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Abstract

Corporate websites open wide avenues for companies to disseminate financial and non-
financial information to target audiences in a fast, efficient and widely accessible manner.
While website communication became a standard means for companies in developed
countries, its utilisation, however, by their counterparts in developing countries is still
negligible (Oyelere and Kuruppu, 2012). The current study aims to achieve three
objectives. Firstly, to explore the patterns and amount of internet corporate reporting
(ICR) practices of listed companies in Jordan. Secondly, to identify the determinants of
various ICR practices of these companies. Finally, to investigate the determinants and
perceived factors contributing to ICR adoption/non-adoption in Jordan.

The key literature focuses mainly on economic-based theories in explaining different ICR
practices as a voluntary disclosure channel. The theoretical foundation of this study, on
the other hand, integrates several disclosure frameworks with innovation diffusion
theories. The resulting framework involves dimensions of technology, management,
organisation and environment. This was carried out to obtain a more in-depth
interpretation of the ICR adoption phenomenon.

Within the premises of the positivistic-deductive paradigm, the study relies mainly on
three quantitative methods in collecting the required data. Firstly, a self-designed
disclosure index of 109 items was used to survey companies’ websites, identifying levels
of different forms of disclosure practices. Secondly, secondary data that include 15
companies’ attributes was gathered, specifying determinants of ICR adoption and
practices. Finally, a questionnaire survey was conducted among CEOs and CFOs of
companies to determine perceived factors that may further contribute to the adoption of
ICR.

Results of the survey from websites of 262 listed companies on the Amman Stock
Exchange (ASE) in 2012, indicate that, around 150 companies (57%) had usable
websites, while only 69 (26%) companies have engaged in reporting the investor
relations information on their websites. Explanatory findings also show that, with varying
degrees, ICR adoption and different disclosure practices of a firm are a function of its
general characteristics, ownership and corporate governance structure. Based on
managers’ evaluation, four factors were further identified as significant contributors of
ICR adoption, namely cost-benefit balance, management commitment, internal
technology readiness and users’ attention.

This study represents an investigation into ICR adoption and practices among the listed
companies in Jordan. Therefore, the ability to generalise the results may be limited to
this context. Future research may also consider retesting the study model, regarding the
perceived factors of ICR adoption, in other contexts. The study contributes in providing
managers and regulators with a diagnostic tool, assessing the status quo of ICR as a
voluntary disclosure practice in Jordan. The study also presents an assessment
framework for ICR adoption and practices, which enable managers to evaluate the
current status of the company regarding multiple aspects of readiness for engaging in
ICR: organisation, management, technology and environment.
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Chapter 1: Introduction

1.1 Preface

Since the internet was commercialised in 1989, it has been growing exponentially
in business setting especially in developed countries and afterward overall the
world. Elliott (1992) predicted that, while information technology is tremendously
changing how the business undertaken, accounting will not be an exception and
its internal and external sides will be changed for advantages of investors’
decision-making. To refer to some examples in this respect, in 1998, the internet
was involved doing around 25% of all trade in the NYSE. In 2000, as a pioneer in
distributing business news electronically, PR Newswire Association found that
majority of investors make the final decision of investment after they back to
companies’ website. Likewise, a survey conducted by NUA (1998) indicated that a
significant proportion of internet users in the US stressed its role in the investing
decision made. Since ever, the internet, as a timely and value-relevant means of
information, was ensured to be reliable and not dismissible medium in corporate
communication (Wallman, 1995, 1996; Lymer, 1999; Beattie and Jones, 2001).

Advancements of the internet and web technologies have profoundly changed the
communicative characteristics of companies’ reporting practices over the past two
decades (Al-Htaybat, 2011). The internet, as a worldwide electronic medium,
enables companies to communicate a vast amount of frequent, fast, and dynamic
financial and non-financial information to current and potential stockholders in a
timely, useful and cost effective manner (Debreceny et al., 2002; Beattie and Pratt,
2003; Jones and Xiao, 2004; Mohamed et al., 2009; Cordery, 2011). Also,
information disseminated on the company’s website can be accessed from all

kinds of users all over the world (Debreceny et al., 2002; Al Arussi et al., 2009).

Nowadays, disseminating corporate information via companies’ websites has
become established and common practice in developed countries, while
developing countries are still lagging behind (Al-Hayale, 2010; Oyelere and
Kuruppu, 2012). Prior studies, that have been recently conducted in developing
countries, have indicated low propensity toward ICR utilisation (for example, 22%
in Oman (Mohamed et al., 2009); 16% in Turkey (Bozcuk et al., 2011); 38% in
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Morocco and 28% in Tunisia (Henchiri, 2011); 38% in Jordan (AbuGhazaleh et al.,
2012a); and 26% in Bahrain (Desoky and Mousa, 2013)). Importantly, patterns of
online disclosure practices in those countries, as an investor’s informative tool,

are also still below expectations (Oyelere and Kuruppu, 2012).

A closer look at relevant ICR studies reveals that they come mainly into two
waves. In the early waves, the focus was intensive in the context of the developed
world (e.g. Lymer, 1997; Lymer and Tallberg 1997); Gowthorpe and Amat, 1999),
while recent and contemporary attention is widely paid to developing countries
(e.g. Henchiri, 2011; Al-Htaybat, 2011; AbuGhazaleh et al., 2012a, b). This
explicitly indicates that issues of ICR are no longer matters for developed
countries, especially where studies’ findings indicate that firms in the developed
world have been largely taking advantages of using websites as a channel for
communications with stakeholders. In contrast, their counterparts in developing
countries are less frequent in utilising such initiatives (Al-Hayale, 2010; Oyelere
and Kuruppu, 2012). This raises a question of why firms in developing countries
are reluctant to exploiting the benefits of such a communication means, and what

potential factors that significantly contribute to such reluctance?

ICR literature provides valuable insights about the possible determinants and
factors that influence the voluntary choices of companies towards internet
reporting adoption and practices, such as firms’ general characteristics and
corporate governance (Xiao et al., 2004). However, it, notably, relies heavily on
conventional disclosure literature in identifying the influences of internet reporting
adoption and practices as well as it sticks closely with economics-based theories
(agency, signalling, capital needs and legitimacy theories) as the theoretical base
in addressing the ICR phenomenon. This suggests some limitations of the current
literature, especially where the nature of internet reporting is different from the
nature of printed reporting. Internet reporting emerged as a result of development
of technological innovations. Thus, all obstacles that may hinder the diffusion and
adoption of new innovations, such as technological readiness, management
willingness, environment preparedness and organisation attributes, should be

considered when investigating adoption and prevalence of internet disclosure.



Since the early nineties, enhancing disclosure and transparency have received
greater attention by controlling and regulatory agencies in Jordan. All this aims to
improve stock market efficiency and attract foreign investment. Alongside this,
Jordan has been increasingly utilising Information and Communications
Technology (ICT) pillars until it has become one of the most important technology
centres in the Middle East (Al-Hayale, 2010). Lately, acknowledging its
advantages, the Jordan Securites Commission (JSC) has guided listed
companies in Jordan to voluntarily use their websites, promoting disclosure and
transparency. Nevertheless, similar to other developing countries, internet
corporate reporting (ICR) is still at its infancy stage in Jordan (AbuGhazaleh et al.,
2012a).

From the above discussion, it can be seen that a number of issues exist that have
a bearing on in-depth investigating of the determinants of ICR adoption and
practices. Firstly, surrounding company factors play an important role when it
comes to corporate reporting in general and Internet corporate reporting in
particular. Included in these factors, are new technological evolutions that
theoretically support the adoption of ICR, but which nonetheless, are dependent
upon the readiness of organisations and indeed countries generally, for such
initiatives. Secondly, a study in ICR adoption is overdue, because to the best of
the researcher’s knowledge, to date no comprehensive publication has empirically
addressed the factors that contribute to ICR adoption. Consequently, this study
seeks to investigate the technological, managerial, organisational and
environmental factors that might affect ICR adoption in a developing country,
namely Jordan. Further, from the organisational characteristics, it seeks to identify

determinants of various disclosure practices on the corporate website.

After the preface in section 1.1, this chapter will be organised as follows. Section
1.2 will provide an overview on the research context, including Jordan’s economy,
the regulatory and institutional framework of corporate reporting in Jordan, and
ICT status in this country. The research purpose, questions and objectives will be
presented in Sections 1.3, 1.4 and 1.5 respectively. Section 1.6 gives the
justification for the study. Finally, Section 1.7 illustrates the structure of the current

thesis.



1.2 Research context - Jordan

Attributes of corporate disclosure in any context are highly contingent on the
changes in surrounding environmental conditions that happen over time, such as
economic, political, social and technological changes (Cooke and Wallace, 1990).
Jordan was selected as the research context, to study the effect of certain factors
(including technology, management, environment and organisation), comprised in
the current theoretical framework, on the ICR practices and adoption. What
makes Jordan an interesting research context is that it is a Middle Eastern country
with a developing economy that encountered new changes in the economic
environment (Al-Htaybat et al, 2011).

Jordan has an emerging capital financial market, and was restructured in 1998,
with a need for foreign investment. Thus, regulatory agencies in the country have
been constantly stressing the significance of enhancing the market’s efficiency
through improving transparency and disclosure. On the other hand, in recent
years, Jordan has been increasingly spending great efforts to bring Jordanian
society into the information, communication and technology (ICT) era. This has
been done by launching three ICT initiatives and establishing four ICT regulatory

bodies, boosting the technology pillars in the country (Qasem, 2010).

As a response to the ICT revolution in the country, the Jordan Securities
Commission (JSC) has recently guide-lined listed companies to voluntarily use
their websites to enhance disclosure communications with stakeholders.
Therefore, it is interesting to know to what extent companies in Jordan responded
to such guidelines and what factors significantly contribute to whether to respond
or not. The current part of this chapter provides overviews on Jordan’s economy,
the regulatory and institutional framework of financial reporting in Jordan, the

development of ICT in the country and finally cultural dimensions in Jordan.



1.2.1 An overview on Jordan’s economy*

Jordan has one of the smallest economies in the Middle East. It suffers from
inadequate supplies of oil, water and other natural resources, pushing the state to
rely heavily on foreign assistance. Other challenges face Jordan’s economy,
which comprise, for example, high rates of unemployment, poverty, inflation, and
a large budget deficit (see Table 1.1 below). However, the largest challenge, and
at the same time, the largest opportunity for Jordan, remains the importance of
creating proper conditions to improve competitiveness and increase private
investment. This will assist in delivering growth to minimise the severity of major

economic challenges.

Since assuming the throne in 1999, King Abdallah II has undertaken crucial
economic reforms, such as privatising state institutions, largely reducing fuel and
agriculture subsidies, passing regulations targeting corruption, and starting tax
reforms, including tax management and administration. Importantly, he has also
pursued trade liberalisation, joining the World Trade Organization (WTO) in 2000;
signing two trade agreements in 2001; the first is an Association Agreement with
the European Union (EU) and the second is the first bilateral free trade agreement
(FTA) between the United States and an Arab country. In 2007, the U.S. and
Jordan also signed a Science and Technology Cooperation Agreement to support
and facilitate scientific cooperation between the two countries. Such agreements
boost efforts to aid economic diversity and promote growth, attracting foreign
investment and creating some jobs. Similarly, it minimises reliance on the
country’s main exports of potash, phosphates, and most recently textiles.
Recently, Jordan has stressed information technology (IT), tourism sectors, and
pharmaceuticals, as other promising growth sectors. The global economic
slowdown hit in 2008, and regional turmoil, however, have depressed GDP

growth in Jordan, influencing key export sectors, construction and tourism.

! Source: 1. THE WORLD FACTBOOK, The US Central Inelegance Agency website, available at:
https://www.cia.gov/library/publications/the-world-factbook/geos/jo.html, accessed on 10/06/2014;

2. The World Bank website, available at: http://www.worldbank.org/en/country/jordan/overview, accessed on
10/06/2014;

3. The Global Edge website, Michigan State University, available at:
http://globaledge.msu.edu/countries/jordan/economy, accessed on 10/06/2014.
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In 2011 and 2012, two economic relief packages were approved by the
government in addition to a budgetary supplement, targeting improving the living
conditions for the poor and middle classes. Jordan’s finances have also been
strained by a series of attacks against a natural gas pipeline in Egypt, enforcing
Jordan to substitute more expensive diesel imports to generate electricity. Jordan
is currently implementing many activities to forestall energy shortfalls, such as
exploring nuclear, exploitation of abundant oil shale reserves, and renewable and
solar technologies. In 2012, to correct and balance budgetary imbalances of
payments, Jordan entered into a Stand-By Arrangement of $2.1 billion, with the
International Monetary Fund (IMF). Due to the limited exposure to the overseas
financial markets, the financial sector in Jordan has been barely impacted by the
international financial crisis in 2008. In 2013, Jordan relied heavily on foreign aid
to finance the budget deficit, as the influx of around 600,000 Syrian refugees

placed extra pressures on expenditure. Table 1.1 provides a summary of major

indicators of Jordan’s economy; between 2008 and 2012, as follows:

Table 1.1 Main Economic Indicators in Jordan (2008 - 2012, JD Million)

2008 2009 2010 2011 2012
Population (In Million) 5.850 5.980 6.113 6.249 6.388
Unemployment Rate (%) 12.7 12.9 12.5 12.3 12.2
Output and Prices
Gross National Product (GNP) 16087 17272.4 | 18697.3 | 20348.8 | 21751.8
Gross Domestic Product (GDP) 15593.4 | 16912.2 | 18762 20349 21965.5
Money and Banking
JD Deposits Held at Banks 13348.4 | 15865.1 | 17617.2 | 19119.1 | 17711
Foreign Currency Deposits Held at Banks 4754.2 4433.4 | 4887.6 | 5258.8 | 7258.6
Public Finance
Total Revenues and Grants 5093.7 4521.2 | 4,662.8 | 5413.9 | 5054.4
Total Expenditures 5431.9 6030.5 | 5708 6796.6 | 6862.1
Overall Deficit, Surplus (on a commitment | -338.2 -1509.3 | -1045.2 | -1382.7 | -1807.7
basis
Net O)utstanding Domestic Public Debt 4911 5791 6852 8915 11648
Outstanding External Public Debt (3) 3640 3869 4611 4487 4932
External Trade and Balance of payments
Merchandise Exports (FOB) 5633 4526.3 | 4990.1 | 5684.5 | 5598.7
Merchandise Imports (FOB), excluding | 10717.4 | 8975.1 | 9813.9 | 11946.2 | 13047.5
imports form non-residence
Foreign Direct Investment in Jordan (Net) 2005.7 1713.3 | 1172.1 | 1046.2 | 996.1
Source: Central Bank  of  Jordan, Annual Report 2012 available at

www.cbj.gov.jo/uploads/summary.pdf; accessed on 10/06/2014



http://www.cbj.gov.jo/uploads/summary.pdf

1.2.2 The regulatory framework of financial reporting in Jordan

Trading in shares of public shareholding companies in Jordan started since their
establishment; in the early 1930’s. However, the trade dealings have been
unregulated and done through private brokerage offices (Jordan Securities

Commission (JSC) website; www.jsc.gov.jo)?. The first legislation concerned with

financial reporting and disclosure in Jordan is Companies Act No (12), enacted in
1964, and followed closely by Trade Act No (12) in 1966. The former Act required
public shareholding companies to disclose an audited balance sheet, and profit
and loss account. These statements must be published in a daily newspaper and
sent to every shareholder. The 1966 Trade Act No (12), on the other hand,
obliged companies to handle inventory records, a general journal, and a
correspondence register. However, neither Acts specified the form and content of
these accounts and records (Helles, 1992; Naser, 1998; Naser and Al-Khatib,
2000; Al-Akra et al., 2009).

The initiation of the Amman Financial Market (AFM) in 1976 is considered a
landmark of Jordan’s financial regulation development in the 1970s. The AFM
served as a stock exchange and a regulatory body (Jordan Securities
Commission (JSC) website; www.jsc.gov.jo). On January 1, 1978, the AFM

commenced its operations with 57 listed companies (Abu-Nassar and Rutherford,
1996). Among the significant reporting requirements of AFM is that all listed
companies should publicly disclose any material information that might affect
stock prices, including performance and any significant changes (Article 17 of
AFM Law No. 31, 1976). Also, the AFM obliged listed companies to provide
audited financial statements in accordance with Companies Act No (12) of 1964
(Al-Htaybat, 2005; Al-Akra et al., 2009). However, requirements regarding the
form and content of these statements had not been specified by the AFM
(Rawashdeh, 2003).

To cope with economic changes in Jordan in the subsequent period, two laws
were issued and a professional body established during the 1980s, having effects

on financial reporting practice in the country. The 1985 Income Tax Law No (57)

% Accessed online on 11/06/2014; at:
http://www.jsc.gov.jo/public/english.aspx?site id=1&Lang=3&site id=1&page id=2011&menu id2=160.
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and its amendments in 1989, 1992, 1995, and 2002 contain limited disclosure
requirements pertaining specifically to income measurement (Al-Akra et al., 2009).
These patrticularly are: using the straight-line method in assets depreciation and
valuing inventory according to lower methods (cost or market value) (Abu-Nassar
and Rutherford, 1996; Suwaidan, 1997; Al-Htaybat, 2005; Omar and Simon,
2011). On the other hand, in 1989, a new Companies Act No (1) was enacted to
remedy deficiencies of the 1964 Companies Act. The additional disclosure
requirements of this Act are that companies should disclose a statement of
changes in financial position, enclosing explanatory notes to the financial
statements, and publishing the auditor's and board of directors’ reports (Al-
Hataybat, 2005). Indeed, the major achievement of the 1985 Income Tax Law No
(57) and 1989 Companies Act No (1) is that of requiring companies to prepare
annual financial statements in accordance with Generally Accepted Accounting
Principles (GAAP) (Al-Akra et al.,, 2009). However, neither Laws state which
GAAP should be adopted (Suwaidan, 1997; Naser, 1998).

