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Determinants of Risk Disclosure and its Impact on-the Cost of
_. . - Equity Capital _
(An Empirical Study on Firms Listed in the Egyptian Stock Exchange Market)

Abstract _
Purpese- The purpose of this research is to identify the determinants that shave the

Egyptian firms® risk disclosure practices and to further éxamine the impact of risk
disclosure on the firm’s cost of equity capital, . S ‘
i)esign/methbdolbgy!appruach—_ This research is descriptive and empirica! in scope. it
will attempt to directly measure the cost of equity nsing orig of the bes't models used in this
regard, which is the capita] assets pricihg mode! (CAPM). The analysis will be based ona
sample of firms listed in the BGX 100-index. Information in annual financis) reports far
sach firm for the period (2016-2018) wil} be s'éught and analyzed, Morc importantly, BGX-
100 firms are Egypt's ]argest,_ andited by the biggest firms and tend to be well monitored,;
hence, the selection will erisure analysts' forecasts accuracy. o

Findings- All the EGX 100 Egyptian listed companies disclose risk-related information on
their annual reports, however, ‘the level of risk reporting in the Egyptian environment is ‘
low comparable to the developed countries. Egyptian firms tend fo discloss more
qualitative and backward-looking risk information when referring to bad news, while ihay
tend fo disclose forward-locking and also qualitative information when referring to gooed
news. Factors such as firm characteristics, corporate governance mechanisms and
Ownership structure are key determinants of risk reporting praciices of Hgyntian fimms,

Practical implications- The findings of this research regarding the impact on cost of equity
capital should be on concern to compenies” manzgement, '

Originality/valie- This research will contribute to the existing literature by identifying
factors that determine rigk reporting. The research will be usefil both in assisting regulators
and investors ip identifying the type of risk information disclosed by different firms in
different sectors and by identifying the charactérist_ics of firms disclosing such information.
Finally, this research contributes to the existing literature by examining the usefuiness of
this information by empirically testing tlze’aséociatiou between risk disclosure and, firm’s
cost of equity capital, C _ o B '
Keywords- Risk Reporting, Cost of Equity Capital, EGX 120, Corporate Governance,

_ GAAP, IFRS, EAS

JEL dassification- M410
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Introducnon
In the past few decades the business env1r0nment hs facud many changes that have
been. n1ggered by technology advancements aud changes in-the societal aspects.
Globalization’ activities of capital and product markets have broughi up more
diversity that has caused enormous changes 1n the ways that countries use to develop_
its rsgulatmns Lega] systems in which ﬁrms operate have become 8VEn more and
more complex and the rise in Volatlhty woﬂdmde has - affected both the credit
markets and the way firms build up its capital. The increased economic and pohtlcal-_
uncerfainty across the globe has created concerns and. the failures of some major
companies {Johnson Matthey, BCCI and Barings, Enron, Mak_we_ll, WorldComy,
AIG, Lehman Brothers) have created difficult economic conditions and brought

Zown the confidence of both investors and credit granting institutions.

There have been lot of pressures on fims o undertake more efforts in disclosure of
corporate information, esp c1a11y those related to rigks and uncertainties (Lindqvist,
2016; Wleczox_'ek»Kosnmla et al, 2014). Many approaches related to risk:
managemeﬁt have been developed over recent years.‘to help managers in managing
different types of risks (Finaﬁcial Reporting Council, 2014; Grody et al, 2011,
Linsley and Shrives, 2000), hence, reducing the quality gap in mternal risk
management reporting sysiems. Despite of all the previously mentioned approaches,
firmg' extefnél reporting was lacking an. adequate disclosure on. risks and
uncertainties. Previous literature have suggested that corporate repoﬂs are lac}cmg
sufficient relevant and reliable information for users to help themn assess firm's risk
profile and make informed decisions (Adamu, 2613; Beattle 2005; Beattie and Pratt,
2002; Healy and Palepu, 20014; Linsley and Shflves, 2000) In addztlon it has -
commonly been recogmzed that financial reporting standards - developed by bodies

