. We use the annual reports 
to extract information about these variables. 

4. Data  

The current study is labeled as an experimental 
study. This study primarily uses the secondary data, 
which collected from the websites of listed Saudi 
companies, or published, by the Saudi exchange 
market. The covered study period used five years, 
started from the year 2011 up to 2015, this period 
considered quite enough to fulfill this study 
objective. Moreover the previous studies regarding 
the research have been taken into consideration. 
Mainly the published annual report for public listed 
Saudis’ companies were used, the annual reports 
provided both information; financial and non-
financial, in this study both are used, especially while 
calculating the voluntary disclosure, the checklist 
was used to find out the score of voluntary 
disclosure. The voluntary disclosure is calculated by 
using almost the same check listed used by Donnelly 
and Mulcahy (2008). The population of this study is 
all listed in public Saudi companies, at the period 
from 2011 to 2015 and, have a published annual 
report; the number of listed companies in the year 
2011 is equal to one hundred fifty companies (150). 
This study uses a sample consists of 60 companies 
from different sectors of business. In general the 
researcher reclassified the listed companies into 
three sectors, which are, manufacturing sector, 
services sector, and merchandising sector. 

In order to give us a detailed idea around our 
sample construction, composition and description 
we can refers to Tables 1 to 3. In fact, Table 1 
presents the sample selected from the Saudi listed 
companies. The total companies' population is 150 
and the sample contents 60 companies out of 150.  

The correlation between variables is summarized 
in Table 2; it appears that the correlation between 
variables did not have a strong correlation, which 
means that we can run the analysis without any 
problem.  

Table 3 shows the descriptive statistics which 
shows that the maximum mean point for FS(13.24) 
and the minimum for BFE and BD which is equal to 
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zero. VD mean for samples is (0.32), the maximum 
mean for VD is 0.44 and the minimum is 0,21 which 
is considered quite low. For BFE and BD we used 
dummy variable (0),(1) so normally maximum will 
be (1) and the minimum is equal (0) . For BS the 
minimum is (4) and maximum is( 12) with the mean 
equal to (8.55). BI has the maximum mean (1) 1nd 
the minimum (0.16) with the mean equal (0.49).FS 
has the maximum (13.24) and minimum (4.70) with 
the mean equal to (7.84). 

5. Results 

Table 4 shows the estimation results of our first 
model. Using an OLS regression with a fixed effect 
panel, our results report that the proposed variables 
are of interest and can explain the voluntary 
disclosure. In fact, the adjusted R-squared = 0.50 and 
this means that our variables highly contribute to the 
explanation of the studied phenomenon. 

The most important finding in this study is that 
the board financial education has a positive effect on 
the firm’s voluntary disclosure. In fact, the coefficient 
〖(β〗_1=0. 08) and it is significant at the first percent 
level (T-statistic = 116; p-value = 0.000). As it is 
predicted, the positive effect of the board financial 
education has a positive effect since it can stimulate 
the decision to voluntary disclose information about 
firms strategic information, non-financial 
information, financial information and Social and 
board disclosure. This relationship can be explained 
by the fact that when the chairman of the board has a 
financial education, it is implicitly supposed that it 
will be aware about the positive effect of the 
voluntary disclosure decision. In fact, if the chairman 
of the board is an expert in the domain of accounting 
and finance, he/she will be able to trace the effect of 
the voluntary disclosure of firm value. 

The effect of corporate governance mechanisms 
on the voluntary disclosure is also evoked in this 
study. A surprising finding is that the effect of board 
characteristics seems to be in contradiction with our 
prediction. In fact, the board size seems to have poor 
and positive effects on voluntary disclosure (𝛽2 =
0.006). It is also significant at the first percent level 
(T-statistic = 27.18; p-value = 0.000). Our finding 
corroborates previous works which report that the 
board size has a positive effect on firm strategy and 

decisions. Big boards may be more efficient in 
decision making because if the number of experts on 
the board increases, it will be more efficient and so it 
can push firm managers to adopt a voluntary 
disclosure strategy.  