Furthermore, the 1980s withessed the establishment of the first professional
accounting body in Jordan. The Jordanian Association of Certified Public
Accountants (JACPA) was founded in 1987 to set out licencing requirements for
auditors and monitor their professional practices. In a key contribution of JACPA
regarding corporate reporting, it recommended companies in 1989 to voluntarily
adopt International Accounting Standards (IASs), through asking auditors to
enforce it when auditing their financial statements (Naser and Al-Khatib, 2000; Al-
Htaybat, 2005; Al-Akra et al., 2009). However, in a recent legislative development,
the Audit Law 2003 specified the authority of JACPA and its role in enforcing

international accounting and auditing standards (Omar and Simon, 2011).

The late 1990s is considered a revolutionary stage in regulating financial reporting
and structuring the capital market in Jordan. Jordan was encouraged by the
dramatic economic changes such as trade liberalisation and privatisation, which
enforced drastic economic and legislative reforms. Therefore, 1997 saw the
enactment of two Acts to reform corporate disclosure regulations in Jordan,
specifically Company Act No (22) and Temporary Securities Law No (23) (which
amended by the 2002 Securities Law NO (76). Both Acts require applying IASs in



preparing annual reports, of public shareholding companies, without amendments
(Al-Akra et al., 2009), which is considered common practice in developing
countries (Hove 1986). However, the 1997 Temporary Securities Law No (23)
additionally requires listed companies, beside IASs, to comply with Directives of
Disclosure and Auditing and Accounting Standards (DDAAS) of the capital market.
In describing this Law, Omer and Simon (2011: 168) state that it “was the first
major source for mandatory disclosure in Jordan, and a turning point and
qualitative leap for companies listed on the Jordanian capital market in respect to
mandatory disclosure”. Importantly, in 2004, an amendment on Article 14 from the
Securities Law mandates all Jordanian listed firms to apply the full version of

IFRS in preparing their annual reports (Al-Akra et al., 2009).

Indeed, restructuring the Jordanian capital market is the essential achievement of
the 1997 Temporary Securities Law No (23). This seeks the “separation of
regulatory function from trading; restructuring the market in accordance with
international standards; creating the legal framework for the issuance of new
financial instruments; encouraging, attracting and protecting investors;
establishing a transparent and fair market” (Jordan Securities Commission
website *). Thus, investors’ confidence will be enhanced and investments
maximised (Al-Hataybat, 2005). Under this Law, Amman Financial Market (AFM)
was replaced by three institutions, namely Jordan Securities Commission (JSC),
the Amman Stock Exchange (ASE) and Securities Depository Centre (SDC). This
IS mainly to separate functions of supervision and regulation from the executive
role in Jordan’s capital market. Supervision and regulation functions are entrusted
to JSC, while the executive role is delegated to ASE and SDC, as private
institutions (Al-Akra et al., 2009). Overviews on these regulatory and controlling

bodies in Jordan will be provided in subsequent sections.

® Available online at:
http://www.jsc.gov.jo/public/english.aspx?site id=1&Lang=3&site id=1&page id=2011&menu id2=160;
accessed on 16/06/2014.
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1.2.2.1 The Jordan Securities Commission (JSC)

The JSC is the regulator of the capital market in Jordan. It is an independent
institution with administrative and financial autonomy, attached directly to the
prime minister. The JSC aims mainly to protect investors from various types of
risks; this is through regulating and monitoring the capital market, ensuring
fairness, transparency and efficiency (article 8-A, 2002 securities Law). To
achieve these aims, according to article 8-B of the 2002 Securities Law, the JSC
is specifically responsible for regulating and monitoring securities issuance and
trading, the ASE, the SDC, and any registered and licenced persons in the capital
market, such as shareholding, financial services, and brokerage companies. Also,
it is in charge of regulating and monitoring different forms of disclosure, ensuring
its accuracy and completeness, comprising material and relevant information to

investors.

The JSC has issued a number of important publications that influence the
disclosure and governance practice in the country. In 1998, it issued the
Directives of Disclosure and Auditing and Accounting Standards (DDAAS). The
DDAAS consists of two main parts; the first covers directives of financial
disclosure and the second sets out conditions for recruiting external auditors.
Under these directives, 1ASs shall be applied when auditing annual reports.
However, Securities Law No 23 of 1997 did not put penalties on noncompliance
firms. This later in 2004, led to an amendment of the Securities Law, making
applying listed firms to IAS/IFRS subject to oversight of The JSC. Another
substantial publication of The JSC was issuing a corporate governance code in
2003; this is to enhance the internal control and governance environment in
Jordan. Importantly, it published a guide of corporate governance rules,
classifying them into compulsory, according to Law, and voluntary rules. However,
checking the commitment of voluntary rules is done under the rule of ‘Comply or
explain’, which means non-compliance with any guiding rules should be explained
in the annual reports. For this reason, it provided a survey of disclosure
highlighting to what extent (full, partial, none) a listed company complies with

guiding rules of corporate governance of JSC, indicating reasons of non-
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compliance. This should be included in the annual reports of the firms. Importantly,
one of these voluntary rules stresses the importance of using the corporate
website to promote transparency and disclosure (Principal 5. transparency and
disclosure, Para 3-4).

1.2.2.2 The Amman Stock Exchange (ASE)

The ASE was initiated on 11™ of March, 1999 as a not-for-profit and private
institution; independent administratively and financially. It is the only body in
charge of operating the trading of securities in Jordan (the 1997 Securities Law,
Article No 23). Among significant tasks of the ASE are: to organise listing of firms
on the Exchange, realising a fair and transparent market, investor protection,
recording of trades and publication of prices, monitoring and regulating trading (in
coordination with the JSC, ensuring compliance with the regulations), promoting
the provision of accurate and timely information of issuers, and publicising market
information. In order to effectively carry out these tasks, especially ensuring a
transparent and efficient market, and safeguarding rights of investors, the ASE
has applied the recognised international directives with regard to market divisions
and listing criteria (ASE website).*

In the ASE, Securities used to be traded on two separate markets, the first and
the second market. Which market a company can be listed on is strictly
determined based on certain listing criteria pertaining to, for example, realised
profit, free float ratio and number of shareholders etc. Therefore, an investor is
able to readily find out the status of the firm he/she is willing to invest in; and this
in turn promotes the efficiency and transparency of the stock exchange. New
and/or downgraded companies can list their stocks on the second market. To
upgrade to the first market, specific conditions of listing must be satisfied.” In a
recent restructuring of the bourse in the late 2012, a third market was developed

to enhance market efficiency, including new listing requirements.®

* Source : ASE website, Available online at: http://www.ase.com.jo/en/about-ase, accessed at 18/06/2014.
® Source : ASE website, Available online at: http://www.ase.com.jo/en/capital-markets-profile, accessed at
18/06/2014

® For more information of ASE divisions and listing criteria please see “Directives for Listing Securities on
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Post its establishment in 1999, ASE had witnessed remarkable growth in terms of
the number of listed firms and trading volume (Al-Hayale, 2010). It was even
described as “one of the largest and fastest growing markets in the region. The
market capitalization to Gross Domestic Product (GDP) ratio of 73.1% for the year
2000 is one of the highest in the region, exceeding those of Egypt, Morocco,
Saudi Arabia and Israel” (Omer and Simon, 2011: 168). This might have been due
to the shrinkage in the state ownership through launching the privatization
program and other reforms, targeting market openness and liberalising the
economy, attracting foreign direct investments to the market. According to
statistics of the Securities Depository Centre in 2012, more than 51% of
shareholders are non-Jordanian. Foreign investors, indeed, are considered the
main source of capital inflow into exchanges of emerging economies, e.g. Jordan,
which assists in increasing the value of the firm and reducing its cost of capital
(Bekraet and Harvey, 2000). However, the success in attracting foreign
investment, spread over large geographical distances, is highly contingent on the
level of market transparency and timeliness of disclosure (Al-Hayale, 2010). In

this case, the significant of the role of website reporting clearly rises.

In response to technological evolutions, ASE launched electronic trading on
March 26, 2000, to facilitate and speed the trading process, irrespective of
geographical location. Recently, to enhance dissemination of market information,
the ASE upgraded its technical infrastructure, where it released the Internet
Trading Service in 2010. This improves the ways investors can engage in trading
of securities. Investors are allowed to register margin accounts and undertake
short-selling. In addition, Commercial banks can hold securities for their

customers in a sub-account format.’

Despite recent reforms and technological advancements, the ASE has been
suffering from intermittent problems of lack of liquidity and declining trading
activity. The bourse has been exposed to speculative movements. The market

capitalization of ASE has grown and shrunk quickly and recurrently since 2003,

Amman Stock Exchange”; available on the website at: http://www.ase.com.jo/en/listing-securities-directives;
accessed on 18/06/2014.

7 Source: U.S. Department of state, available online at:
http://www.state.gov/e/eb/rls/othr/ics/2013/204667.htm, accessed on 18/06/2014.
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e.g. it has increased from around JD13 billion in 2004, reached the peak at JD29
billion in 2007, dropped to JD19 billion in 2012. The ASE decrease in the price
index was 1.9%, from 1995 points in 2011 to 1958 at the end of 2012. Similarly,
trading volume has fallen sharply, dropping 41.1% to, JD2 bhillion, 2.4 billion
shares. The speculative changes also affected the number of listed firms, where it
increased from 192 firms in 2004 to 277 firms in 2010, and declined to 243
companies at the end of 2012. However, in spite of these dramatic changes and
its consequences in ASE during the last period, it is still one of the largest stock
exchanges in the region that allows foreign investment. The percentage of market
capitalization of listed shares at the ASE to Gross Demotic Product (GDP)
equalled 93.5% by the end of 2012.2

1.2.2.2.1 Family ownership in the ASE

It is commonly known that more than 85% of the private companies overall the
world are family companies, and approximately 35% out of them are among large
500 international companies, which contribute to around 70% of international
GDP. Jordan, specifically, is not an exception and family companies dominate the
economic landscape in the private sector. This is due to the fact that the early
stages of economic activities to establish the private business in Jordan were
done by some families in twentieth and thirtieth of the last century (Jordan news

agency).

According to the formal archives of Jordanian statistics department, these
companies, at early stages of foundation, was entirely owned and controlled by
families, however, with development of economic life and the expansion of their
operations; they have gradually transmitted into public shareholding companies.
Nonetheless, although of shrinkage of families’ shares of companies’ ownership;
this does not widely affect their presence and power in management, dominating
crucial investing and operational decisions regardless of development corporate

governance and transparency.

8

Source:
1. U.S. Department of state, available online at: http://www.state.gov/e/eb/rls/othr/ics/2013/204667.htm,
accessed on 18/06/2014;
2. ASE website, Available online at: http://www.ase.com.jo/en/capital-markets-profile, accessed at
18/06/2014.
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A recent publication in the ASE (2014) indicates that more than 40% of listed
companies in the marked can be classified as family-controlled ones. In a detailed
analysis about the ownership structure in the ASE, conducted by Alwshah (2009),
it was found that most listed companies are family companies and founding
families used to have strong presence in board of directors and management,

which representing an increasing trend over time.

The dominant of families on ownership structure in the ASE might have a big
influence on the market performance, where it is emphasised that there is strong
correlation between risks and returns of family-controlled firms (Shleifer and
Vishny, 1997), where their positive and negative performance - regarding
particularly dividends, financial results and stock prices — will be related to the
management style and way of running business of those dominants families
regardless of the performance of the sector that they belong to (Morck et al.,
1988).

Financial analysts in the ASE stress that investing policies to create investment
portfolios started taking into consideration classifying shares according to family
ownership. This is due to fact that having shares of different firms owned by the
same family is not really considered meaningful diversification. This might be
attributed to the increase in the unsystematic risks for family firms, because the
failure of a company within the family group will definitely affect the rest of
affiliated companies. This was notable in 2008 during the world financial crisis,

where family firms widely suffered from remarkable collapses (ASE website).
1.2.2.3 The Securities Depository Centre (SDC)

By virtue of 1997 Temporary Securities Law No (23), the SDC was the third
institution founded, and officially started its operation on 10" May, 1999. It is a
nonprofit private entity, having administrative and financial autonomy. The
purpose of its establishment is to ensure a secure custody of securities ownership
traded on the ASE, in terms of registering, depositing, and safekeeping and
transferring the ownership of securities, as well as clearing and settling the prices

of exchange transactions among brokers.
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The SDC is an important agency in the Jordan Capital Market; it works in
cooperation with the ASE and the JSC to improve investors’ confidence in the
market. This is through enabling investors to easily follow-up their investments in
an established central registry, safekeeping the securities ownership. Also, it
minimises risks of settling transactions, which were executed by implementing

legislation, instructions and procedures, which are fair, safe and fast.

To efficiently achieve its objectives, the SDC has developed software named the
Securities Central Operation Registry Processing & Information Online
(SCORPIO) System. “SCORPIO, an SDC-designed and implemented system, is
a bilingual system that is a complete solution for the registration, deposit, safe-
keeping and transfer of securities ownership. SCORPIO consists of a number of
systems and modules for registration, depository, clearing and settlement and
also provides a mechanism for risk management and surveillance of clearing and
settlement. Its modules include brokers, issuers, custodians, surveillance and
auditing, pledge, lien and website services systems, which taken together enable

the SDC to provide investors with a wide range of services” (SDC website)®.
1.2.3 Information and Communications Technology (ICT) in Jordan™®

Many international organisations, such as the World Bank, the United Nations and
the US agency for international development, have asserted the role of ICT in
improving the competitive status of the developing countries regionally and
internationally. This is especially where ICT has its identified advantages, which
help in enhancing business environment, improving governmental services,

decreasing poverty rates and promoting the national industries.

Unlike the rest of the Arab region, Jordan possesses an emerging economy,
suffers from scarcity of natural resources, but, however, it has a young population
demographic and a thriving educational environment. Therefore, Jordan has been
striving hard to exploit the high capacity of educated human resources to gain a

competitive advantage. This is partly through acquiring and developing the

? Available online at http://www.sdc.com.jo/english/index.php?option=com_content&task=view&id=56,
Accessed on 12/7/2014

Source : Information and communications Technology- Jordan (int@j) website, National ICT Strategy 2007-
2011 of Jordan, available online at http://www.intaj.net/publicationslist/18, accessed on 20/06/2014.
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information technology sector, in order to support the national economy and
enhance the business environment. Consequently, since the middle of the
nineties, Jordan has made serious efforts towards founding a well-established
national ICT sector. Thus, for the purpose of regulating, developing and planning
the Jordanian ICT sector, Jordan has established four ICT bodies in the period
between 1994 and 2002, which are: National Information Technology Centre
(NITC), Telecommunication Regulatory Commission (TRC), Information and
Communications Technology- Jordan (int@j) and Ministry of Information and

Communication Technology (MolICT).

In addition, Jordan has launched three national plans of action, covering the
period from 2000 to 2016, in order to create clear strategies to enhance the ICT
sector. These plans are: REACH initiative (2000-2005), the national ICT strategy
(2007-2011), and the national ICT strategy (2012-2016). As a result of the efforts
that have been made by the government, there were some positive indications
regarding Jordan’s ICT sector in the years 2009/2010, as can be seen in Table
1.2 below. Firstly, Jordan now represents the main provider of information
technology services in the Arab region, at local and international levels.
Secondly, Jordan has engaged in embracing the pioneer international companies
in ICT industry, such as Microsoft, HP, Cisco, Yahoo!, Oracle, Motorola, LG, Intel
and Ericson. Thirdly, the ICT sector is considered currently one of the major
contributors to the national economy, where the revenues (local and export) of IT
and the telecom sector in Jordan reached around $2 billion in 2010, which
represents 31% of the gross domestic product (GDP). Fourthly, the ICT sector
contributed in creating more than 80,000 working opportunities by 2011, in
various telecom and IT related jobs. Finally, it achieved considerable penetration
rate of the internet and mobile phones, which reached 38% and 108%
respectively in 2010.

" The main export markets of Jordan’s ICT services in year 2010 are: Saudi Arabia (33.83%), Iraq (13.49%),
United Arab Emirates (13.36%), the USA (6.56%), Oman (4.81%), Palestine (4.41%), Egypt (4.13%) and
Netherlands (2.94%) (int@j-a, 2012)
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Table 1.2 summarises the indicators of ICT sector in Jordan for years
2009/2010
Year
The Indicators e 20k
IT Revenues:
IT Local Revenue: $685,461,382 $529,571,537
IT Export revenue: $209,526,864 $202,275,754
IT Total Revenue: $894,988,247 $731,847,291
Internet :
Internet Revenues: $51,279,000 $64,668,000
Internet Users: 1,742,000 users 2,324,000 users
Internet penetration: 29% 38%
Mobile Telephony:
Mobile Revenues: $932,977,000 $1,186,640,000
Mobile subscribers: 6,014,000 subscribers 6,620,000 subscribers
Mobile penetration: 101% 108%
IT related Employment:
Male Employment: 38218 employees 39719 employees
Female Employment: 18670 employees 19543employees
Total Employment: 56888 employees 59362 employees
Source: ICT &ITES Industry Statistics & Yearbook, www.intaj.net, Information & -
Communications Technology Association — Jordan, available online at:
http://www.intaj.net/content/2010-it-and-ites-industry-statistics, accessed on
20/06/2014

1.2.4 Cultural dimensions in Jordan

Hofstede's work (1980, 1991) represents the hugest study endeavouring to
classify nations based on broad value and cultural differences. His study is still
considered relevant till today; in fact, most studies on culture depend on his
research. Hofstede’s (1980: 21) referred to culture as “the collective programming
of the Mind which distinguishes the members in one human group from another”.
In a cross-country study, people belong to different cultural backgrounds tend to
have “different mind sets”, where “mind sets” back to all those concepts prevailing
in a specific culture (Hofstede, 1991). Importantly, Hofstede emphasised that

culture “s learned” besides the fact being “inherited”.