such as the International Accounting Standards Board (IASB) and the UK's

A



) Accounting Standards Board (ASB) or from othcr prufessmnal bodzes mall over the
world- fell short of’ prov1d1ng sufﬁment relevant mfonuatlon to the users.of ccrpor&te
 teports (Lindqvist, 2016). Thus, Whllc the internal reportmg gap has been nartowed,
the external reporting gap still Temaing hlgh fhls has created an itiformation
g problem known as “mfcxmatlon asymmetry”, wh1ch 1s caused by agency probiem
" (Gaulin, 2017; Lindgvist, 2016; ‘Bhasin, 2016; Bosse and Phllhpe 2016). Agency
problem arises because of the separatmn of ownership be‘fwecn managers and
.owners of the business and oceurs when managers -who hoId information-. \wﬂﬂmld
it from owners for certam reasons - (Bhasm 2016; Bosse and Phﬂhpq 2016). |
hlfcmaatlon prcbiernf, comprise a key issue in corporate dlsclosurc hterature it may
disturb the functioning of the capltal markets leading to their partial or_comp]ete
brea.kdcwn (Leuz and Wysocki, 2016) o |

The increasing demand for more disclosure has directed the regulatory authorities
- and professional bodies worldwide to discuss the quality of ﬁnanclal reporting,
Regulators and accounting bodies around the world bave been considering i issuing '
new rules and formal codes of corporate governance best practices (Alfraik and
Almutawa 2017; Juhmani, 2017; Klumpes etal,, 2017; Elshandidy and Ncn 2015
Thug, the abovemeutloned events and debates on risk disclosure represent a
motivation for research on risk dlsclosurc 11 financial reports of Egyptlan firms with

2 view to particujarly examining its nature, it determinants, and iurthm its effect on
the firm's cost of equity cap1tal ' '

Research Problem

Risk disclosure Las reccwed 001131d01 able attention in the last few years, which in
turn: has given a rise to the uumber of studies conducted i this ﬁcld (Nabhar et al,,
7016) In the accounting literature, many 1heones have been dcvclcped Over years
in“order fo explain the phenomenon of disclosure, and to explain the variation in
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dzsclosure pmctmes beiwuen firms. Examples of these theories 1nclude agency
. theory, signaling theory, posifive accountmg theory and capltaI need theory. Based
- ondhearetical argument, prior research (Gray, 1988 Leventis and Weetman 2004
Roberts: et al,,-2005; Mulyatl 3017 and Atlianasakon et al., 2020) also have '
'”demonstratsd’ d]fferent factors- including- -ﬁnancml non-ﬁnanma] and . social

responssblhtv factors beh;nd chsclosure differénces.

Prior research on r1sk disclosure have claimed that the’ way ﬁrms d1sclose risk
-information and the means by which these risks are identified, managed, analyzed
-and evaluated should assist users of fmancml wppl'ts to understand business and risk
-pi’ofi]es. ( Mad'r'iga] gt dl., 2015; Marzouk , 20 16; Kulikova et al., 2016). More recent

attention has focused on considering risk disclosure to be a win-win deal, as firms '

would realize benéﬂts‘by béing transparent about the risks and uncertainties they-are
facing. This view. is supported by many authors who a.rgﬁe that more disclosures
reduce information asymmeﬁy and investor uncertainty, which may have a positive

effect on the firm's cost of capital-(Gaul.inl, 2017; Lindgvist, 2016; Bahmani, 2014).

Recent evidence has also suggested the importance of disclosure and its critical role

for the functioning of the capital markets and, by extenéion, for the stabiiity of the

economy (Leuz and Wysocki, 2016). This in'creasing. interest induced International
and Egyptian bodies to put forth more effort catling for more risk disclosure. These
 efforts are highlighted in the next section. |
» Tnternational and Egyptian Bodies efforts toward risk disclﬁsure

At the international level, the Institute of Chartered Accountants in England and
Wales (ICAEW) publishsd. a study m 2011 that émphasized the need for listed
companies to disclose various risks. The Interational Accounting Standards Board
(JASB) also issuefi The Management Commentary withir_i the IFRS in 2010 and that

these comuments should include  clear statement of the resources and risks and how
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they should be managﬂd beeldes any important events that would affect firm’s value,
Moreover, The IASB 1ssued three standards for the présentation and measurement
of financjal mstruments (IASSZ IAS39, IFRS7). IFRS 7 (Fmancxal Instrurnents:
: D1sclosure) also pomted to the nc,cessxty that firms should d.ISCIOSC in their ﬂnanc:al

statements the nature and exient of the nsks to whlch they are exposed to.