The board independence seems to have a 
negative and significant effect on voluntary 
disclosure(𝛽3 = −0.081) and (T-statistic = 39.40; p-
value = 0.000). This means that the existence of 
independent board members decreases the 
probability that a firm adopts voluntary disclosure. 
This result is surprising, but it can be explained as 
follows; if the board independence is low, this means 
that the board members are also engaged in firm 
management and they act as managers. This can 
push them to adopt a voluntary disclosure strategy 
to show that they work in the profit of the firm and 
the shareholders. According to the signaling theory 
(Ross, 1977), they will use the voluntary disclosure 
to pass a positive signal to the market and potential 
investors around the quality of their management 
practice. 

The board duality has also a positive and 
significant effect on voluntary disclosure (𝛽4 =
0.017) (T-statistic = 24.60; p-value = 0.000). Here 
also we can refer to the signaling theory to explain 
this positive effect of the board duality. If the CEO is 
also the chairman of the board, the probability to opt 
for a voluntary disclosure will increase. Finally, we 
control for the firm size and we find that large firms 
do not probably adopt a voluntary disclosure 
strategy. This is may be due to the specificity of their 
activity. This relationship is poor, but significant at 
the first percent level (𝛽5 = −0.003 T-statistic = 
20.83; p-value = 0.000). 

We re-estimate our model, but we exclude the 
board financial education in a second step. This 
methodological step is very interesting since we aim 
to show the importance of including the financial or 
accounting education of the chairman of the board of 
directors. Using, an OLS regression and a fixed panel 
effect, we find the same results that we obtain using 
model 1. However, the adjusted R-squared highly 
decreases. It goes from 0.506 to 0.129. This means 
that the board financial and accounting education is 
very interesting when explaining the voluntary 
disclosure in the Kingdom of Saudi Arabia. 

 
Table 1: Sample description 

Sector Number of firms Percentage 
Manufacturing and industry 28 0.47 

Services 17 0.28 
Merchandising 15 0.25 

Total 60 1 

 
Table 2: Correlation matrix 

 
VD BFE BS BI BD 

VD 1 
    

BFE 0.154 1 
   

BS 0.400 0.088 1 
  

BI -0.128 0.014 -0.136 1 
 

BD 0.168 0.183 0.008 0.169 1 
FS 0.-057 -0.055 0.377 -0.296 -0.09 
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Table 3: Full sample: summary of descriptive statistics 
 Observations Mean Median Standard deviation minimum Maximum 

VD 300 0.32 0.32 0.06 0.21 0.44 
BFE 300 0.45 0 0.50 0 1 
BS 300 8.55 9 1.60 4 12 
BI 300 0.49 0.47 0.17 0.16 1 
BD 300 0.38 0 0.49 0 1 
FS 300 8.50 7.84 2.18 4.70 13.24 

 
Table 4: OLS regression of investment on cash flow and optimism measure 
 BFE (Fixed effect) Without BFE (Fixed effect) 

Intercept (C) × 100 29.72 (121.477)*** 31.69 (97.755) *** 
BFE 0.080 (116.095) *** ----------- 
BS 0.06 (27.183)*** 0.900 (29.810)*** 
BI -8.17 (-39.403)*** -8.33 (-30.258)*** 
BD 1.76 (24.605)*** 3.059 (32.510)*** 
FS -0.36 (-20.832) *** -0.505 (-21.960) *** 

Adjusted R-squared for 300 
Observations 

50.66 12.96 

***,** and * denote that results are significant at the 1%, 5% and 10% levels respectively 

 

6. Conclusion 

In this paper, we present in essay around the 
determinants of KSA firms’ voluntary disclosure in 
their annual reports. The originality of this research 
paper, that it discusses the effect of the board 
financial education of voluntary disclosure. In fact, 
we test the effect of the board chairman, financial 
education on firms’ voluntary disclosure and we find 
that it can be considered as one of the most robust 
factors that can explain why firm can be engaged in 
the voluntary disclosure. We empirically 
demonstrate that the level of voluntary disclosure 
increase with the board financial education level.  

We find also that the corporate governance 
mechanisms still having a strong explanatory power. 
Especially, the board independence, the duality and 
the board size are of interest and can explain the 
decision to voluntarily disclose. We control for the 
firm size and we find that this variable can 
negatively affect the voluntary disclosure 
phenomenon. So, the firm should pay attention to 
their board skills and their corporate governance 
mechanisms in order to adopt optimal decision such 
as that to disclose more information to stakeholders. 
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