The four common cultural dimensions that might differ among people worldwide
were determined by Hofstede (1980), which namely are: power distance,
uncertainty avoidance, individualism versus collectivism, masculinity versus
femininity, and a fifth dimension, Long term versus short term orientation, was
added by Hofstede in 1991. Indeed, Hofstede (1991) classify Jordan, like any

other Arab country, as society tends to have high power distance and uncertainty
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avoidance, more collectivism, and masculinity and short term orientation. Here is

a discussion of these concepts as follows:

o Power distance: refers to as the extent to which members with less power, in
particular context, expect and accept the fact that power is unequally distributed.
McCoy et al. (2007) concluded that employees in nations characterised by high
power-distance believe that the power is unequally distributed. Therefore, they
usually agree and accomplish missions assigned to them by the superior,
irrespective whether they are persuaded by work ethics of the superior.

o Uncertainty avoidance: reflects the level of risk that members of a culture are
prepared to take, regarding unknown or/and uncertain situation. Society with high
uncertainty avoidance is mostly high risk-averse and not willing to bear risks and
make individual decisions (McCoy et al., 2007).

o Individualism versus collectivism: while ties in societies with individualism are
somewhat loose, they in collective ones stronger and tight. In addition,
individualism calls everybody to take care about himself/herself, and his/her
immediate family, while collectivism implies that the individuals in homogeneous
societal groups look after each other as they exchange protection and loyalty. In
high collectivism cultures, e.g. Jordan, it is highly important for people to affiliate to
a group, where its members accept and respect opinions of each other (McCoy et
al., 2007).

o Masculinity versus femininity: masculinity of society means roles of two
genders are clearly dissimilar, while femininity ones gender roles are highly
overlapped; both genders are often to be modest, tender and pay attention to the
quality of life. In cultures where masculinity is high, like Jordan, males rather than
females have more social pressures to be outstanding. However, both of them
may be socialised to be ambitious, in feminine cultures (McCoy et al., 2007).

. Long term versus short term orientation: in societies oriented towards long
term values, people are more concerned with future reward, specifically,
perseverance and saving, while those with short term orientation, the these values
are more related to the past and present, especially, tradition respect and social

obligation fulfilment .
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1.3 Research purpose

The aim of the study is two-fold. Firstly, the research aims to develop a generic
framework for adoption and practices of internet corporate reporting (ICR) in
developing countries. This framework should integrate technological, managerial,
organisational and environmental factors that identify the main aspects of
adopting any new technological innovation such as ICR, especially in developing
countries. Secondly, the research aims to test the applicability of this framework

by undertaking an empirical study in a developing country, namely Jordan.

1.4 Research questions

The study aims to answer the following questions:

Q1: To what extent do Jordanian companies succeed in practicing ICR in terms of
content (financial and accounting, corporate governance and CSR) timeliness,
presentation and usability?

Q2: What are the substantial determinants of the levels of ICR among Jordanian
companies listed on the ASE?

Q3: What are the important determinants that distinguish the adopters from non-
adopters of ICR in Jordan?

Q4: What are the perceived factors that contribute significantly to the adoption or
non-adoption of ICR in Jordan?

1.5 Research Objectives

The study strives to achieve three main objectives; including ten sub-objectives as
follows:

The FIRST OBJ: To explore levels of ICR that Jordanian companies listed on
ASE realise in general, and in terms of content (financial and accounting,

corporate governance and CSR) timeliness, presentation and usability.
The SECOND OBJ: To identify the determinants that influence variations of ICR

practices among companies listed on ASE. This objective is divided into three

sub-objectives, which aim to test the effect of organisational attributes (firms’
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general characteristics and corporate governance (board and ownership
structure) of companies on the ICR practices as follows:

Sub-SECONDOBJ1: to test the impact of firms’ general characteristics (size,
leverage, profitability, listing status and industry sector) on variations in levels of
ICR practices, overall, content (financial and accounting, corporate governance
and CSR) timeliness, presentation and usability;

Sub-SECONDOBJ2: to test the impact of firms’ board structure (size,
independence, role duality, audit committee, and corporate governance and
nominating committee) on variations in levels of ICR practices, overall, content
(financial and accounting, corporate governance and CSR) timeliness,
presentation and usability;

Sub-SECONDOBJ3: to test the impact of firms’ ownership structure (institutional,
management, foreign and family ownerships) on variations in levels of ICR
practices, overall, content (financial and accounting, corporate governance and

CSR) timeliness, presentation and usability.

The THIRD OBJ: To examine the determinants and the perceived factors that
significantly contribute to the adoption of ICR, which distinguish the adopters from
non-adopters of ICR in Jordan. This objective is divided into 6 sub-objectives,
which aim to explore the impact of firms’ surrounding conditions [organisational
(firms’ general characteristics, board structure and ownership structure),
technology, management and environment)] on companies’ propensity toward
ICR adoption as follows:

Sub-THIRDOBJ1: to test the impact of firms’ general characteristics (size,
leverage, profitability, listing status and industry sector) on ICR adoption;
Sub-THIRDOBJ2: to test the impact of firms’ board structure (size,
independence, role duality, audit committee, and corporate governance and
nominating committee) on ICR adoption;

Sub-THIRDOBJ3: to test the impact of firms’ ownership structure (institutional,
management, foreign and family ownerships) on ICR adoption;

Sub-THIRDOBJ4: to identify the effect of the perceived internal and external
technology readiness on the status of ICR adoption;

Sub-THIRDOBJS: to identify the effect of the perceived management awareness,

commitment, and cost-benefit balance on the status of ICR adoption;
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Sub-THIRDOBJ6 to identify the effect of the perceived internal and external
technology readiness on the status of ICR adoption;
Sub-THIRDOBJ7: to identify the effect of the perceived external environment

readiness (users’ attention and government) on the status of ICR adoption.

1.6 Justification for the study

The motivations behind this study can be shown as follows:

. A lack of a comprehensive theoretical framework to investigate the adoption and
practices of internet corporate reporting. All prior studies have engaged in
explaining the status of ICR practices using the same determinants that have
already been employed by the printed voluntary disclosure literature. This is to
explain the variability of the level of internet reporting among companies that have
already adopted such practices. Consequently, they have neglected the issues
regarding the factors causing low levels or non-adoption of ICR. They have also
overlooked the differences between two types of disclosure, where the internet
disclosure emerged due to the emergence of new technology. Therefore, the
factors that motivate or restrict the new technological innovations to be adopted
and diffused should be considered in internet disclosure research. Technology
aspects, management attitudes toward change, organization resources and
surrounding environment, these factors are considered key issues in studying the
adoption and implications of new innovations especially in developing countries.

. The manager is the core of the change process in the company. Managers’
attitudes and perceptions towards the new innovations are very important to the
success of adoption and implementation of these innovations, especially in
developing countries, where the businesses tend to have highly centralised
organisational structures (Vreede et al.,, 1999). None of the existing studies
address the perceptions of the managers about the readiness of the management,
technology, organization and environment to adopt internet reporting.

. The intended ICR adoption framework can serve as an assessment exercise to
provide companies in Jordan, and other developing countries, with a valuable tool
determining strengths and weaknesses regarding aspects of ICR adoption at
national and firm level. This assessment framework for ICR adoption is expected

to enable managers and regulators to assess the current status of the degree of
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companies’ readiness for ICR initiatives, in order to set up prospective strategies,
to make better use and best practices of ICR. Therefore, the companies will be
capable to formulate action plans to improve the quality and quantity of ICR to
meet the diversified needs of the corporate information users.

1.7 Thesis structure

This thesis consists of three main parts and nine chapters as shown in figure 1.1:

Chapter 1: Introduction

Chapter 2: An Overview on

Theoretical Establishment
ICR

Chapter 3: Literature Review

Chapter 4: Methodology

Methodology

Chapter 5: Questionnaire

Development
Chapter 6: Patterns of ICR in

Jordan
\/ Chapter 7: Determinants of
ICR Adoption and Practices:
Secondary data analysis and
Analysis, Discussion and discussion
Conclusion -
Chapter 8: Perceived
determinants of ICR adoption:
Questionnaire analysis and
discussion
Figure 1.1 Thesis structure Chapter 9: Summary and

Conclusions




Chapter 1: provides an overview of the main argument for investigating ICR,
clarifying the importance of the study. The study questions, objectives and
justifications for the study are set out. In addition, it provides a brief look at at the
research context, Jordan, in terms of economy, reporting regulations, institutional
framework, as well as the status of information-communication technology (ICT)

in the country.

Chapter 2: highlights the concept, nature, benefits and drawbacks of ICR, in
order to illustrate its importance and the need for studying the current topic.

Chapter 3: covers three major sections. The first section provides summaries of
the previous studies addressing different relevant aspects of ICR, and giving a
critical assessment. These studies are classified into three categories: descriptive
studies of ICR patterns, patterns explanatory studies and ICR adoption
explanatory studies. The second section supplies the theoretical foundation of the
study, including disclosure and innovations diffusion theories. Finally, the third
section presents the development of the current theoretical framework of this
study. This framework serves as a conceptual baseline to explain firms’

behaviours towards ICR adoption and practices.

Chapter 4: highlights the various philosophies (paradigms), approaches, methods
and strategies of collecting data and analysis, sampling techniques, illustrating the
justifications for choosing among various methodological options employed in the
study. Two data collection and analysis methods are covered in this chapter,

disclosure index and secondary data methods.

Chapter 5: explains the process of developing the questionnaire survey. This
includes a general overview on the questionnaire method, questionnaire
administration and formulation of inherent hypotheses. In addition, it illustrates the
lengthy procedures that have been followed to create, validate and refine the
questionnaire. Indeed, the factor analysis is an essential part in this chapter.

Chapter 6: analyses the results of patterns of disclosure practices in Jordan.
These were collected using the disclosure index, covering four types of ICR
practices content (financial and accounting, corporate governance and CSR)

timeliness, presentation and usability. Percentages of ICR were calculated
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regarding each item, category and separately for each industrial sector. This is to

highlight strengths and weaknesses in those practices.

Chapter 7: presents the findings and discussion resulting from statistical tests of
the relationships between independent variables pertaining to the organisational
dimension (which are divided into three categories: firm characteristics, corporate
governance and ownership structure), and the dependent variables (ICR adoption
and practices). Logistic regression testifies to the factors that may explain the
companies’ ICR adoption status, whether to adopt ICR or not, while OLS
regression attempts to predict the factors that might affect the levels of disclosure
practices over companies’ websites as they are measured by eight ICR indices.

There will be a thorough discussion of findings for each variable separately.

Chapter 8: provides a detailed analysis of the data that have been collected using
the research questionnaire, which seeks to explore the perceived technological,
managerial, and environmental factors that might affect the adoption of ICR. This
chapter has two main parts. The first reports the results of the discriminant
analysis to clarify the factors that might contribute significantly to the companies’
decision to adopt or not adopt the ICR’s practices. The second is a discussion of

those results.

Chapter 9: gives a short overview on the research, its objectives, methodology
and methods. It also summarises the study’s conclusions, contributions,

limitations, and recommendations for future research.
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Chapter 2: Internet Corporate Reporting: An Overview

2.1 Introduction

Over the past two decades, advancement of technology has massively boosted
corporate communications with stakeholders. A company can utilise its website to
deliver a huge amount of timely information, efficiently, any time, and worldwide
(Beattie and Pratt, 2003; Jones and Xiao, 2004; Al-Htaybat, 2011).

While the current study is interested in examining the factors affecting adopting
and practicing ICR, it is worthwhile looking at the concept, nature, benefits and
drawbacks of ICR, in order to illustrate its importance and highlight the need for
studying the current topic, in addition to drawing attention to the potential
obstacles that might inhibit effective use of this communication tool. The rest of
this chapter is structured as follows: Section 2.2 presents the concept and nature
of ICR. Section 2.3 provides discussion of benefits and drawbacks of ICR,
including a focus on the role of ICR in regards to the quality of disseminated
information. This is in light of the fundamental and enhancing qualitative
characteristics of financial information that were identified by the conceptual
framework issued by International Accounting Standard Board (IASB, 2010). The
chapter ends with a conclusion in section 2.4.
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2.2 The nature and concept of ICR

Corporate disclosure via the internet provides an efficient and useful
communication channel for companies to report financial results and other
information to the wide range of corporate information users (Mohamed et al.,
2009). Furthermore, internet reporting supports diversified formats and variety of
content of disseminated material, which absolutely improve the quantity, quality
and timeliness of disclosed information, in comparison with paper-based
corporate disclosure (AICPA, 1994; Wallman, 1995; Al Arussi et al., 2009). The
internet disclosure, as an extra dissemination medium available for the companies,
presents features that are not available in paper-based disclosure, which aids in
improving the interaction and quality of the overall corporate disclosure. Some of
these features are: hyperlinks, dynamic presentations, downloadable spread
sheets, multimedia, including graphics, video, audio, etc. (Ashbaugh et al., 1999;
FASB, 2000; Debreceny et al., 2002; Ettredge et al., 2002).

Many previous studies have defined ICR and described it in different ways.
Among the early definitions of ICR, for instance, Xiao et al., (1996: 36) refer to
ICR as “a process of communicating information (mainly financial) about the
resources and performances of a business entity which is useful in decision
making and performance monitoring”. In addition, researchers like Ashbaugh et
al., (1999); IASC, (1999); Trites, 1999; FASB, (2000) regarded ICR as the
process of the dissemination of performance and financial information of the
company via internet technology on the World Wide Web (hereafter website).
However, it is obvious that the above definitions of ICR concentrate mainly on the
financial disclosure aspects of internet reporting, overlooking non-financial
corporate disclosure aspects, as an essential part of corporate reporting on the
internet. Also, these definitions neglected the fact that ICR is mostly a voluntary

medium of disclosure.

Nonetheless, Elsayed, (2010: 38) presented a more inclusive definition, and
defined ICR as a ‘“disclosure tool that aims to disseminate, voluntarily, various
types of information - financial and non-financial- on the company’s website”.
Additionally, the FASB (2000: 30) determines two major dimensions of ICR. The

first one is the presentation of internet reporting, which represents the external
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format of the released information, which allows for a more dynamic interaction
and extra analytical tools, between the user and company databases, than are
available in the hard copy corporate disclosure (for examples, hyperlinks,
multimedia: graphics, video and audio) (Debreceny et al., 2002). The second is
the content of internet reporting, which represents the nature of information that is
published on the company’s website. The ICR enables companies to disseminate
all types of information comprised in the hard copy-disclosure, such as annual
reports as well as additional information like board of directors meetings, financial
analysts’ records, and audit reports etc. (Debreceny et al., 2002; Jones and Xiao,
2004).

ICR is considered a voluntary channel of disclosure practices that are used by a
firm as a tool to communicate financial and non-financial information about the
company to all interested users (Ettredge et al., 2001 and Elsayed, 2010).
Therefore, there is no legal obligation upon the company to adopt such type of
discretionary disclosure means, which might be directed by companies, to
strategically manage the decisions produced by creditors, investors and other
stakeholders, to reduce the cost of capital and increase stock liquidity (Healy and
Palepu, 2001; Henchiri, 2011).

Overall, for the purpose of this study, ICR can be defined as: a discretionary
medium of corporate disclosure aiming to electronically communicate financial
and non-financial information for the interested users, using the company’s
website, in order to achieve certain strategic purposes of the company. The next

section discusses the benefits and related drawbacks of ICR.
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2.3 Benefits of ICR and the related drawbacks

Since Elliott (1992) predicted, in his “third wave” paper, the imperative change of
internal and external accounting practices, as a coercive outcome of information
technology (IT) advancement, the world has increasingly witnessed accelerated
steps toward the adoption of different internet reporting technologies. This is
especially where the paper-based disclosure suffers many pitfalls, as for instance,
incomparability, infrequent dissemination, high cost, limited diffusion and out of
date information, which limit its ability to be useful for decision-making of different

user-groups of the company’s information (Burry, 1999; Debreceny et al., 2002).

Internet technology offers unique features, such as speed, wider reach, low cost
and more which assist in avoiding some of the pitfalls (if not all) that result from
using traditional hard copy reporting (Wallman, 1995; Joshi and Al-Modhahki,
2003; Al Arussi, 2009). Therefore, these features will improve the communicative
traits of corporate disclosure in many aspects, such as accessibility any time from
everywhere, interactivity with different information users, the quantity of
dissemination, flexibility of presentation formats, enhancing the quality of

disseminated information and cost-effective dissemination.

The limitations of paper-based reporting in addition to the features available by
internet reporting have driven many researchers to claim that the hard copy
reporting paradigm has progressively diminished, opening the way for the internet
reporting paradigm (Nordberg, 1999; Romain, 2000). However, it should be
mentioned that the disclosure via the internet medium is not free from some
drawbacks. For example, information overload, Internet-based fraud, information
boundaries, poor website design, which may affect the reliability, comparability,
integrity and credibility, of reported information (Joshi and Al-Modhahki, 2003;
Lodhia, 2004; Jones and Xiao, 2004; Henchiri, 2011). Such drawbacks may
mitigate the power of the internet to be a perfect communication tool for
disseminating information to the interested users (Al Arussi et al., 2009). The next
section highlights the benefits and related drawbacks in respect of six
characteristics of internet corporate reporting, which are: accessibility, interactivity,
quantity of dissemination, presentation formats, quality of information and cost-
efficiency.
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2.3.1 Accessibility

The widespread coverage of the internet enables companies to provide updatable
and sharable information on their websites, which can be accessed directly and
promptly by all types of information users from everywhere and at any point of
time (Xiao et al., 2002; Adham and Ahmed, 2005; Al Arussi et al., 2009;
Mohamed et al., 2009). In addition, the ease of search and ease of access
through using various searching techniques and hyperlinks available over internet
technology, also enables each user-group non-sequential access to required
information that satisfies their specific needs, in order to make rational decisions
about their diverse interests, on a real-time basis (Lodhia, 2004; Oyelere et al,
2003; Al Arussi et al., 2009; Mohamed et al., 2009).