In the Egyptian context, there Were some attempts to improve the accounting
disclosure for risks,'An example 15 the issuance of some standards such as the
: }:,gyptmu accounting standard 10.7 (Events after the reporhng period), the Egyptian
accounting standard no. 13 (the effects of changes in foreign exchange rates) the -
Egyptian accounting standard no.25 (Financial Instmments — Presentation) and
standard 20.26 (Financial Instmments - Recq gm'tion and Measurement), Tﬁe Capital
Market Law No. 95 of 1992 also stated in article 6 that "Compames must disclose
tisksina nmely manner for any materi al events that may affect their peﬁozmance"
While the Audit Committee's August 2008 audit manual mdzcatr*d that the Andit
Committee should “dctennme the firms’ vulnerability to various risks in gcnera? and
‘o verify the existence of an appropriate system for risk management". The Egyptian
Guide to Corporate Governance (Issue 3, 2016) in point 2.3.3 stipulates. the
formation of a risk management committee from non-executive and independent
beard members to handle procedures for dealing with ail types of rigks facir'x.g'i;he
firm and to assess the risk level that the firm can handle besides supervising and
ve.rifying the effectiveness of the firm’s risk management, Moreover, ﬁrmq should
comply with the rules of listing and delisting securities on the Stock Exchange in.
Articles (28), (30} and (34) to disclose information that may affect their financial

position such as judiciaj decisions and the board of directors’ structure, however,
these efforts seem to be ingufficient as it is limited to mandatory disclosure of risks.

Moreover, the Egyptian accounting standards issued by decree no. (110) for the year
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2015 applrcable from; January Js‘ 20-16_-do.—irot iueluc_i'é_é _stantiard _r_e'guiating'the o

e accountmg treatmeni

; Tbls research seeks to h1ghI1ght these debates through reviewing. the llterature
‘conducted on’ r;sk d:sc!osure The main aim; of this review is to mvestrgate the

amount type and nature of risk mformatlon dlsclosed by ﬁrms in their reports Rrsk
' drsclosure detemuuants and 1ncent1ves will also be crrtrcally exanuned Moreover,
'7 this research w111 examme the relatron between risk drsolosure and firm-specific

~ characteristics through mvestlgatmg risk drscrosure practrces and trends i in the penod

= from 2016 to 2018 in Egypt

Research Gap . _

Risk reporting have gained much concern from researchers in the field of accounting -
through extensive research that has been carried out on this topic (Al-Had1 2016;
.Oberholzer, 2016), very few studies have investigated the de_ternunants of risk
disclosure (Khtif, and Hussainey, 2016; Lindqvist, 2016; Madrigal et al,, 2015) or
" have on]y focused on few determinates. Moreover most studies have only focused
on examining risk disclosure in financial reports and quantified nslc disclosure in
© financial statements (Gaulin, 2017; Marzouk 2016), without investigating the
association between the risk disclosure and the firm's costs of equlty capital, as
presented in table (1.1), also more studles are needed to examine how rrsk
mformation is disclosed in different nat;onal contexts, using larger sample size, '.
applied on different sectors, and examunng the potential incentives of rrsk '

information disclosure, The scope of this 1esearch aims, therefore, to fill thrs gap in

the literature,
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‘Table (1): A Sdmmary-‘af empii'ical'$§:1dies relsted to risk disclosure.

AlL, 2013

~ Malaysia .

This study found that govemment

owmership = is * significantly’ and
pusitively. refated 1o tisk disclosure,
however fam:ly ownership “and
foreign nwnmh:p ars found fo have
ap - insignificant - association with

_ ﬂrm (] nsk dzsc]nsur:

. eMalaysin has ity different socic-

- cultwral-pokitiea] - and  economic-
business context which can limit this
study findings from. being generalized
to a:her cotntries.. ‘

# This smdy has only focused on 1he
effect of ownership structurs. on risk

- diselosure . practices and neglected all
- other factors and determinants,’

Semper, (2014}

Spain

The study findings showed a
relationship (weak relation) bstween
the cost.of. equity capital and the
amount of risk disclosure, while no
szutisii'cally significant relationship
was  found between non-financial

1 risk disclosure and the cost of equity;.

and found a statistically significant

relationship between . the cost of

equity capital end ﬁnanch risk
disclosure, :

The study recommendsd the cxtending of
the analysis to other countries so the
possible relationship between the cost-of

eqoity and different degrees -of risk

disclosure can be verified, as the study
suggested that the difference in legal
Systems among countries.can have many
effects on these relationships,

Madrigal et . al,

(2015)

Spain

This study found thai fim size and
industry type have explained the

sample - fims’ - risk  disclosure |
practices as they are positively and |-

¢ The study results cannot be generalized
because of the sample size, as it was
limited to onty thirty-five finus quoted
in-the IBEX-BS index which may also
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' R T statisticaily retated io-the levelc_fthe" - iz\te.rfére'with generalizing Tesults to
risk disclosure pragtices. . " ‘smaller ﬁrms .