In contrast, there are some pitfalls that might mitigate the effective access to the
published information via the internet. Poor website design by the company, and
using it for multi purposes such as advertising; may cause information overload
that consequently limits the ability of information users to make efficient access to
the targeted information (Lodhia, 2004; Laswad et al., 2005). Therefore, the range
of acceptability of the financial and non-financial information disseminated over
the internet medium will be reduced instead of traditional paper-based reporting
among the interested users (Laswad et al., 2005). Furthermore, Lodhia (2004)
argues that users of corporate information have different preferences, interests,
abilities, skills and competences in using website corporate reporting, which in

turn creates a relative competitive advantage to sophisticated information users.
2.3.2 Interactivity

A variety of options are available in online reporting via medium of the internet
such as hyperlinking, downloading, multimedia, animated graphs format, video,
audio, etc. These help in enhancing the level of interactive communication
between the company and the different groups of stakeholders (Ashbaugh et al.,
1999; FASB, 2000; Debreceny et al., 2002; Ettredge et al., 2002; Xaio et al., 2002;
Gowthorpe, 2004). Similarly, ICR allows interactive and collaborative
communication between the company and its audiences through the flexibility of
options presented by internet technology.
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Firstly, the presence of multimedia options on the website of the company, such
as sound and video tabs, create an opportunity for the company to communicate
many recorded or live activities about the company virtually or in voice form.
Some of these activities are: annual general meeting (AGM), performance
analysis records, and analysts and audit meetings (Louwers et al., 1996; Ralvic
and Stretton, 2000; Debreceny, 2002; Ettredge, 2002). Moreover, graphic
animations assist the company to outline figures regarding the company activities
and performances (such as, stock prices trends, quarterly and annual profits
diagrams, and growth levels, etc.). Additionally, tables, graphs, charts and other
presentation forms can be provided, which accordingly increase the level of

comprehension of the stakeholders about certain aspects of the company.

Secondly, internet technology affords the ability to the companies for uploading
various and huge quantities of financial and non-financial information about the
different activities of the company on a cheap, fast and continuous basis.
Consequently, downloadable files, like Excel spreadsheets that show financial
summarises about the company performance, offer the opportunity for the
interested parties to download the targeted information, and use it in preparing the
computer based financial analyses any time and from their personal computers, in
order to make rational decisions about their investments (e.g. stocks and debts)
(Hedlin, 1999).

Thirdly, hyperlinks also enable the users of information to navigate through the
internet pages to get desired and more detailed information related to their
diversified interests, wherever they are willing to receive it. Furthermore, the
hyperlinks provide information, either this information being available on the
companies’ websites or available on other websites (for example, information
about stock prices available on the financial market’'s website) (IASC, 1999).
Finally, internet technology also facilitates interacting with stakeholders through
the use of electronic-mail (e-mails) on websites, called web mail, where the
company being able to communicate various types of information to specific
stakeholders, as required, any time and when needed (Deller et al., 1999;
Wagenhofer, 2003; Wickramasinghe and Lichtenstein, 2006).
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2.3.3 Quantity of disseminations

The variety and amount of corporate disclosure are conditional upon the purpose
of disclosure and the means used in disclosure (Healy and Palepu 2001). The
features of internet technology, in terms of high loading capacity, connectivity and
speed, afford the capability for companies to communicate a vast amount of all
types of information, to all groups of information users. Also, the amount of
information disseminated via internet reporting considerably exceeds that
included in the traditional paper-based annual reports, containing extra financial
information, non-financial information, audio and video tabs and qualitative data,
to the stakeholders in frequent mode and at relatively low cost (Louwers et al.,
1996; Ettredge et al., 2002; Oyelere et al, 2003; Beattie and Pratt, 2003; Jones
and Xiao, 2004; Wickramasinghe, 2006; Al Arussi et al., 2009). In this context,
Elliot, (1994); and Jones and Xiao, (2004) anticipated that information technology
will widely change the characteristics of external corporate reporting, where
companies will be able to disclose great volumes of financial and non-financial

information, interactive and disaggregate reporting, on a timely basis.

Instead of the advantages that are gained by interested users from the high
guantity of disseminated information, it can cause a problem called ‘information
overload’ (Jones and Xiao, 2004; Lodhia, 2004). This problem results from
accumulating old information, resulting in a huge amount of information. Hence,
this accumulated old information may create a fatigue in interested users who
wish to access the appropriate and/or most recent information that meets their
particular needs, and would be useful in the decision making process (Jones and
Xiao, 2004).

2.3.4 Presentation formats

The traditional hard-copy corporate disclosure could be described as a static
reporting form of corporate disclosure (FASB, 2000; Jones and Xiao, 2004),
where the annual reports are issued almost once a year, and the information
included in it cannot be changed once released (Al-Motrafi, 2008). Consequently,
because of the static nature of the paper-based paradigm, it denies the effective

interaction in communication between the company and its stakeholders.
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On the other hand, online corporate reporting represents a dynamic form of
corporate disclosure (Jones and Xiao, 2004). This is due to its inherent
characteristics and divergent options available for the users, such as video, audio,
multimedia graphics, downloadable spread sheets, etc (Ashbaugh et al., 1999;
FASB, 2000; Debreceny et al., 2002; Ettredge et al., 2002) . Furthermore, the
flexible nature of presentation formats of internet reporting permits more
interactive and direct communication between the company’s databases and the

users of financial information (Debreceny et al., 2002).

The main problem related to the presentation of information over the company
website is the ‘boundaries problem’. The financial information presented over
internet reporting usually suffers from a lack of clear boundaries between
separate disclosed information, which making it difficult for a regular user of
corporate information, to identify the real layout of disclosed information
(Debreceny et al, 1998). Consequently, this inhibits an easy and successful
determination of the targeted information. Therefore, unclear boundaries involving
disseminated information, like the lack of clear boundaries between audited and
unaudited financial statement (Trites et al., 1999; Fisher, 2004), may cause
problems and almost prevent regular users of the company’s website from
accessing the required information and, in turn, taking the right decision in the
course of action (Flynn and Gowthorpe, 1997; Bury, 1999; Trites et al, 1999).

2.3.5 Quality of information

The conceptual framework issued by the International Accounting Standard Board
(IASB, 2010: 33-38) discusses the qualitative characteristics of financial
information that is either reported in the financial statements or reported in other
ways, which make it useful for making decisions by different types of users, such
as current and potential investors, creditors and analysts. The conceptual
framework divides the qualitative characteristics of the reported information into
two groups: fundamental qualitative characteristics and enhancing qualitative
characteristics. According to IASB (2010), the former group represents the core
characteristics to get useful information for the decision making process, which
are: the relevance and faithful representation. The latter group represents

assistant characteristics, improving the usefulness of reported information, which
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is already relevant and faithfully represented. These characteristics are:
comparability, timeliness, verifiability and understandability. Additionally, the
conceptual framework by IASB (2010) stated that the cost represents the main
constraint facing firms in achieving useful reported information. In line with the
qualitative characteristics of useful financial information presented in the
conceptual framework by IASB (2010), this section illustrates the advantages and
disadvantages of internet reporting in gaining useful financial information. In
addition, it discusses the role of internet reporting in mitigating and/or enlarging

the cost constraint problem.

2.3.5.1 Fundamental qualitative characteristics of corporate disclosure

The fundamental characteristics represent the core characteristics of useful
financial information, which should be relevant and faithfully represented IASB
(2010).

2.3.5.1.1 Relevance

The useful financial information should be basically relevant for the decision made
by the users of this information. The financial information could be described as
relevant information if it has the ability to influence decisions made by the user
(IASB, 2010). The financial information could influence the decisions made by the
user if it possesses “predictive value, confirmatory value or both” (IASB, 2010: 33).
The predictive value of the financial information could be achieved where the user
is capable of forecasting future events from the historical information available,
while the confirmatory value of the financial information means that, the reported
information is able to feedback the users about the previous events of the
company (IASB, 2010).

Unlike hard-copy annual reports, the fast and cheapness of disseminating
financial information of the company through internet channels provides the
opportunity to the company to increase the frequency of disclosure, in order to
communicate up to date information to the interested users, in a timely manner
(Debreceny et al., 2002; Oyelere et al, 2003; Beattie and Pratt, 2003; Jones and

Xiao, 2004). Consequently, the quick availability of information to the users leads
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to speed in processing this information, and therefore the ability to take the
appropriate decisions by the users for the best course of action. In other words,
the increase of timely information assists the availability of more relevant
information, and hence the increase of the impact on the decisions made by the
users (Debreceny et al., 2002; Henchiri, 2011).

Many researchers (such as Debreceny et al., 2002; Abdelsalam, and Street,
2007; Al Arussi et al., 2009; Henchiri, 2011) emphasise the role of internet
technology in formulating the actions of the shareholders in the financial markets.
Furthermore, they assert that the features available in internet reporting such as,
high speed, low cost, wide coverage and ease of access boost the ability of the
company to provide frequent, comprehensive and timely information for debt and
equity holders. As a result, the firm’s value, liquidity and efficiency of the financial
market will be increased on the one hand, while the cost of capital and market risk
will be reduced on the other (Debreceny et al., 2002; Henchiri, 2011).

2.3.5.1.2 Faithful representation

The financial information disseminated in the annual reports, according to IASB
(2010), should possess three characteristics to faithfully represent a particular
reported item: “completeness, neutrality and free from error” (IASB, 2010: 34).
Indeed, there is no barrier for the company to use internet reporting to
communicate financial information characterised by completeness, neutrality and
free from error to the stakeholders. However, this absolutely relies on the ways of
usage, the degree of control, and attention and concern, given by the companies

to their internet corporate reporting systems.

Many researchers (such as, Green and Spaul, 1997; Lymer, 1997; Hussey and
Sowinska., 1999; Trites et al., 1999; Hodge, 2001; Oyelere et al., 2003; Jones
and Xiao, 2004; Mohamed et al., 2009) mentioned that internet reporting is
exposed to some risks (for example, hacking, internet fraud, etc.), as well as
some problems (e.g. boundaries problems), which may violate the reliability and

integrity of financial information, and therefore affect its faithful representation.

The risks that threaten the faithful representation of financial information can be

presented as follows. Firstly, the information disseminated over the company’s
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website is subject to the alteration and omission either deliberately by the
company (in case of the manager wanting to omit some facts intentionally) or
through, for example, unauthorised access to the company’s website by any
external party (Xiao et al., 2002; Hodge and Maines, 2004; Mohamed et al., 2009).
This consequently affects the completeness of the financial information, and
hence reduces its integrity and reliability. In this respect, researchers like Jones
and Xiao (2004); and Mohamed et al. (2009) assert that the security exposures
represent one of the most important challenges facing the integrity and reliability
of reported financial information via the internet. However, the company is able to
enhance security of information by implementing effective security and

safeguarding procedures such as anti-hacking and filtering software.

Secondly, the financial information should be presented neutrally in financial
statements rather than directed, manipulated or biased in such ways as to
influence the decisions made by users (IASB, 2010). However, whereas the
internet represents a voluntary disclosure channel available for companies,
managers sometimes abuse internet reporting through disclosing information
selectively, or omitting certain information, in line with their interests, to affect the
decision taken by certain users (Flynn and Gowthorpe, 1997; Hussey and
Sowinska., 1999). Finally, the financial information disseminated on the company
website is vulnerable to the errors more than those reported in the paper based
paradigm. In this context, Mohamed et al., (2009) argues that accuracy and
credibility of ICR might be influenced by errors incurred during the re-keying and

extracting processes of the reported information.

Overall, faithful representation could be successfully achieved in internet
corporate reporting, but it depends on the efforts made by the company to
enhance the security systems, reducing the potential errors and maintaining

neutrality of the disclosed information.
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2.3.5.2 Enhancing qualitative characteristics of corporate disclosure

The comparability, timeliness, verifiability and understandability are the
enhancing qualitative characteristics that boost the usefulness of reported

financial information, which is relevant and faithfully represented (IASB, 2010).

2.3.5.2.1 Comparability

The consistency in using the accounting methods among companies and across
periods enhances the comparability of the information reported in the financial
statements (IASB, 2010). Therefore, the investors in the financial markets will be
able to rely on the information included in the financial statement to evaluate the
performance of various companies for the same period, and for the same
company across periods. Accordingly, they can compare the available investing
options and make rational decisions about their investment portfolios (IASB,
2010).

At the present time, the widening of the geographic spread of investors over the
world invokes the need for comparable reported financial information of a firm.
The unique characteristics of internet technology, such as wide coverage, high
capacity, high speed, and ease of accessibility, give an opportunity for companies
to communicate multiple versions of financial information, and according to
different sets of standards applicable internationally (e.g. publishing versions of
financial statements according to GAAP, IFRS, local requirements, etc.). As a
result, the world wide investors can compare financial results, either within the
same company or/and among companies from different nations. Hence, the

financial information becomes more comparable.

Nevertheless, many researchers (for instance, Trites, 1999; Etterdge et al., 2001,
Fisher et al., 2004; Jones and Xiao, 2004) argue that, because website reporting
represents, mostly, an unregulated and voluntary type of corporate disclosure, it is
likely that the companies would not disclose the financial reports consistent with
Generally Accepted Accounting Principles (GAAP). Thus, companies may follow
their interests and present financial statements outside the local or international
regulations, which consequently violate the comparability of published financial

statements. Moreover, the lack of standardisation and customization of financial
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statements published over the company’s websites will reduce the consistency
and comparability of this financial information, in contrast with the information
reported in the hard-copy annual reports (Deberecny et al, 1998; Jones and Xiao,
2004, Henchiri, 2011).

2.3.5.2.2 Timeliness

The remarkable increase of financial fraud and scandal in the last two decades
has motivated the regulators of financial markets to claim more transparency and
timeliness for disclosed corporate information (Bozcuk et al., 2011). The features
offered by the internet, facilitate transferring up to date and relevant information to
the investors on a real time basis, which consequently enhances the efficiency of
the financial market (Abdel-Salam and Street, 2007).

The IASB (2010: 37) stresses the usefulness of timely information in rational
decision making, and refers to timeliness as “having information available to
decision-makers in time to be capable of influencing their decisions”. Therefore,
the financial and non-financial information reported by the company, should be
available in convenient real-time, to be useful in decision making by the users of
the corporate information. The internet represents an effective medium to
communicate corporate information to the interested users at high speed and
relatively low cost (Debreceny et al., 2002; Jones and Xiao, 2004). It therefore
enhances the capability of the company to increase the frequency of
disseminating information, and thus improves the timeliness of disclosure
(Debreceny et al., 2002).

2.3.5.2.3 Verifiability

The financial information can be described as verifiable information, if the various
users of the information are capable of approximately concluding the same results
about a specific item reported in the financial statements (IASB, 2010).
Furthermore, the verifiability improves the ability of users of financial information
to make sure (either directly through direct observation of the item or indirectly

through recalculating the inputs to check out the outputs of the specific item) that
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the presented item faithfully represents the real status quo of an economic
phenomenon (IASB, 2010).

Unlike the features of the paper-based disclosure paradigm, the high capacity and
variety of options available on the internet, as a transporter of corporate
information, enables the company to disseminate an unlimited amount of different
types of financial information (Al Arussi et al., 2009). Therefore, the users can
easily access various information sources, and verify the credibility of any item
under examination. Moreover, in this context, Debreceny et al., (2002) argue that
the presence of some options on the internet technology, such as hyperlinks,
facilitating the linkage to various information sources, will definitely enhance the
verifiability of the financial information. Additionally, the internet offers
downloadable spread sheets, like Excel sheets, which facilitate the direct access
and recalculation of the items of financial statement items to verify their reliability,

accuracy and truthfulness.
2.3.5.2.4 Understandability

The useful financial information should be easily understandable for regular and
sophisticated users. “The classifying, characterising and presenting information

clearly and concisely make it understandable” (IASB, 2010: 37).

Indeed, reporting information over the internet is considered more complex to
understand than traditional paper-based reporting (Debreceny et al., 1998). There
are many sources of distortions and complexity of internet reporting, which
therefore reduce the level of comprehension of financial information. Firstly, the
unstructured formats and massive quantity of detailed reported information is
likely to create an ‘information overload’ problem, which consequently confuses
and inhibits the users from accessing the required information (FASB, 2000; Xiao,
and Jensen 2001; Xaio et al., 2002). Secondly, the wide use of hyperlinks and
hypertexts may prevent the users from discriminating between different classes of
information, such as, differentiate between audited and unaudited financial
statements (Flynn and Gowthorpe, 1997; Bury, 1999; Trites et al, 1999; FASB,
2000; Jones and Xiao, 2004). Finally, there is the boundaries problem, where the

financial information presented over internet reporting suffers from the lack of
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clear borders between separate disclosed information, which might mislead the
users of financial information to identify the real layouts of disclosed information
(Debreceny et al, 2002), which therefore prevents the successful determination of
the targeted information (Flynn and Gowthorpe, 1997; Trites et al., 1999; Fisher,
2004).

However, the decision is in the hands of companies to disseminate
understandable information, where they can organise online disclosed information
in such a way as to be clearly presented and classified. In addition, some experts
and researchers urge businesses to standardise their external business online
reporting through adopting eXtensible Business Reporting Language (XBRL)
(Cordery et al, 2011).

2.3.6 Cost efficiency

The paper-based corporate reporting incurs costs in terms of gathering, assuring,
processing and distributing quantitative and qualitative information (IASB, 2010).
Additionally, these costs will increase significantly with geographical spread of
information users as well as with the frequency of corporate reporting during the
year. In contrast, in the presence of the internet, the cost as a pervasive
constraint of corporate disclosure does not exist anymore. The internet, as a
cheap electronic transporter of financial and non-financial information of any
volume, is definitely able to save these costs, irrespective of the frequency of
disclosure and geographic scope covered (Allam and Lymer, 2002; Debreceny et
al. 2002; Jones and Xiao 2004; Khadaroo, 2005; Mohamed et al., 2009).
Comparatively, the study conducted in the UK by Investor Relation Society (1998)
revealed that the average cost to distribute one version of printed financial
statements to stakeholders is around £5, while the annual maintaining costs of the
financial information on the company website are approximately from £20,000 to
£30,000.

However, some researchers like Jones and Xiao (2004) and Adams and Frost
(2006) argue that internet reporting incurs some additional costs, which may
reduce the efficiency of online reporting, such as updating and maintenance cost,

security programs, licence rights, periodical repair, designing and programming
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fees and staff total costs in respect of the upgrade, maintenance and monitoring
the company’s webpages. In addition, Mohamed et al., (2009) mention that online
reporting creates unnecessary additional costs upon the companies in developing
countries, where the online reporting represents a voluntary form of corporate

disclosure; it does not officially substitute the mandatory hard-copy annual reports.

Furthermore, Oyelere and Kuruppu (2012) argue that perceptions about costs
may be among other issues that limits the wide diffusion of online financial
disclosure in the Middle East. Oyelere and Kuruppu (2012: 311) also specifically
state that “apart from initial set-up costs, which are relatively minor, the ongoing
long-term costs of operating and maintaining corporate web sites for IFR
purposes are minimal. Initial set-up costs could include computers systems and
equipment acquisition, system design and implementation costs, including
consultancy charges, general and application controls costs of the system, and
ICT space and infrastructural requirements. While initial set-up costs could be
substantial, they are usually relatively minor in comparison to other corporate
costs. The benefits to be derived from IFR in the current age of globalisation and

endemic market inter-linkages are likely to far outweigh the pecuniary costs”.
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2.4 Conclusion

This chapter provides a summary about the nature and concept of ICR as well as
illustrates the benefits of ICR and its inherent drawbacks. Generally speaking ICR
is a voluntary and unregulated means of corporate disclosure in most countries
around the world. For the purpose of this study, ICR is defined as: a discretionary
medium of corporate disclosure aiming to electronically communicate financial
and non-financial information for the interested users, using the company’s

website, in order to achieve certain strategic purposes of the company.

ICR brings many advantages for corporate disclosure, but at the same time,
creates several disadvantages. ICR enables companies to access and interact
dynamically with geographically-dispersed interested users, providing them with a
vast quantity of timely, multiple-format and less costly information. However, as it
is a voluntary disclosure channel, some researchers argue that it burdens
companies in developing countries, as it is usually characterised as small
businesses, by additional costs, which can be avoided in the existence of hard-
copy and third party disclosure.

Furthermore, some concerns regarding the quality of disseminated information
were also raised, especially in the occurrence of some problems of ICR such as
information overload, information security, deregulation, lack of boundaries and
standardisation. These problems might limit some of the qualitative characteristics
of reported financial information included in the conceptual framework issued by
the International Accounting Standards Board (IASB, 2010: 33-38). While ICR is
more likely to enhance the relevance, verifiability and timeliness of financial
information, it might make it less faithfully representative, understandable and
comparable. However, a company management has a great role to overcome or,

at least, mitigate the severity of such shortcomings.
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Chapter 3: Literature Review

3.1 Introduction
The current chapter consists of three major sections structured as follows:

Section 3.2 provides an overview on key previous studies addressing different
aspects of ICR. Following the scope of this study, these studies will be classified
into two main groups, which are: descriptive studies of ICR patterns and
explanatory studies. The latter group will be divided into two categories as well:
those concerned with explaining patterns of ICR practices as well as those

concerned with ICR adoption.

Section 3.3 starts by presenting the main claims of theories and arguments that
were used by prior studies in explaining ICR adoption and practices. Importantly,
accompanying critiques will be provided through analysis of prior studies and their
usage of these theories. Lastly, in this section, other theories will be examined, in
order to consolidate them further in the theoretical foundation of this study. Two
main sets of theoretical frameworks will be presented, namely voluntary

disclosure theories and innovation diffusion theories.

Finally, Section 3.4 presents the development of the current theoretical framework
of this study. This framework serves as a conceptual baseline to explain firms’

behaviours towards ICR adoption and practices.
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3.2 Prior studies in ICR

This study is interested in achieving three main objectives: describing the patterns
of ICR, identifying the determinants of levels of these patterns and finally
specifying the factors that explain the variations in the adoption of ICR. In
accordance with the study objectives, the relevant prior studies will be classified

into three main categories as follows:

First category: studies that describe ICR practices;

Second category: studies that explain patterns of ICR practices;

Third category: studies that explain variations in ICR adoption.

3.2.1 Studies that describe ICR practices

These studies initially seek to identify the online status of the examined
companies, whether they have websites or not. Further, these studies aim to
realise whether the available websites were used in disclosing corporate
information. If so, it attempts to specify the nature of what is being disseminated
on the corporate website. Appendix 1 provides summaries about descriptive
studies of ICR.

Two kinds of studies have been undertaken, which are limited in scope to the
providing an overview of some online reporting practices. Studies (such as Lymer,
1997; Lymer and Tallberg 1997; Gowthorpe and Amat, 1999; Deller et al., 1999)
have tried to describe website disclosure practices without using an ex ante set of
criteria to evaluate the quality of reporting. They mainly aimed at detecting kinds
of information content disclosed, and this was the main concern rather than
assessing technology features or presentation techniques. In other studies, the
focus was diverted towards preparing a catalogue of attributes, assessing the
guality of presentation in addition to the content information, financial and non-
financial (e.g. Hedlin, 1999; the IASC, 1999; FASB 2000; Khan and Ismail, 2011;
and Oyelere and Kuruppu, 2012). Nevertheless, Lybaert, (2002) extended the

checklist by including some timeliness and user support items.
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In terms of the research context, the majority of studies have been either
conducted solely in a single country or comparatively in several countries; this is
in both developed and developing countries. It is, however, noticeable that most
comparative studies were undertaken in developed countries (such as Lymer and
Tallberg, 1997, UK and Finland; Deller et al., 1999, USA, UK and Germany and
Ponte et al., 2000; Europe). Nonetheless, ISAC, (1999) implemented a survey
among 22 countries, indicating that, compared to developing countries, firms in
developed countries have a more online presence as well as being more

advanced in their web financial communications.

It can be concluded from Appendix (1) that the intention to describe ICR practices
started early in developed countries, for example, Lymer, (1997), in the UK, and
has stopped since 2004, e.g. studies by Fisher et al. 2004, in New Zealand and
Lodhia et al. 2004, in Australia, while in developing countries, this topic, however,
is still dynamic (for instance: studies of Mohamed et al., 2009, Oman; Salehi et al.,
2010, Iran; Buzcuk et al., 2011, Turkey; Khan and Ismail, 2011, Malaysia; and
Oyelere and Kuruppu, 2012, United Arab Emirates).

3.2.2 Studies that explain patterns of ICR practices

This category of studies is not only interested in describing ICR practices, but
rather it attempts to justify the patterns and levels of these practices, as
highlighted in Appendix (2). Thus, several variables were hypothesised as
determinants of levels of ICR as a whole or/and of its common dimensions,

content, presentation, timeliness and technology features.

In identifying motivations behind ICR patterns, explanatory studies have built
mainly upon economic theories (agency, signalling, capital needs and legitimacy
theory) as a theoretical explanatory foundation. However, agency and signalling
theories have been most frequently used. As a result, two major groups of
explanatory determinants have been identified, firm characteristics (general and
market related) and corporate governance variables (board and ownership

structure) as depicted later in Figure 3.1.
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It can be noted that the general firms’ characteristics, especially the size, have
been widely relied upon by early stages of these studies in predicting voluntary
disclosure practices on the website. Till 2006, except Debreceny et al., (2002),
who depended on the data of international survey gathered by ISAC (1999), and
Al-htaybat, (2005), Jordan, all other studies have targeted developed countries in
one or multi-contexts; e.g. Pirchegger and Wagenhofer (1999), Austria and
Germany; Bonson and Escobar (2002 and 2006), Europe; Larran and Giner,
(2002), Spain; Allam and Lymer, (2003), USA, UK, Canada, Australia, and Hong
Kong; Marston (2003), Japan; Marston and Polei (2004), Germany; and Bollen et
al., (2006), UK, Australia, France, Belgium, Netherlands and South Africa.

However, in addition to firm-related attributes, Xiao et al., (2004), China, realised
that ICR levels can be explained by foreign and individual ownership and
independent directors, shifting the attention to such variables. In two studies in the
UK, 2007, it was found that corporate governance variables influence the content
and usability (Abdelsalam and street, 2007), and timeliness (Abdelsalam et al.,
2007) of ICR. A year later, 2008, Ezat and El-Masry, Egypt, and Kelton and Yang,
USA, addressed the impact of corporate governance (board and ownership
structure) on ICR, while, Abdelsalam and El-Masry (Ireland), and Al-Motrafi
(Saudi Arabia) limited their analysis to only exploring the impact of ownership

structure.

Since then, except Boubaker et al (2012), France, addressing the determinants of
ICR has been only concerned with in developing countries, where no study could
be found in the context of developed countries. Still, all categories identified as
predicting variables of ICR practices are in the interest of later studies in
developing countries. For instance, researchers, such as Al Arussi et al (2009),
Malaysia ; Aly et al (2010) Egypt; Al-Htybat (2011), Jordan; Henchiri (2011),
Tunisia and Morocco; and Uyar (2012), Turkey, have provided evidence of the
relationship of several companies attributes (e.g. size, profitability, etc.) and
various ICR practices. Such evidence has been presented regarding corporate
governance variables (ownership and board structure; e.g. Elsayed, (2010), Egypt;
Nurnnabi and Hossain (2012), Bangladesh; Samaha et al. (2012), Egypt; Desoky
and Mousa (2013), Bahrain; and Sharma (2013), Nepal. Nonetheless,
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AbuGazaleh et al. (2012a), Jordan, in addition to levels of ICR, they found a

significant influence of the different forms of ownership on the presence of the

corporate website and its use in reporting investor relations information.
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Figure 3.1 The theoretical background of investigating the determinants of ICR

Source: developed by the present researcher
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3.2.3 Studies that explain ICR adoption

Two sets of studies have been conducted to identify determinants of ICR adoption.
The first has built upon the same propositions of explanatory literature that
predicted variations in levels of ICR practices. Thus, building upon economic-
based theories, the secondary data method, firms’ characteristics and corporate
governance is largely used to identify determinants of ICR adoption as outlined in
figure 3.1. The second represents perspectives-oriented studies, which consider
the innovative nature of ICR adoption. Using interview or questionnaire methods,
these studies seek explanatory factors that are almost beyond those that can be
measured using the secondary data. Full details about these two sets of studies
can be found in the Appendix (3).

Unlike explanatory studies of patterns of ICR, addressing determinants of ICR
adoption has been early and equally interesting, for both developed and
developing countries, for instance, in UK, Marston and Leow (1998), Bernnan and
Hourigan (1999), in Ireland; Hassan et al. (1999), in Malaysia; and in South Africa
Haasbroek (2002). This is perhaps due to the fact that ICR practices in
developing countries at the early stages were very minimal. Thus, the priority of

research attention was directed towards studying the adoption of ICR only.

However, similar to studies explaining levels of ICR, early waves of these studies
basically consider various companies’ attributes as determinants of ICR adoption.
The size, profitability, leverage, and industry sector were the most common
predictor variables that identify the companies’ adoption status (for example, in
addition to the above studies, Craven and Marston, (1999), UK; Ettredge et al
(2002), USA; Ismail (2002), in Qatar; Saudi Arabia and Bahrain; Joshi and Al-
Modhahki (2003), Bahrain and Kuwait; Oyelere et al. (2003), in New Zealand; and
Rodrigues and Menezes (2003), in Portugal. Nonetheless, in over 118 listed
Canadian companies, Trabelsi and Labelle (2006) found that delivering
incremental information content on the website is mainly associated with litigation

risk and investors’ demand.

Later, some studies have included some aspects of ownership and governance

structures as potential motives towards a voluntary choice of firms for ICR
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adoption. While Momany and Al-Shorman (2006), in Jordan, provided evidence of
the significance of ownership structure in the online disclosure presence, Al-
Shammari (2007), however, in the Kuwaiti context, failed to find such evidence.
Likewise, Barako et al (2008) found, in addition to ownership structure, board and
audit committee independence was not significant to explain the use of ICR over
a sample of Indonesian firms. Recently, in an international analysis of ICR
adoption among 44 developed and developing countries, Ojah and Mokoaleli-
Mokoteli (2012) concluded that macro-environment variables, namely technology
infrastructure, financial market structure and political structure all positively
affected the propensity toward ICR adoption, controlling to the ownership
structure applied. Further, as micro-environment players, more profitability and
less financing needs reduce desirability for using the website for investors’

communications.

The other category of relevant studies focused on using perceptions of various
stakeholders to identify facilitators and barriers of ICR adoption. Contingency,
institutional, and innovation diffusion frameworks were the main theoretical
frameworks utilised. Xiao et al. (1996, 1997), using contingency theory, from a
guestionnaire survey found that the greater use of IT leads to more sophisticated
internal and external financial reporting. However, it is subject to mediating of
many contingent factors such as user type, firm size, gearing ratio, listing status
and management compensation plans. Similarly, drawing on a contingency
framework, Xiao et al. (2002) evaluated different views of a number of experts
obtained from an open-ended questionnaire about the immediate trends of
website disclosure. They suggested that the future of online reporting is largely
dependent upon several technological and non-technological factors. Building
substantially on the research by Xiao et al. (2002), Jones and Xiao (2004) sought
a consensus view to predict the determinants of future change of online reporting
by 2010, among 20 UK experts relating to corporate reporting. Analysing the data
of the multi-staged Delphi technique®? resulted in three possible perspectives on
determinants of online reporting change by 2010, which are either social

determinism (social, organisational or behavioural factors), technological

12 “The Delphi technique is an iterative, systematic forecasting method (Gupta & Clarke, 1996; Jones & Twiss,
1978). It is particularly useful where there is little prior, systematic research.” Jones and Xiao (2004: 241)
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determinism or, based on the contingency perspective, a mix of technological and

non-technological factors.

As a part of their study, Ashbaugh et al. (1999), the results of their questionnaire
survey of 67 companies in the USA indicated that among the strongest incentives
to have a corporate website is to maintain good communication with stakeholders
and customers as well as to cope with competitors’ practices. Moreover,
Gowthorpe (2004) conducted 20 semi-structured interviews, with senior corporate
managers, financing mangers and investor relations managers, about incentives
towards the adoption and the nature of corporate reporting on the internet in
smaller UK listed firms, outside the FTSE 100. Findings show involvement of top
management (managing directors) is the main driver of the presence and

provision of information disclosed on the website.

Recently, three studies, in Arab countries, were found to examine views of
stakeholders, exploring companies’ reluctance towards adoption of ICR. Ultilising
diffusion of innovation and institutional theories, Aly (2008), in Egypt; and
AbuGhazaleh et al. (2012b), in Jordan, qualitatively and using semi-structured
interviews, investigated factors that lead to not creating a website as well as not
engaging in online disclosure. Among important findings that Aly’s (2008)
interviewees pointed out, was that the propensity towards ICR is highly influenced
by management style, culture, organisational culture, resistance to change,
technical abilities, imitating rivals, and rules and regulations. AbuGhazaleh et al.
(2012b) concluded that bridging the geographical divide with international
shareholders and responding to pressures of major stakeholders are the
fundamental incentives of adopting online reporting. Interviewees further
highlighted that top management support plays a core role in influencing the ways
in which companies use their website both in general and for investor relations
activities in particular. However, the lack of a corporate online disclosure is highly
related to the management belief that stakeholders are not yet ready or willing to
use it. Al-Hayale (2010) draws on the views of financial managers, analysts and
internal auditors of industrial listed companies in Jordan. Questionnaire

respondents indicated several obstacles to maintaining online financial disclosure,
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which are: a lack of, expertise, importance to company, regulation, management

and government support, and high initial setup costs.

3.2.4 A critical assessment of relevant ICR literature

This section aims to critically analyse the previous ICR studies, in order to be able
to identify the scope of current literature, take the insights from this literature, and
determine its gaps and limitations, in order to investigate them in the current study.
The limitations of the current ICR studies can be linked to the disclosure indices
employed, its theoretical foundation, explanatory variables identified, approaches

used and contexts examined.

In describing online disclosure practices, a method of disclosure index has been
mainly employed. The number of items included and dimensions covered widely
diverge among ICR studies; this is based on the aims and scope of these studies
(see Appendices 1, 2 and 3). For example, the checklists of Marston (2003) and
Bonson and Escobar (2002) contains 10 and 23 elements of disclosure
respectively, while the FASB’s (2000) checklist entails 325 attributes of website
and disclosure. In addition, dimensions covered by these checklists largely vary in
terms of number, nature of classifications, cross listing of items as well as miss-
listing of items. For instance, some researchers (such as Ettredge et al., 2002;
Bollon et al., 2006; and Alhtaybat, 2010) put all items in one list, while others (like
ISAC, 1999; Allam and Lymer, 2003 and Khan and Ismail, 2011) divide it into two
aspects: content and presentation. Other checklists like those of Pirchegger and
Wagenhofers (1999), and Laebart (2002) added dimensions of timeliness and
users support criteria to their indices. Others limit their search to a specific
dimension such as timeliness of disclosure (e.g. Abdelsalam and Street, 2007,

and Ezat and EI-Masry, 2008) or environmental reporting (Al Arussi et al., 2009).

Differences among disclosure indices relating to items contained, dimensions
addressed and classification will constrain the ability to make valid comparisons
among these studies. However, due to variations in studies’ goals, frames and
national disclosure frameworks, claiming harmonisation of disclosure checklists in
real practice, is largely difficult. Nonetheless, for the sake of a disaggregate

presentation of the study’s index; the current study follows mainly the
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classification of Elsayed (2010). However, avoiding misclassifications of items and
seeking relative comprehensiveness, an extensive review of prior indices and
reference to companies’ practices in the light of Jordan’s disclosure framework
were implemented (see Appendix 4). Further, the checklist was checked by two
academics with relevant experience in ICR to avoid cross or miss-listing of items,
establishing face validity of the index. As a result, four main categories were
included: content, presentation, timeliness and usability. Content items were
divided into three sets of financial, corporate governance (CG) and corporate
social responsibility (CSR).

ICR is a voluntary channel of corporate disclosure (Oyelere and Kuruppu, 2012).
Disclosure targets many information user groups (e.g. investors, creditors and
regulators), with different needs and interests (Solmons, 1986). Thus, a potential
conflict among users about the relevance and materiality of information is
substantial (Omar and Simon, 2011). Consequently, disclosure as a multifaceted
phenomenon is not easy to be exclusively explained using a single theory (Hope,
2003). Aly and Simon (2008) advocate that three main theoretical frameworks can
be specified as motivations toward voluntary corporate disclosure. These are
economics-based, institutional change, and innovation diffusion theories.
However, in the context of ICR, the economics-based theories, namely agency,
capital needs, signaling, and legitimacy theories, have been the most cited

theories (Debreceny et al., 2002; Oyelere and Kuruppu, 2012).