K The study snmple an}y mciuded
“financial firns, and this cm have its
1mpact on the study results.

. Tha period under ahalysis, is onh' ane
‘year which is insufficient (o obtain
" definite conélusions sbout the impact of
.the analysed . variables an thezr rigi
reportmg practlces :

that fiem " size, | The computation of size effect was.from

Kuiif - - end’| International Findings ~show _ i
Hussdiney, | - “contexs” | leverage ratio, and profitability are | several studies conducted in” different
(2016) ‘ positively - associated- with 7isk | contexts, Over different periods, end

| reporting. _ vsing a wide range of econometric
s - methodologies, - including . multiple
regression; anelysis and nom-parametric
. tests, which could introduce a biag in the
overafl results. ‘

‘The study sample included only banks
{ Acun, 2016) " ) which ~ in retum  effects  the
: o Tae bank size has & positive &nd peneralizebility of study results on

Zeghal and . El UK Thestudy fmdihg showed that

_significant association with ‘risk

disclosuze, different types of firms, specially the

. - nen-financial firms.
oIt also found a negetive and o
significant association between
leverage and risk . disclosure
duzing the period of the crisis.

! “oThe - stady  messured  risk
t “disclosure by the . natueal
i : : " logarithm of the number of
I sentences . comtaining  fisk
E ) information.. .

l

i

|

dLurdl ei_ a!.,'rl
(9{:19 S

“Arabiv andm idie eastern country did
" nof nvestigate te. impact of any factor




Kamamzaman e Ma]éysia

al,; (2019)

This -siudy aimed fo identify the
impact of ownership strecture on
both risk disclosure and firm value
for public Malaysian finms. It found
& positive’ assotiation between
institutional -ownership on  rigk
disclosure. While there is a negative
telationship between risk disclosure
and the firm valug,

This stidy hes mtoduced 2 strong
evidence for the impact of some
ownership structures on the firm's risk
disciosure, however the study sample
wag limited to Malaysiay finng which
makecx it hard to generalize the findings.
The study also did not investigats the
impact of any other fimm- chardcteristies

beyend the ownership structure,

|
|

Vitalla et " al, ltaly

{2020)

This study investigated the relation
betweer the quality of financial and
non-financiai information included
in firms' integrated reports on the
cost of equity capital, The study
conchuded that there is a negative
association  between  integrated
reporting quality hand the cost of
equity capital. The study  also
stressed thai information quantity is
not enough 25 quantity itself is not a
proxy for excellence and may not
affect the edst of equity capital,

The gidy has two key limitations thay
cell for further research on ways o
decrease the cost of equity capital:

L

The study sample “only inchaded
Italian firms, which is not enongh to
generalize the study findings,

The study investigated the impact of
integrated reporting which inciudes
various fypes of information whether
financial or non-financial on the cost
of equity capita! that maybe have g
further effect than risk information,

!‘!
|
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Research. Ohjectwes _
'The current research: mam objectzve is to 1dent1fy the determmants that shape the

' Egyptxan ﬁxms tisk d1sclosure practices and to- further examine the impact of risk
d1sc]osure on the firm’s cost of. eqmty capltal '

_Flom the research main ob1ect:ve the followm;z four sub-objsctives are conciuded

o The first obj ective: 1nvest1gat1ng whether nsk d1suiosure pracuces are related
to firm’s specific characteristics. -

o The- secend objectwe. examining . the - effet,t of compiymg 10 corporate
governance mechanisms on the levet of risk disclosure of Egyptian firms.

° The third objective: determining the effects of ownership structu:es on the
risk disclosure practices mthm the Egyptian context, '

s /The fourth ebjechve. measuring the impact of rzsL disclosure level of
Egyptian firms on their cost of equity capital.