Therefore, one of the shortcomings that can be identified around the economics-
based theories is their main assumption: information asymmetry in the capital
markets, between the manager (agent) and the owner of the company (principal).
Reducing information asymmetry according to these theories can be achieved
through enhancing the level of voluntary disclosure practices, which definitely
become easier with new enhancements of technological innovation on the internet.
However, this approach suffers from many limitations that perhaps mitigate its
effectiveness in interpreting the various companies’ practices of voluntary

disclosure, particularly in less developed countries (Elsayed, 2010).

The economics-based theories assume the efficiency of financial markets. Thus,

all information about the company available in the capital market is directly
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experienced by the investors, which is then automatically reflected in the
company stock prices (Ross et al., 2010). This assumption may not be applicable
in the case of developing countries (Abdelsalam, 1999). Therefore, in case of lack
of efficiency in the financial market, this possibly will lead to mitigate the signalling
effect of the disclosed information (Leventis and Weetman, 2004). In this context,
Keane (1993) and Abdelsalam (1999) argue that the foundation of applicability of
economic approach as an appropriate theoretical base to explain the voluntary
adoption of disclosure practices is contingent on two propositions: efficiency of
financial market and rationality of investors in the market. They asserted that both

propositions may not exist in emerging financial markets in developing countries.

Another criticism against the economics-based theories is their main focus, which
is mainly on the relationship between the managers and owners of the company,
as well as limiting the incentives of managers from voluntary disclosure only to
avoid the conflict and/or signalling to those owners, aiming at reducing the
potential costs that might be incurred due to this conflict. Consequently, cost of
capital is reduced and the value of the firm is increased. In contrast to this
approach, organisations in the modern economy are responsible for discharging
the accountability about their activities not merely to shareholders but rather to all
stakeholders in society (Guthrie et al., 2006; Elsayed, 2010). Nevertheless, the
responsibility of the firm in addressing various stakeholders in society such as
creditors, governmental bodies, employees, suppliers, and others, would
constitute an impetus that motivates the managers to engage in different types of
corporate disclosure practices, to deliver the accountability and gain legitimate

status in society (An et al., 2011).

Accordingly, research in the internet disclosure stream follows on the voluntary
disclosure literature for printed corporate reporting, where they usually build upon
economics-based theories to interpret the relationship between internet reporting
practices and the various firms’ characteristics. In other words, they have used
the same explanatory factors that have been investigated in conventional
disclosure research (Oyelere et al., 2003). Therefore, the existing studies have

overlooked the fact that internet reporting has emerged as a result of the
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advancement of new technological innovations, and the factors that might affect

its use are more likely to be different.

Nonetheless, some researchers have attempted to involve other theoretical
frameworks into their analyses. Xiao et al., (2004), Bonson and Escober (2006)
and Nurnnabi and Hossain (2012) used institutional change theories (Mimic,
coercive and normative changes) in justifying the association of some predicting
variables such as industry sector and size. Moreover, for the same purpose, in
addition to institutional change theories, innovation diffusion theory was employed
by Aly, (2008) and AbuGhazaleh et al., (2012b). Nevertheless, Elsayed (2010)
involved a more inclusive framework to examine determinants of ICR in the
Egyptian context. However, findings of these studies were not fully integrated with
theories used (Aly et al.,, 2010). Therefore, Xiao et al. (2002) emphasised that
future research has to be more theory-oriented, to obtain more convergence
between the utilised theory premises and their findings. In responding to that, in
addition to these three frameworks, new theories will be introduced in the current
theoretical framework, namely stakeholders, information cost and political cost

theories.

Studies based on the economics-approach provide valuable insights about the
possible determinants and factors that influence the voluntary choices of
companies toward internet reporting adoption and practices, in both developed
and developing countries (Xiao et al., 2004). Two main groups of explanatory
factors were identified, each of them divided into two subgroups as well. These
two groups are firms’ characteristics factors (general and market-related
characteristics) and corporate governance factors (board structure and ownership
structure) disclosure (Ettredge et al., 2002; Oyelere et al., 2003; Xiao et al., 2004;
Al-Motrafi, 2008; Elsayed, 2010; Oyelere and Kuruppu, 2012). One weakness can
be attributed to these studies is their reliance on the conventional corporate
reporting in identifying these explanatory factors, and they suggest that the same
proposed factors that affect the traditional paper based disclosure may influence
different practices of internet reporting (Al Arussi et al, 2009; Oyelere and
Kuruppu, 2012). This might largely lead to the failure to find evidence to support

the relationship of some predicting factors with ICR practices. In this context,
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Oyelere et al. (2003) argue that the culture and environment of ICR is to some
extent different from conventional paper-based reporting, which might in turn
reflect differences in structures of benefit, cost, demand and supply of disclosure.
Oyelere et al. (2003: 58) further suggest considering explanatory variables, which
are more related to the nature of ICR. They added that “Such factors may include
the age and levels of education of company directors/ managers, attitude of
management to IT and new ideas, the age and strategic position of each
company in its industry, and the stage in the life cycle of the company’s major
products”. Likewise, Xiao et al. (2004) argue that the unique attributes of ICR,
such as high capacity, dynamicity, and information overload related problems and
others, should draw attention to different factors and determinants, other than
those factors addressed to explain the voluntary disclosure over traditional paper
based research. Xiao et al. (2004: 197) also state that these attributes “Suggest
that adoption of this technological-based innovation may involve complex

tradeoffs beyond the typical factors considered by agency and signaling theories”.

It is obvious that explanatory studies conducted in developing countries, which
depended upon historical data in addressing ICR adoption and practices, follows
developed countries’ literature in picking up their explanatory variables. This may
result in not finding a proper interpretation to the adoption and patterns of ICR,
due to the differences between these countries in business environment, stage of
development and culture. However, some explanatory variables have never been
considered in the two contexts, e.g. family ownership, and presence of audit
committees as well as corporate governance and nominating committees.
Similarly, in Jordan, the effect of some corporate governance variables (role
duality, board size and independence) has never been explored. This raises the
need to discover their influence on different ICR practices in a developing country,
namely Jordan.

It has been observed that prior relevant studies of ICR come in two main stages.
In the early stage, the focus was on the context of the developed world, while later
and current attention is widely concentrated on developing countries. This
explicitly highlights that issues of ICR are no longer matters for developed

countries, especially where studies’ findings indicate that firms in the developed
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world have been largely taking advantages of using websites as an investor
relation tool. In contrast, their counterparts in developing countries are lagging
behind in utilising such initiatives (Al-Hayale, 2010; Oyelere and Kuruppu, 2012),
as revealed from studies’ results exhibited in Appendices 1, 2 and 3. This
indicates the importance of addressing factors of time lag in exploiting different
practices of such information channels, especially those contributing to its non-

adoption.

Yet, a few attempts have been undertaken to gain in-depth comprehension of
catalysts and obstacles to ICR adoption (e.g. Aly, 2008, Egypt; Al-Hayale, 2010;
AbuGhazaleh et al., 2012b, Jordan). Indeed, these studies provided valuable
insights concerning some factors that may influence the voluntary choices of
companies in adopting ICR. However, these studies suffer from lack of an
apparent theoretical framework about the factors that may affect the adoption of
ICR. Thus, the chance for guessing increased and common factors that influence
diffusion of new innovation were dismissed. For instance, AbuGhazaleh et al.
(2012b) were more interested in the adoption of corporate websites rather than
ICR. Furthermore, studies of Aly (2008) and AbuGhazaleh et al. (2012b) have
undertaken qualitative research, employing the interview data collection method.
This limits the generalizability of findings of such studies as well as the quality of
analyses used. Also, they have only covered some aspects of factors which may
affect ICR. Moreover, interviewees were mostly people from outside the corporate
settings. Nonetheless, Al-Hayale (2010) conducted a questionnaire survey with
senior managers in industrial listed companies in Jordan about reasons for not
adopting website reporting. However, the proposed factors were partially

representative, less theory-guided and superficially analysed.

Therefore, as ICR is described as a multidisciplinary topic (AbuGhazaleh et al.,
2012b), for in-depth investigation of the determinants of ICR adoption, the current
study will adapt and extend a theoretical framework - PERM model (Molla and
Licker, 2005) - from an established research stream of studying technological
innovation adoption, namely e-business. Further, it will be integrated with some
aspects of theoretical frameworks of disclosure, in order to create a holistic view,

obtaining fuller picture about influences of ICR adoption. This framework will
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combine management initiatives, technology pillars, environment players and

organisational determinants.

To conclude, for the purpose of filling in the gaps of the current literature, this
study seeks to build an overarching framework for studying internet reporting,
especially in developing countries. This framework includes several factors
(organizational, managerial, technological and environmental) that may affect
internet corporate reporting, adoption and practices. In order to develop a
comprehensive framework, the study will incorporate some of the disclosure
theories such as: economics-based (agency, signalling, financial, legitimacy
theories), information cost, political cost, stakeholder theories, and innovation
diffusion theories and models (namely, Diffusion of Innovation (DOI), institutional
change and Technology-Organization-Environment (T-O-E) Model). These will be

presented in the next section.
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3.3 Theoretical foundations

The explanatory ICR studies are criticised as less theory-guided (Oyelere et al.,
2003, Oyelere and Kuruppu, 2012). Disclosure is considered as a sophisticated
and multifaceted phenomenon, which targets different stakeholder groups
(Solmons, 1986). Thus, it is not sensible to simply explain its practices using the
premises of a single theoretical approach (Hope, 2003).

Aly and Simon (2008) identified three main theoretical frameworks as potential
motivations towards voluntary corporate disclosure. These are economics-based,
institutional change, and innovation diffusion theories. However, in the context of
ICR, the economics-based theories, namely agency, capital needs, signaling, and
legitimacy theories, have been the most cited (Debreceny et al., 2002; Oyelere
and Kuruppu, 2012).

To minimise this weakness in the literature, in addition to the economic-based
theories, the theoretical establishment of the current study will incorporate some
voluntary disclosure-interpreted theories, namely stakeholders, information cost
and political cost theories. Additionally, some innovation diffusion theories will be
involved, to further justify ICR adoption and practices. These are: Diffusion of
Innovation (DOI) and institutional change. These will be respectively presented in

the following sections.

3.3.1 Voluntary disclosure theories

This section presents some theories that are usually used to explain voluntary
disclosure practices, which include agency, signalling, equity needs, legitimacy,

stakeholders, political cost and information cost theories.
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3.3.1.1 Agency theory

Agency theory deals with the agency relationship, which is called the principal-
agent relationship, emerging from detaching corporate management from its
ownership, or from detaching decision making from risk bearing (Jensen and
Meckling, 1976; Fama and Jensen, 1983; Morris, 1987, Gray et al., 1995; Marston
and Polei 2004). Jensen and Meckling (1976: 308) define the principal-agent
relationship as a “Contract under which one or more persons (the principals)
engage another person (the agent) to perform some service on their behalf which

involves delegating some decision making authority to the agent”.

Indeed, the relationship between the shareholder (the principal) and the
management (the agent) is the most common principal-agent relationship.
However, the relationships between the management (and shareholders) with
debt-holder and/or employee are also popular principal-agent relationships
(Abdelsalam, 1999; An et al., 2011). The separation between the owner and
the manager will lead to a potential conflict of interests, because each party will
act to maximise his own benefits (Denis, 2001). This conflict will exacerbate the
problem, the so called agency cost problem, which is in turn increased by the
asymmetric information gap between those parties (Bromwich, 1992). There are
three types of agency cost, which are commonly incurred due to the agency
conflict. These particularly were identified by Jensen and Meckling (1976: 311):
monitoring costs, bonding costs and residual loss™®.

Agency problems and targeting minimising agency costs have been widely used
in disclosure literature to justify the various voluntary disclosure practices
(Suwaidan, 1997; Helay and Palepu, 2001; Barako et al., 2006). In essence,

managers’ performance is assessed and compensated based on the additional

" In describing these costs, Jensen and Meckling (1976: 308) stated that “The principal can limit divergences
from his interest by establishing appropriate incentives for the agent and by incurring monitoring costs designed
to limit the aberrant activities, of the agent. In addition in some situations it will pay the agent to expend resources
(bonding costs) to guarantee that he will not take certain actions which would harm the principal or to ensure that
the principal will be compensated if he does take such actions. However, it is generally impossible for the
principal or the agent at zero cost to ensure that the agent will make optimal decisions from the principal’s
viewpoint. In most agency relationships the principal and the agent will incur positive monitoring and bonding
costs (non-pecuniary as well as pecuniary), and in addition there will be some divergence between the agent’s
decisions and those decisions which would maximize the welfare of the principal. The dollar equivalent of the
reduction in welfare experienced by the principal due to this divergence is also a cost of the agency relationship,
and we refer to this latter cost as the “residual loss”.
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disclosed information (Omar and Simon, 2011). While agency costs decrease
managers’ remunerations (such as wages and privileges) and hence they have

motives to communicate additional information to reduce these costs.

The agency theory suggests that as owners are relatively remote of firm
conditions, they desire to make sure that their equity rights are not vulnerable to
any unethical expropriations by the managers (Al Arussi, 2009). Management, in
order to alleviate owners’ problems, is more likely to voluntarily take several
actions, such as opening investigations and disclosures (Marston, 1996; Xiao et
al., 2004; Marston and Polei, 2004). It is also argued that voluntary disclosure is a
device of control, which assists in safeguarding shareholders against
opportunistic behaviour of managers. This thereby may contribute in ameliorating
agency costs, either arising from an interests’ divergence between managers and

stockholders or between stockholders and debt-holders (Henchiri, 2011).

The agency theory assumes that the disclosure level will vary with corporate
attributes such as leverage, size, audit type, listing status, and compliance to
corporate governance etc. (Nurunnabi and Hossain, 2012). Most previous studies
in internet disclosure, as depicted previously in Figure (3.1), hypothesise upon the
target of reducing agency costs in justifying the causality of the relationship
between these variables and the voluntary adoption of website reporting practices
(e.g. Marston and Polei, 2004; Xiao et al., 2004; Kelton and Yang, 2008; Elsayed,
2010). For instance, larger size companies would demand more financing needs,
especially through debt issuance; this is due to tax advantages. Therefore, they
will disseminate more disclosures that meet needs of the investors and creditors,
and hence minimise the cost of capital (Oyelere et al., 2003; Nurunnabi and
Hossain, 2012). The remaining corporate characteristics may be explained in the
same pattern. In conclusion, disclosing more information makes managers
trustworthy to the shareholders and then the agency costs will be reduced, and

the agency theory would be in this way justified (Nurunnabi and Hossain, 2012).
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3.3.1.2 Signaling theory

Signaling theory was initially introduced by Spence (1973) to explain the signaling
relationship between the seller and the buyer in a market setting (An et al., 2011).
It is normal to say that the sellers have information about their products and
services more than the information available for the buyers. Therefore, if the
sellers of high quality products failed in alerting the market about the unique
features of these products, then the buyers will value these products depending
on the average of general perception of such products in the markets.
Consequently, the normal products in the markets are more likely to justify prices
equal to those with high quality products (Morris, 1987). As a result, to avoid
undervaluing the prices of high quality products, the information advantages that
are possessed by the seller about their products should be exploited to distinguish
the products with superior attributes from those products with low quality
attributes through advertising these superior attributes to the targeted buyers (An
et al.,, 2011). Thus, the high quality products will be valued at fair prices by the

buyers in the market.

Accordingly, signaling theory tries to find answers to all problems emerging from
information asymmetry between any two parties in all social fields. Reducing the
information asymmetry between any two parties could be through communicating
the entire unknown attributes and features of the high quality products by the
signaller to the various interested parties. However, the signalled information is
most likely to imply preferable characteristics and traits by the respondent (An et
al., 2011).

By simulating the main assumptions of signaling theory to the business reporting
process, like the agency theory, signaling theory suggests that the voluntary
disseminating of corporate information is merely directed to treat the information
asymmetry problem in the financial markets. Managers possess information
advantages more than the owners of the company (Nurunnabi and Hossain,
2012). Therefore, if they are successfully capable of disclosing more information
about their sound achievements, then they will decrease the information
asymmetry with interested parties, and therefore avoid undervaluing stocks prices

in the financial market.
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Building upon signaling theory, it can explain the reasons for variations in
corporate disclosure practices among companies (Watts and Zimmerman 1986;
Suwaidan, 1997; Watson et al., 2002). The high performance companies strive to
distinguish themselves from those low performance ones. In this context, Healy
and Palepu (2001) argue that good managers, in terms of performance,
expansion and growth etc., always attempt to differentiate their achievements
through voluntary disseminating of information around these achievements. They
also state that the managers’ incentives to increase the extent of the voluntary
disclosure of the company will be enhanced, especially in the presence of sound
performance or a large-size audit firm. In addition, Henchiri, (2011) points out that
the high performing management perhaps undertakes voluntary disclosure
practices to alert the equity and debt holders of the real value and quality of
company’s shares and consequently reducing the cost of the financing needs (the

cost of capital) and enhancing the firm’s value.

Signaling theory was applied in the prior studies into internet reporting, as a
voluntary type of corporate disclosure, to justify testing the effect of many factors
on the adoption and levels of ICR; among these factors, as shown earlier in
Figure 3.1, are profitability (Ashbaugh et al., 1999; Hassan et al., 1999), liquidity
(Ettredge et al., 2002; Mareston and Polei, 2004), company age (Al-Shammari,
2007; Al-Htaybat, 2011), audit firm type (Joshi and Al-Modhahki, 2003; Xio et al.
2004) and industry type (Marston and Leow, 1998, Bernnan and Hourigan, 1999).
Firstly, in relating to profitability and liquidity factors, the good quality performance
managers tend to distinguish themselves from those with bad quality
performance, over disclosing voluntary information to the public market. Thus,
more profitable and highly liguid companies are more willing to voluntarily
disseminate information about their good performance more than loss making
and/or low liquid companies (Marston, 1996; Henchiri, 2011; Al-Htaybat, 2011).
Secondly, longer established firms desire to distinguish themselves from those
recently established firms by voluntarily disclosing information about their
activities to all interested users (Al-Shammari, 2007; Nurunnabi and Hossain,
2012). Thirdly, the reputation of audit firms hired by the company is highly
associated with the common view around the reliability and credibility of the

published financial information (Helay and Palepu, 2001; Dopuch et al., 2001).
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Therefore, the companies, that hire large audit firms (such as the big 4 firms),
intend to persuade the stakeholders of the trust quality of financial information
included in the companies’ annual reports (DeAngelo, 1981; O’Keef et al., 1994;
Verrecchia, 2001). The same assumption might be applied to the firms that use
high quality financial reporting standards, large size and numbers of audit
committees, and number of independent directors and so on. Finally, the industry
type factor is usually used as logical justification of voluntary disclosure adoption,
where the companies try to avoid signaling to the market their bad news, if they
do not engage in voluntary disclosure as their counterparts do, in the same
industry sector (Watts and Zimmerman 1986). Furthermore, Cooke (1991) argues
that the voluntary disclosure practices may become established norms in
particular sectors; this is in case of the presence of firms in a specific industry
sector, with high levels of voluntary disclosure practices, this will motivate the

other firms in the same sector to imitate them.