Research Hypotheses .
Based on the reséarch aim and objectives, the research hypotheses are forrulated as

shown in table (1.2): -

Tzbie (2}: Research hypotheses

Hy’;‘)'otlhers.iS'(H'

.

| I

| firm's cost of equity capital
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Note: The audit committee effectiveness (in the second hypothesis Ho) will be measured

through an aggrepate scale from 1 o 4 that includes the following points:
I There is'a significant relationship between the independence of andit committee and

the levsl of risk disclogure,
2 There is a significant rcldnonsiup

. risk disclosure, _ :
3 There is a significant refationship between the audit committes expertise and the level

of risk disclosure,
4 There is a significant relationship between the frequcncy of the andjt commﬂfee

- meetings and the Jevel of risk dxsc,iosme

Research Significance (originality)
The present research will contribute to the ex1stm g literature by 1dentzfymg factors

between the audit committee size and the level of

that determine risk reporting. The research will be usefus] both in assisting regulators
and investors in 1dent1fymg the type of risk information d1sclosed by different firms
in different sectors and by 1dent1fymg the characteristics of firms disclosing such
information. Finafly, the present research contributes to the existing literature by
axammmg the usefulness of this. information by empmcally testing the association
between risk disclosure and Am’s cost of equity capital.

Research Methods

The present research is descriptive and empirical in scope. For data collecﬁon, the
research approach will adopt content analysis to measure the level of risk disclosure
rin the annual'report (Rubin and Babbie, 2016; Neuvendorf, 2016). Content analysis
is a method of codifying the text (or content) Gf a piece of writing into varigus groups
(or categories) depending oﬁ selected criteria (Rajab, 2009). The extent and nature
of risk disclosure in financial reports shall be measured according to the number of
sentences disclosed, Risk disclosure will be measured both in quantity and quality,
- guantity based on the number of sentences referring to risk and disclosed by the
study sample while quality based on whether this-disclosure covers financial and

non- ﬁnancxa] risks (strategic, operations, compliance, empowerment, and mteguty

risks).
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- The’ present research w111 attempt to d1rect1y measure the cost of equrty usmg one of
the best. models used -in this regard whwh is’ the cap1ta1 assets pncmg model |
(CAPM). The analysis will-be based o’ a sample of firms hsted in‘the EGX 100- -
index. Infermatron in‘annpal f nancrai reperts for each firm for the penod (2016-
2018) will be sought. and analyzed. More- 1mportant1y, BGX- 1-00 firms are Bgypt's
Tergest,- audited by the. biggest firms and tend to-be Wel] momtored hence the
* seleation will ensure analysts' forecasts accuracy R
Researeh.Lxmrtahens ' |
- o" The First iimitai'ierr',"as in most empirical etrldies, the research reeu_lfe IWiII be
limited by the measures used, This research will use content analysis to
Ticasire the Ievel of risk disclosure, which has certain limitations. It measures
- quantity but not quality of" drsclosure as information dchosed 1s counted
volumetrically, Probiems arise when there are repetrtrons of certain numibers -
and words in annual reports. '
# ~The second lrmltatren is the use of the fim financial reparts that afe -
considered one of the most impoﬁarﬁ channels because of their availability to -
the pubiie. However, there are other channels that firms use to communicate .
) infonﬁatien about them, su.ch. as new_sbapers, webpages, conferences, and
many other means which will not be considered in this research.
o. The rhir_'d Iimiratien is that the research will only refer to the U.S. GAAP,
the In'temetionei- ‘Financial -Reporting Standardq (IFRS), the Egyptian
accounting standards (EAS) , some eorporate governance mechamsms and
the Basel Commlttee decisions as examples of mandatory rrsk disclosure

determinants wrthout addrebsmg other typeq of detenmnants
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‘ The fourth hmltshon is that the resedrch wrll only refer to firm’s
o charactensncs and some ownershlp structures as examples of voluntary risk

‘ drsclosure determmants w:lthout addressmg other types of detenmnants
- o The fi fth hmltatlon of thrs research isin its sample s:ze and selectlon -The
" sample will be drawn from the EGX 100 index, and will, therefore be limited
to the Iargest f' nns W1th high tradmg actmty Hence the resu}ts may not be