3.3.1.3 Capital needs theory

Companies regularly need to finance their activities through debts or/and shares
issuance. In this case, investors demand information that enables them to
rationally choose among available investing opportunities. Therefore, disclosing
information, extra than mandated, leads to explaining the company more to
investors, and in turn mitigating the uncertainty and risks of firm’s securities (Choi,
1973; Dhaliwal, 1979; Swuaidan, 1997). As a result, its cost of capital can be
optimally reduced (Copeland and Galai, 1983; Cooke 1989, Diamond and
Verrecchia; Hail, 2002; Gietzmann and Ireland, 2005). In this respect, Meek et al.
(1995) state that there is a competition among companies in the capital market
over the kinds of offered shares and the estimated promised returns. The
companies that are more successful in funding their capital more cheaply are
those that have the ability to assure investors about timing and certainty of
forthcoming cash flows. Similarly, Cooke (1989) argues that while scarce funds
are available in the market, voluntary disclosure is the best way to maximise a

firm’s share of these funds.

Capital needs theory is concerned about ameliorating the gap of information

asymmetries between managers and investors. Hail (2002) views that minimising
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information asymmetry in capital markets is the significant role of financial
reporting, which in turn may enhance market efficiency. Correspondingly, Core
(2001) advises firms with growth opportunities to reduce the gap of information
asymmetry in financial markets by optimising the level of voluntary disclosure.
Suwaidan (1997) further indicates that where the information is asymmetrical, the
markets are uncertain and risky, and thus firms’ external funds raising missions
become harder and costlier. This is because, under these conditions, high
investing premiums will be required from investors to qualify risks that they will
bear. He suggests that firms may face this situation by communicating more
information voluntarily, and in that case, they will be satisfied by a lower rate of

return on their investments.

Development of websites as an investor relation communication tool may ease
the task of companies in disseminating extensive and timely information.
Therefore, managers who seek to obtain capital have more incentives to engage
in such investors’ communication channels. In this context, some studies use the
proposition of capital needs theory to explain voluntary adoption of ICR practices.
For example, Craven and Marston (1999) linked companies’ propensity for online
reporting practices with managers’ motives for collecting needed funds at lowest
possible cost. In addition, Aly et al. (2010) and AbuGhazaleh et al. (2012)
interpreted these practices based on the leverage status of companies.
Furthermore, Elsayed (2010) studied shares issuance as incentives for
undertaking website reporting systems. Therefore, this theory can be utilised in
the current study to explain the relationship between leverage, as a proxy of the

level of needs for financing by debts, and ICR adoption and practices.

3.3.1.4 Legitimacy theory

Legitimacy theory suggests that the relationship between the organisation and
surrounding society is implicitly or explicitly governed by a “social contract”, which
grants it the legitimacy to operate (Tilt, 1994; Deegan and Samkin, 2009).
Therefore, apart from the traditional view of meeting only shareholders
expectations, this social contract implies that organisation’s operations should be
conducted within the expectations, values and norms of society as whole (Brown

and Deegan, 1998; An et al., 2011). Otherwise, the organisation will not be able to
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survive its operations within that society (Shocker and Sethi, 1974; and Deegan,
2006).

However, societal expectations, norms and values are exposed to change over
time (Brown and Deegan, 1998). Hence, the legitimate status of an organisation
may be in turn affected. Therefore, in order to maintain social legitimacy for
survival, changing and divergence requirements of society should be continuously
adapted and reflected in the organisations’ activities (Deegan, 2006). Practically,
expectations convergence among key society players is not easily obtainable.
Hence, this creates a problem called a “legitimacy gap” (An et al., 2011). However,
various strategies of corporate disclosure can largely mitigate the effect of that
gap (Lindblom, 1994; Dowling and Pfeffer, 1975).

Technological advancements on the website have resulted in drastic changes of
communicative attributes of corporate disclosure. At present, firms are able to
disseminate a huge amount of financial and non-financial information in a
widespread, frequent and timely manner. So, this facilitates communications
between the firm and different stakeholders groups in society (investors, creditors,
controlling agencies). In responding to these changes, firms may utilise this
voluntary disclosure means in external communications to improve their
legitimacy status in society. In this respect, Lindblom (1994) advocates that
organisation can enhance its legitimacy through, at least, one out of four
disclosure strategies. First, reporting intended activities to stakeholders; second,
attempting to change perceptions of stakeholders about an issue; third, drawing
attention away from bad news to good news; finally, diverting public expectations
about performance of an organisation. Thus, companies may voluntarily adopt
various ICR practices, which widely assist in achieving these legitimacy strategies

in an efficient way.
3.3.1.5 Stakeholder theory

Stakeholder theory is interested in identifying the relationship between an
organisation’s management with all related parties who may influence, or/and are
influenced by its activities; e.g. owners, creditors, employees, suppliers customers,

and others. It enlarges the conventional view of the shareholder theories (such as
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agency and signalling theories), which focus only on the relationship with the
shareholder. The focal point of the stakeholder theory is that a company is
responsible for discharging the ‘accountability’ of its operations not merely to the
shareholders, but rather to all stakeholders at large. This, according to Solomon
(2007), is due to the fact that contemporary companies are so huge and their

effect so pervasive on the entire society.

‘Accountability’, from the point view of accounting, points to the responsibility of
management to disclose information concerning its financial and non-financial
operations, which assist various stakeholders to make suitable decisions. This
information includes financial position, performance, financing and investing, CSR
and compliance (Australian Accounting Research Foundation, 1990). Hence,
disclosure can be used as a tool in the hand of manager to manage attitudes of
diverse stakeholders either to attain their support or, at least, avoid their
confrontation (Gray et al., 1996). In this context, Deegan (2002) argues that out of
several management incentives, to voluntarily disclose information is to manage
the perceptions of powerful stakeholder groups. Importantly, Collier (2008)
advocates that the role of management is to direct disclosure practices in such a
way as to strike a proper balance among competing interests of those
stakeholders, avoiding conflict.

Nowadays, companies are too large, their operations complicated, financial
markets so complex and stakeholders diverse and widespread. Thus, it is difficult
for companies to satisfy the competing interests of stakeholders only over
traditional channels of disclosure. Developments of website technologies create
opportunities for companies to meet divergence of expectations among different
stakeholders. The speed and wide-diffusion of disseminations can assist in
bridging the geographical divide with those stakeholders. In the modern economy,
companies put a great deal effort into enhancing the transparency and control
environment, covering stakeholders needs (Guthrie et al., 2006). Therefore, it is
more likely that companies wishing to broaden the scope of their communications
efficiently with stakeholders will urge the discretionary use of ICR, having its

superior advantages.
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3.3.1.6 Political cost theory

Political cost theory is based on the notion that a company encounters many
political costs resulting from dealing with any lobbyists’ power in society,
especially political and governmental agencies (e.g. taxation, and regulatory and
controlling bodies) (Watts and Zimmerman, 1978). Therefore, politicians possess
the power, which enables them to influence ‘wealth redistributions’ of companies
(Watts and Zimmerman, 1990).

Watts and Zimmerman (1978) argue that management is able to use many
devices to minimise the probability of ‘adverse political action’ and, hence, lessen
its potential costs. Among these devices, for instance, are: campaigns of social
responsibility in the media, government lobbies and selection among accounting
discretions. Thus, alleviating political costs reflects another motivation for
managers to disclose information voluntarily to investors (Milne, 2002). In this
respect, Xiao et al. (1996) argues that certain companies are more in the public
eye and closely scrutinised by government bodies and, thereby, better and higher
disclosure is more likely to moderate unwanted pressures and interventions.
Similarly, Leventis and Weetman (2004) suggest that companies more vulnerable
to political attacks may voluntarily enhance their level of disclosure to reduce

governmental interference and pressures from regulatory bodies.

Political cost theory has been utilised by several studies as an explanatory
baseline of different voluntary disclosure practices. However, contradictory
outcomes have occurred. While a positive association was proven between
political costs and some voluntary disclosure practices (i.e. Firth, 1980; Cooke,
1989; Guthrie and Parker, 1990; Raffournier, 1995; and Gray et al., 1996), others
(like Belkaoui and Karpik, 1989; Panchapakesan and McKinnon, 1992; Milne,
2002) concluded that such an association is suspicious. However, researchers
such as Cooke (1989) and Curuk (1999) did not find evidence to support the
presence of a link between engagement on voluntary disclosure and political

costs.

With regards to internet reporting, many studies, (such as Xiao et al., 1996;
Craven and Marston, 1999; Marston and Polei, 2004; Elsayed, 2010;
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AbuGhazaleh, 2012b) used predictions of political cost theory to explain some
practices of such a voluntary disclosure channel. The core argument of these
studies is that certain states of some companies put them more in the public eye
and visible for scrutiny agencies. For example, larger and profitable firms as well
as particular industrial sectors have more influence on the economy, and

therefore are exposed to more intervention from regulatory and controlling bodies.

By simulating this to listed companies in Jordan, the status of some companies
puts them under public interference and control. For instance, some companies
broadly contribute to the national economy such as banks. This pushes public
authorities to exert greater pressures upon them. Therefore, this may constitute
an incentive for managers of these companies to alleviate these pressures by

undertaking different forms of website disclosures.

3.3.1.7 Information cost theory

Voluntary disclosure might be seen as a compensation for deficiencies in
obligatory disclosure (Omar and Simon, 2011). However, a costs and benefits
analysis is often applied before deciding to disclose any additional information
(Levinsohn, 2001). Hence, managers usually tend to disseminate extra
disclosures voluntarily, if the benefits of disclosed information outweigh its costs
(Gray et al., 1990; Bhushan, and Lessard, 1992; Cooke, 1992; Suwaidan, 1997).
In this context, Xiao et al. (1996: 217) argue that “...while financial reporting is
costly, an accepted price system for exchanging information does not exist.
Therefore, managers have difficulty in identifying the benefits from a disclosure
and, unless they foresee a benefit such that they believe the firm may be
undervalued (Verrecchia, 1983), they are reluctant to disclose information beyond

minimum requirements.”

Two kinds of disclosure costs were identified: direct and indirect costs (Foster,
1986). The direct costs involve all tangible costs needed to get the information
disseminated, such as the expenses of collecting, organising, assuring, legal fees
and distribution of the information (Cooke, 1992). The indirect costs, on the other
hand, represent either intangible costs such as competitive disadvantages, or
potential costs such as litigation. Some information disclosed by a firm might be
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useful for its competitors, and thereby it becomes as a competitive disadvantage
(Edwards and Smith, 1996; Radebaugh and Gray, 1997). In this respect, Xiao et
al. (1996) advocate that protecting ‘proprietary information’ is among various
barriers inhibiting external users enjoying many of the information benefits,
equally with managers. Legal actions, on the other hand, might affect the level of
voluntary disclosure either upward or downward. Managers may increase
voluntary disclosure to avoid litigation risks due to insufficient or/and untimely
disclosures (Elliott and Jacobson, 1994; Healy and Palepu, 2001). In contrast, for
the same reason, they might deliberately reduce the disseminated information
because of, for example, incorrect or misleading disclosures (Foster, 1986; Healy
and Palepu, 2001).

Compared to paper-based disclosure, the internet is considered as a cheap
electronic transporter of information in addition to wide-diffusion and frequency of
disseminations (Allam and Lymer, 2002; Debreceny et al. 2002; Jones and Xiao
2004; Khadaroo, 2005; Mohamed et al., 2009). This brings benefits relating to
timeliness and adequacy, mitigating litigation costs. However, other researchers
mention that the internet reporting incurs some additional costs, which may
reduce the efficiency of online reporting, such as updating and maintenance cost,
security programs, licence rights, periodical repair, designing and programming
fees and total staff costs in respect to upgrading, maintaining and monitoring the
company’s website (Adams and Frost, 2004; Jones and Xiao, 2004; Oyelere and
Kuruppu, 2012). In addition, less security and assurance over disseminated
information may increase the probability of legal actions (Lawsed et al, 2005).
However, some companies possess the flexibility to cope with these costs better
than others; e.g. large, profitable or technology firms (Xiao et al., 1997; Marston
and Polei, 2004; Xiao et al., 2004).

Voluntary disclosure as well as implementing new technologies is subject to
balance between the perceived costs and relative benefits by the top
management of the company (Oliver et al., 2005; Henchiri, 2011). Therefore, it is
up to managers to exercise balance; whether to disclose or not over this extra

disclosure channel. In doing so, the perceived benefits of adopting such

68



disclosure means must prevail over its costs (Levinsohn, 2001; Ferguson et al.,
2002; Henchiri, 2011).

3.3.2 Innovation theories

The process of understanding how new innovations get accepted and diffused
has been addressed for over 40 years. As a result, several theories and
frameworks have emerged and been proposed, such as Diffusion of Innovation
theory (DIO) and Institutional Change theories. However, the DIO by Rogers
(1995 and 2003) is considered the most common, influential and leading model in
investigating adoption of new technological innovations, despite the fact that he
has been preceded by some researchers such as Tornatzky and Klein, (1982)
(Sahin, 2006; Lee et al., 2011). This section will critically analyse two theories
concerning innovations diffusion, and further theoretically link it to ICR adoption
as a technological innovation. These are: DIO and Institutional Change theories.

3.3.2.1 Diffusion of innovation theory (DOI)

The DOI model has achieved wide popularity and been broadly applied in various
types of disciplines, in order to identify the factors that explain variations in rates
of new innovations adoption. For instance, some of these disciplines are: political
science, medicine, marketing, health, communications, history, economics,

technology, education, sociology, agriculture, and information technology.

The first use of the DOI model was in 1957, when Rogers studied the sociology of
agriculture in his doctoral thesis. In it, he studied lowan farmers’ patterns of use
toward a new weed spray. This work required a review of mechanisms of
adoption of new notions and ideas. In 1983, Rogers introduced the first version of
the DIO model, implying the main constructs that might influence new innovations
rates of adoption, which was further refined in 1995 in his book “Diffusion of
Innovations”. In a recent version of this book, in 2003, Rogers regarded the
innovation more as the technology, and even that the two terms have been

usually used interchangeably (Sahin, 2006).
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Studying the process of diffusion of technological innovations, like corporate
reporting over the internet technology, involves three items, which are: innovation,
technology and diffusion. This is because internet disclosure represents an
innovation that has emerged due to development of the internet and websites

technologies. In fact, Rogers (2003) defines these three terms as follows:

Firstly, innovation is defined as: “any idea, practice, or project that is perceived as
new by an individual or other unit of adoption” (Rogers, 2003: 12). Secondly, he
describes the technology as: “a design for instrumental action that reduces the
uncertainty in the cause-effect relationships involved in achieving a desired
outcome” (Rogers, 2003: 13). Finally, diffusion of innovation for Rogers (2003: 5)
is “the process in which the innovation is communicated through certain channels

over time among members of a social system”.

Rogers (2003) provides a holistic model of the adoption-decision process of
innovations, where it is divided into five time-sequence stages. During these
stages he has included the factors that are more likely to explain variance in
innovations rate of adoption. Rogers (2003: 172) describes this process as: “an
information-seeking and information-processing activity, where an individual is
motivated to reduce uncertainty about the advantages and disadvantages of an

innovation”.

It can be seen from figure 3.2 below that the Innovation-Decision Process
includes five steps. These are: knowledge, persuasion, decision, implementation,

and confirmation.

. Knowledge: the process begins with the knowledge step. In this stage, an
organisation gets informed about the presence of the innovation and looks for
information about it.

. Persuasion: during this stage the organisation will form an attitude, negative or
positive, toward the innovation, but, either way, this attitude does not necessarily
always lead to a specific outcome, adoption or rejection (Rogers, 2003).

. Decision: two possible outcomes might occur in this stage, adoption or rejection of

the innovation. Rogers (2003: 177) refers to adoption as a: “full use of an
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innovation as the best course of action available”, while rejection as “not to adopt
an innovation”.

The roles of these outcomes could be exchanged. While the adoption of
innovation may convert later post trial to rejection (discontinuance), the initial
rejection may be a temporary decision, and become after a while a real adoption.
Implementation: hereby the innovation is placed into practice. In fact, Rogers
(1995 and 2003) warns, at this stage, of the risks of consequences of
uncertainties that were brought by the newness of an innovation. He asserted
(Rogers, 2003) that these uncertainties can be mitigated through efforts of change
agents.

Confirmation: the innovation at this stage has been fully adopted, but it is still
threatened with the rejection if the adopter is exposed to the opposite messages
about the innovation. Rogers (2003) demonstrates that the adopter always seeks

supportive messages to confirm the correctness of his/her decision.
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Figure 3.2 a model of five stages in the innovation-decision process. Adopted from
Rogers (2003: 169)
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Rogers (1995 and 2003) attached different stages of the innovation-decision
process by five factors that most probably impact the rate of innovations adoption.
Firstly, as can be noted from Figure 3.2, before the process has started, there are
many pre-conditions that hinder or trigger the adoption process. For instance, the
nature of previous experiences, current needs, norms of the social system and
the level of innovativeness of individuals. Secondly, at the knowledge stage, there
is a high importance of characteristics of the unit responsible for the adoption
decision. It is argued that the innovation decisions that need to be made by an
individual are usually adopted more quickly than those required to take a general
decision from a group of people. Also, Rogers (2003) distinguishes among three
innovation adoption decisions: optional, collective and authority. Thirdly, five
perceived attributes of the innovation are involved during the persuasion stage of
the decision process. These are: “relative advantages, compatibility, complexity,
trialability, and observability” (Rogers, 2003: 219). Fourthly, communication
channels (e.g. mass media or interpersonal) are seen as a network that links the
process from start to finish. Hereby, the suitability of a communication channel
chosen for the nature of the innovation and the stage that the decision is in impact
the degree of speed up or slowdown of innovation diffusion and adoption. Finally,
as mentioned earlier, there is a big role can be played by change agents reducing

uncertainties surrounding new innovations.