'genez alized to smaller firms. o
‘e | The sixth lrm1tat:on the research sample wﬂl only mciude im'ns hsted in the
P hgyptran stock market that have shares pubhcly trading in the market in the
three years penod of the empmcal study (2016, 2017 2018)

e The seventh hmltatlon is the nature of the sample being the non- ﬁnanc:al
firms; consequently, results cannot be _generalized on the financlal firms

because of therr specrﬁc charactensttcs

_Research_Stx_'ucture : :
To accomplish the research objectives, this research is divided into five chapters,

Chapter 1; Introduction'

 The current chapter outlines issues arising around the research topic, and the motives
for conducting the current research, The chapter presents the research background
and problem statement, research gap, the aims and objectives of the 1esearch the
ressarch hypotheses the significance of both theoretical and practical perspectxves
introduction to the research methodology and research hmltatlons and ﬁnally, the

research structure _
Chapter 2; Risk Disclosure Theories and Theoretical Discussions

This chapter provides a review of the accounting literature related to corporate
disclosure, it also gives an overview of the concept of risk in general and risk

d1scIosme m particular. The chapter also presents theories explaining dlsclosure
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behaviors and the factors mﬂuencmg these behavmrs and ﬁnal]y the chapter shed
' '--'the light on the benefits and costs assocxated with nsk disclosure

Chapter 3: Detenmnants of Mandatonr and Voluntarv Rrsk stclosure '

This “chapter dxscuss the most important rxsk d:sclosure determmants whether

'mandatory or Voluntary deten'nmants besxde presennng an m-depth mvestxganon

: mto the Egyphan busmess enwronment and the currest risk dlsc}osure practices'
. 'snuatxon by having a thorough mSIght into the Bgypnan accountmg standards ang
regulatwns and their relation-to their mtemat:onal countelparts Addmonally, the

~chapter will also Teview the theoretical expianatmn and empmcal evidence that
."shape the level of risk disclosure and determmants affecting the firm’ $ disclosure
practxces. review of exzstmg literature on corporate disclosure.

Chaptér 4 Risk Disclosure and the Cost of Equity Capital

This chapter presents a discussion and analysis of the _impéct of firms’ disclosure
practices on their cost of equity capital as well as any other consequénces of the
improvement of disclosure practices. The chapter achieves these goals by: First,
introducing the concept of capital and the cost of capital main components as well
ag the most used models fbr measuring this cost. Second, the role of firm’s risk
disclosure practices on reducing the degree of informetion asymmetry as wefl as how
this would affect the firm’s image and reputation. Third, a discussion and’
presentafion for the impact of various disclosure types on the cost of equity capital,

Chapter 5 The Empirical Study
ThlS chapter is the final chapter of the current research it consists of the empirical

study design and implementation, analyzing the results of the empirical study and
testing the hypotheses. FillaHY, an overall discussion of the findings of the research.
The chapter also provides a discussion of the practical implications and the
contributions of the present research. Furthermore, it discusses the limitations of the

current research and provides directions for further research.
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Conclusions _
This research extends pnor research scope around the toplc of nsk dxsclesure by\

investigating the 1rnpact of fitt charactensncs complymg to corporate govemance -

* bestpractices and owuersiup structure on the risk disclosure level through exaxmnmg
the annual reports and other available data sources (firm's ‘website, Egyptian Stock -
Exchange website and reIevan’r statistical analysis websites) for non-financial ﬁrms o
listed in the EGX 100 index dunng the period from 2016 1o 2018 Further the study_ _
exarnines empirically the ithpact of risk disclosure on firm’s tost of equity cap1ta1 '

The descriptive results indicated that, all the EGX 100 Egyptian: listed companids S

disclose risk-related information on their annual reports. On average the study -
sample firms dzsclosed 97 risk- related sentences were dlsc}osed in the annual reports
during the period of the study with total 15435 disclosed sentences which indicates
that the Jevel of rigk reporfing in the Egyptian environment is low comparable to the -
developed countries. Further it can be noticed that most Egyptian: finns tend to
disclose more quahta‘cive and backward-looking risk information when referring to
bad news, -while they fend to. disclose forward- -looking and also gualifative
information when referring to good news. Consequently, it.could be concluded that
there Is & rigk information gap in the anmal reports of Egyptian firms and therefore - =
both: stockholders and stakeholders will not be able to evaluate the amount of risks
and uncertainties that they will face when investing in such firms,
Additionally, in line with the theoretical part of the study, the empmca] study
findings proved that factors sucl; as firm size, proﬁtablhty, egree of leverage; -
liquidity, board size, hoard mndependence, CEQ dual role, presence of risk
management committee, audit committee effectiveness and ownership structure are
key determinants of risk reporting practices of Bgyptian firms, The current research
also examined one of the benefits that firms can gain from providing higher level of
risk disclosure, which is decreasing the cost of equity capital. The results of the
empirical study showed a statistically negative impact between firm’s disclosure
level and the cost of equity capital, this finding indicates that firms that have better -
risk disclosure practices are regarded by. investors as safer places to invest their
resources in and that they are willing to accept less return on their resources from
the higher risk disclosure prof le firms .
Overall, this research contributes to the existing reseérch in several Ways fixst it
contributes to filling the gap in the- existing hterafule on-the Lopm of risk dlsc]osure
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by providing a comprehensive and longirudinai'smdy on one of the most important
stock markets in the MENA region which is the Egyptisn market, Second most of
the empmeal research on the consequences of risk disclosure and more specifically
the cost of equity caplta] was performed in developed couniries, ﬂms this research
.in Egypt which is one of the developing countries represents an extension to the
 previous research in this concern. Third, this research enhances the understandmg of
many factors which are proved to be- determinants to the risk disclosure level on

Egypt by highlighting their effect on it. Finally, the examination of one of the
consequences of risk disclosure which is the cost of equity capital increases the vahue

of the results and adds more depth to the research as it encourage other researchers

to recognize and examine other consequences of enhancing risk dlselosure practices

in the Egyptian context :

Despite the effort that was made on this research to extend the empirical knowledge

. and adds to prior research. The research however has some limitations to be

considered when interpreting the results. First the content analysis that have been

followed to thor_onghly understand firms® annual reports suffers from inherent

judgment limitations and subjectivity, which cannot be entirely eradicated. Another

Jimitation is the sample size arid selection which is drawn from the BGX-100 index,

and will, therefore, be limited to the large firms. Hence, the results may not be

generalized to smaller firms. Finally, the nature of the sampie being the non-financial

firms; consequently, results cannot be generalized on the financial firms because of

their speciﬁc characteristics

Recommendations

Based on the findings of this research that were reached through both its theoretical
and practical parts a number of recommendations can be suggested, these
recornmendations include: :

I. Regulators and professional bodies are encouraged to promote and monitor
the application of the Egyptian accounting standards and to impose penalties
on firms violating these guidelines.

. 2. Egyptian accounting standards setters are encouraged to make use of the
developments in the international financial reporting standards IFRS to better
improve the requirements of the Egyptian Accounting Standards,

3. Promoting the benefits of higher risk disclosure practices and that risk
disclosure is not meant to harm the firm’s competitive position but rather
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* decrease the degree of mformatlon asymmetry and Increase the stakeholders :

trust in firm’s reported disclosure.

. Calling for:a Tisk-independent standard that' orgamzes the dlSGlOSUIC of nsk

disclosuze and 1 requxrmg firmis to disclose risk mformanon n spec1ﬁc formats

_and specific parts in the financial statements,
: Amending the rules of listing and delisting securities and the Egyphan Stock

Exchange to include rules that delist firms which do. not offer enough risk
related information or that prowde false mformatlon

Mandating firms to disclose quantitative s weII as quahtatwe nsk-vrelated
information withiri its annual financial reports. - -

Encouraging firms to adopt the best corporate governance practices as
adopting such- practices increases firm’s. transparency and enhances the
mutual trust beh:veen the firm and stakebolders which in refurn offers many

beneﬁts

Suggestions for Future Research

The current research has investigated the effect of some factors on the level of nsk
disclosure and further the impact of risk disclosure on the cost of equity capital, thus
further research is needed to enrich the knowledge in some related topics some areas
which are recommicnded for future research include:

L.

Identifying other consequences that can motivate firms to Improve their risk

disclosure practices.
Measuting the impact of risk d1sclosure on the cost ef eapztal within the

fmancial firms.

. Identifying other factors that can have an impact on the level of risk disclosure

to increase the robustness of the evidence obtained in the current study
Examining the impact of risk disclosure practices on the firms’ value.
Examining whether the i improvement of risk disclosure practices will have the
same impact on the cost of capital among smailer firms.

Measuring the impact of disclosure practices in interim reports on the firm

perfonnanee
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