It is worth saying that Rogers (2003) stresses that between 49% and 87% of the
variance of rate of adoption of innovations can be explained based on the
adopters’ perceptions of five attributes of an innovation. These five attributes will

be presented in more detail as follows:

. Relative advantages: Rogers (2003: 229) refers to relative advantages as ‘the
degree to which an innovation is perceived as being better than the idea it
supersedes”.

The adoption of an innovation incurs costs, efforts, time consumption, and
uncertainty. Therefore, if organisations are not persuaded by the advantages of
that innovation, they are more likely not to adopt it and vice versa.

. Compatibility: some innovation diffusion research views compatibility and relative

advantage as analogous, even though they are really conceptually dissimilar
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(Sahin, 2006). Compatibility is referred to as the extent to which the potential
adopters perceive a new innovation to be consistent with their current values,
needs and past experiences (Rogers, 2003). Therefore, in the case where a new
innovation does not match an organisation’s needs, values and experiences,
there is a lesser chance to be adopted (Aly, 2008; Qasem, 2010; Lee et al., 2011).
Thus, innovations, to get diffused, should enhance and supplement these
qualities rather than oppose it.

. Complexity: while an innovation is being considered to be adopted, the inherent
difficulties of understanding and using the technology are essential concerns.
Conversely to other attributes, complexity according to Rogers (2003) negatively
influences the rate of adoption of new innovations. In contrast, as much as an
innovation is easier to be understood and used, the faster it is diffused and
adopted.

. Trialability: the greater the ability of potential adopters to try and experience an
innovation before implementing it, the greater the opportunity to be real adopters
of that innovation. Of course, this is because the trialability significantly
contributes in ameliorating uncertainties, which often surround innovations. In
terms of technology, it can be suggested that demos, simulations, prototypes and
test drives might serve as tools to experience the innovations. In fact, trials could
perhaps be an effective source of information needed and searched for through
the persuasion stage (Rogers, 2003).

. Observability: Rogers (2003: 16) defines observability as: ‘the degree to which
the results of an innovation are visible to others”. Thus, it pertains to how the
usage of technology is noticeable by those around. Simply, for an organisation to
adopt a specific technology, hearing about, seeing and/or otherwise knowing that
their counterparts are utilising that technology, dramatically promotes the process
of adoption. Awareness about the innovation is being stimulated by observing it
over time. Through plotting normal curves, Rogers (2003) demonstrated the
extent of progress of rate of innovation adoption parallel with advance in time. He
further attributed that to the enhancement of levels of public awareness with

increase of use and diffusion of that innovation over time.
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3.3.2.1.1 The link between DOI and ICR

After showing the factors that might affect the diffusion of innovations during
adoption-decision process, it should clarify implications of using DOI in explaining
the adoption of ICR in Jordan. First, if any shareholding company in Jordan
perceives that the relative advantages of website reporting are higher than its
inherent expenses, efforts and time consumed, then it is more likely to undertake
it. Indeed, the internet brought new features such as speed, cost efficiency and
multiple presentation-formats, which add to the dynamicity of corporate disclosure.
This implies that companies always, when they deciding to adopt ICR, tend to
make a trade-off between benefits versus costs. If the perceived benefits of ICR
as an innovation outweigh its costs it is more likely to be adopted. Second, it is
expected that an organisation adopts the internet as an extra channel for
disseminating corporate information, if it is seen as compatible to the current
needs, existing values and experiences. Thus, companies in Jordan are more
likely to adopt ICR practices, if they feel the demand from information users for
the online disclosure; also if it agrees with their committed values such as
disclosure policy and culture; and finally if it possesses financial and technological
competences to engage in such disclosure media. In this context, Aly (2008)
argues that the availability of an IT department encourages companies to adopt
ICR. In addition, the level of development of their internal technology (human and
IT resources) and at a national level might assist in mitigating the complexity and
make it easier to try. Fourth, knowledge about ICR attributes could be gained
through observing its utilisation by other companies in Jordan. Furthermore,
controlling and government bodies in Jordan may enhance awareness about ICR,
where it perhaps serves as a “change agent” for adopting ICR. The reason behind
this is back to the fact that these bodies concern improving levels of transparency
of financial markets, in order to maintain owners’ interests and attract new

investors (ASE website).

Actually, it can be argued that DOI theory is appropriate to investigate the
determinants of adoption of ICR in the Jordanian context. This is due to the
variation in adoption status of companies in Jordan, where it is divided into
adopters and non-adopters of ICR (Aly, 2008; AbuGhazaleh et al., 2012b).
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It is generally agreed that the integration of innovation attributes with other
external factors is the most important contribution of the DOI theory, which puts
the innovation as a sort of diffusion network (Tan, 2011). Other researchers such
as Chwelos et al. (2001) direct criticisms, arguing that the theory over-relies on
the characteristics of technology itself, neglecting other organisational factors that
may influence the adoption of an innovation such as management support and
external pressures. For this reason, the current study will incorporate another
theory, institutional change, in studying the adoption of ICR, which will be

analysed subsequently.
3.3.2.2 Institutional change theories

Institutional change theories predicate that the formation of internal structures of
an organization is highly contingent on the surrounding external factors
(Nurunnabi and Hossain, 2012). Also, they seek to explain how some institutions
influence organisations working in the environment. Thus, it assumes that
practices, designs and structures will be similar for those organisations operating
in the same setting (Meyer and Rowan 1977; Meyer, 1981; DiMaggio and Powell,
1991), for instance: similar organisational fields (DiMaggio and Powell, 1983), the
same societal sectors (Scott and Meyer, 1992), or environments (Scott, 1992).
Further, Scott (2001) argues that organisational structures should mirror the forms

and rules that are prevailing in that society.

DiMaggio and Powell (1983) indicate that organisations are exposed to external
pressures to share diffused structures with others in the institutional field, which
finally leads to becoming isomorphic with them. In fact, two general types of
isomorphism have been identified: competitive (Hannan and Freeman, 1977) and
institutional isomorphism (DiMaggio and Powell, 1983). Indeed, the latter has
been more emphasised than the former isomorphism (Burns and Scapens, 2000).
Further, institutional isomorphism is classified into three forms: coercive, mimetic
and normative isomorphism (DiMaggio and Powell, 1983). Actually, the main
player of the change process in each of these types of isomorphism is dissimilar.
While the government usually is the key player in coercive change, imitating other
organisations and professionalization are the main sources of change for mimetic

and normative isomorphism respectively.
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1. Coercive isomorphism: in this form of isomorphism the change results from the
pressures that are exercised upon an organisation by a dominant party in the
society such as the government. This may happen through imposing the change
or being persuaded. In this context, Xiao et al. (2004) argue that companies might
adopt innovations as a response to the mandates of government or requirements
of capital providers regardless whether it is beneficial to them or not. To apply this
kind of isomorphism to the adoption of ICR among listed companies in Jordan,
governmental agencies such as ASE can mandate the corporate disclosure on
the website or at least make efforts to promote it among companies; to be
adopted voluntarily. Likewise, stockholders and creditors may exert pressures on
these companies to adopt such technologies.

2. Mimetic isomorphism: organisations try to follow actions of leading and successful

organisations in society, in order to legitimise themselves. Liu et al. (2008) argue
that organisations more likely to adopt organisational structures which are
commonly known as novels in their industries. Furthermore, Xiao et al. (2004: 198)
summarise the reasons behind why a company is most likely to imitate other
organisations in the same environment, and they said: “Mimetic isomorphism
entails organizations modelling themselves on others in response to uncertainty
surrounding technology, ambiguous organizational goals, or to enhance
organizational legitimacy.”
Building upon mimetic isomorphism theory, it can be anticipated that Jordanian
listed companies operating in a specific industry may engage in ICR practices
using new technologies as a response to common practices and current trends in
that industry (Qasim, 2010).

3. Normative isomorphism: this isomorphism emerges primarily as a result of
professionalization of occupations (DiMaggio and Powell, 1983). While presenting
the established profession with members who share the same norms and
cognitions, then it is normal they will adhere to practices that are seen as
legitimate within the profession. Thus, the presence of professionals who belong
to the similar cognitive school of specific occupation will facilitate accepting and
diffusion of innovation among organisations.

DiMaggio and Powell, (1983) identify two main sources of professionalism, formal
education such universities and professionals networks such as accounting

training associations. In this context, Aly (2008: 49) argues that: ‘the Investor
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Relations Society (IRS) in the UK and National Investor Relations Institute (NIRI)
in the USA are examples of normative isomorphism; they create Best Practice
guidelines and provide training courses and conferences for the development of
the profession and adoption of innovations e.g. internet financial reporting and
disclosure.”

In Jordan, there is a role that can be played by professional accounting bodies
such as the Jordanian Association of Certified Public Accountants (JACPA), to
increase the awareness as well as encourage the adoption of website disclosure
practices among stakeholders of the accounting profession.

To conclude, it is apparent that institutional theory focuses on the organisational
changes -such as adopting online reporting- resulting from institutional pressures
in the surrounding environment. However, this pertains more to the external more
than internal influences. Thus, it will be employed as a supporting theory, beside
DIO and other disclosure theories, when investigating the determinants of ICR

adoption.
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3.3.3 Summary of theories

This section illustrates the theoretical foundations of the current study. The focal
point of this study is to explain using corporate website as a voluntary channel for
disclosure practices. Importantly, this study seeks to understand why companies
adopt or do not adopt ICR. Therefore, the study incorporates innovation theories,
which explain why new innovations get adopted and spread, beside theories that
are often used to justify voluntary disclosure practices. This is to build a relatively

inclusive theoretical framework based on a solid theoretical background.

While it noticeable that firms in developing countries are reluctant to enter the
online reporting world, understanding and explaining this phenomenon is the main
concern. Therefore, the study initially strives for a model to study adoption of
technological innovations from a well-established research stream. This model

should reflect the perspectives of discussed theories.

Indeed, the final choice has fallen on the Perceived eReadiness Model (PERM)
(Molla and Licker, 2005), which is used in addressing the factors influencing the
adoption of e-commerce in developing countries. Aspects of this model are
adapted and further integrated with other aspects of disclosure literature and
theory. This results in creating the theoretical framework of this study, explaining
the factors affecting the adoption and practices of ICR. The process of developing
the current theoretical framework will be highlighted in the next section.
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3.4 Development of the theoretical framework

From the review of literature, it is apparent that there is a lack of a comprehensive
theoretical framework to investigate the adoption and practices of ICR. The
majority of ICR literature has engaged in explaining the companies’ disclosure
practices via the internet through using the same determinants that have already
been employed by the printed voluntary disclosure literature. Therefore, they have
neglected the differences between two types of disclosure, where the internet
disclosure emerged due to the emergence of technological innovations. Therefore,
the factors that motivate or restrict the emergent technological innovations to be
adopted and diffused should be considered in internet disclosure research.
Technology aspects, management attitudes toward change, organisation
resources and attributes, and governmental supports are core issues in studying

adoption and implications of innovations especially in developing countries.

Therefore, the study initially aims to build a comprehensive framework for
studying the adoption and practices of internet corporate disclosure. This
framework takes into consideration the innovative nature of the internet disclosure
in addition to the fact that it is a voluntary means of disclosure. Thus, the current
study intends to combine innovation diffusion literature with internet disclosure
literature; in order to fill in the identified limitations and gaps in internet disclosure
research, considering the lack of inclusive study that has empirically addressed
the catalysts and hindrances to ICR adoption. Therefore, the current framework
will include technological, managerial, organisational and environmental aspects,

which are usually related to the adoption and diffusion of innovations.

Where ICR is described as a multidisciplinary topic (AbuGhazaleh et al., 2012b),
in achieving this purpose, the study has recourse to information systems (1S)
research and introduces the Perceived eReadiness Model (PERM) (Molla and
Licker, 2005). This model has been adapted and extended to be appropriate for

studying the context of internet corporate reporting (ICR), adoption and practices.
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3.4.1 Perceived eReadiness Model (the PERM)

This model was initially introduced as a general construct by Molla and Licker
(2002), to investigate the phenomenon of e-commerce adoption. Three years later,
in 2005, the scholars refined the original version and developed it into the current
version of this model, as shown below in figure 3.3. As part of developing an
inclusive framework for studying exogenous and indigenous factors that may
influence e-commerce adoption in developing countries, the authors considered
Diffusion of Innovation theory (DOI) and the Technology-Organisation-
Environment model (TOE), in addition to a review of related prior innovation

adoption studies.

The motivation behind developing this model according to Molla and Licker, 2005)

is two-fold:

1. to create a generic view for examining e-commerce adoption, where most of
the existing research has focused on specific aspects and overlooking other
aspects such as studying organisational factors and leaving technological and
environmental factors, and vice versa. Thus, this model combines micro, meso

and macro issues to understand e-commerce adoption.

2. to develop a comprehensive model suitable to investigate e-commerce
adoption in the context of developing countries; whereas most IS research has
used the same models for developed countries to explain the facilitators and
constraints of the new innovation adoption in developing countries. In this context,
Tan et al. (2007) and Tan (2011) argue that both motivations of this model can be
evaluated as significant contributions conducted for the innovation diffusion
literature. In addition, Tan (2011) highlights that the achievement of this work
meets the concerns that have been voiced by Rogers (1995). Concerns regarding
contextual differences among countries should be considered in the case of

investigating the diffusion and adoption of new innovations in a certain country.
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3.4.1.1 The basic constructs of the PERM

In general, Molla and Licker (2005) included four main imperatives in the PERM,
which represent dimensions that are commonly addressed in the IS research
when conducting an investigation about IT related innovation adoption issues.
These imperatives particularly are: managerial, organisational, technological and
environmental imperatives. In addition to these four imperatives, they introduced a
fifth imperative to the model, the interactionism approach. This serves in treating
the co-influence amongst all imperatives of new innovation adoption, in one
dynamic framework (Molla and Licker, 2005). The researchers have justified the
dependence on the interactionism perspective when they built their model,
because of its explanatory power proven by previous research such as Kuan and
Chau (2001) and Mehrtens et al. (2001). In this respect, Markus (1983) found
neither the organisational factors nor the system characteristics cause the

resistance of a new information system, but their interaction.

The four imperatives are further assembled in two basic constructs, as outlined in

Figure 3.3 below:

The first: Perceived Organisational eReadiness (POER), which was defined as
follows: “managers’ evaluation of the degree to which they believed that their
organisation had the awareness (A), resources (R), commitment (C) and

governance (G) to adopt eCommerce.” (Molla and Licker, 2005: 880);

The second: Perceived Environmental eReadiness (PEER): This was defined as
follows: ‘the degree to which managers believed that the market forces, the
government, and other supporting industries were ready to aid in the

organisations’ eCommerce implementation” (Molla and Licker, 2005: 880)
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Figure 3.3 the Perceived eReadiness Model (Molla and Licker 2005: 881)

The researchers have proposed the concept of “Perceived eReadiness” to stands
for managers’ evaluation and assessment of the extent of readiness of the four
stated imperatives of the adoption of new innovations. They (Molla and Licker,
2005: 880) further define the “Perceived eReadiness” as: “an organisation’s
assessment of the eCommerce, managerial, organisational, and external

situations in making decisions about adopting eCommerce.”
3.4.1.2 Reasons behind involving the PERM in investigating ICR

The current study aims to create a holistic view to investigate the adoption and
practices of internet reporting in a developing country, namely Jordan. In doing so,
the study depends on IS research, in order to merge the main dimensions of the
PERM with basic determinants of the voluntary disclosure as identified in the ICR
literature. So, this study will adapt and extend the PERM framework to be
appropriate for studying the ICR context. The selection of the PERM (Molla and
Licker, 2005), can be justified by the following points:
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. A lack of inclusive framework in internet disclosure literature for studying the
companies’ practices towards adoption and diffusion of innovations. Both e-
business and internet reporting have emerged as a result of technological
innovation. Also, both of them are executed over the company website. Therefore,
it is expected that the factors affecting the adoption of e-commerce and ICR will
be relatively similar.

. The PERM represents a generic and comprehensive framework (Fathian et al,
2008 and Tan, 2011). It not only includes all the imperatives needed to examine
the catalysts and obstacles of adoption and diffusion of new innovation, but also it
considers the effect of the interaction of these imperatives in one dynamic
framework.

. The PERM was designed to investigate new technological innovation adoption in
the context of developing countries (Molla and Licker, 2005). In this respect, Tan
(2011) points out that, what distinguishes the PERM from other models is that it
defines some of the variables in such a way, in order to meet the status of
developing countries.

. The validity and reliability of the model were profoundly tested throughout multi
stages procedures on data from South Africa as a developing country (Molla and
Licker, 2005). To achieve model soundness, these procedures are: interviewing a
panel of 6 experts, surveying a panel of 20 experts, pilot study, and the full study.
Over the full study, they have tested the following: initial reliability, construct
validity, convergent and discriminant validity, predictive validity and final reliability.
In addition, the reliability and validity of the PERM were tested further twice more
in a Chinese context, Tan et al (2007) and Tan (2011).

. The research instrument developed based on this model considers the
perceptions of the companies’ managers using a five-point Likert scale
questionnaire. This meets the interests of this study, which seeks to quantitatively
explore managers’ perceptions about the technological, organisational,
managerial and environmental dimensions that may affect the adoption of ICR, in

order to obtain generalizable findings about influences of ICR adoption.
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3.4.2 Comparison between ICR determinants and the PERM: Cross-

referencing

In order to develop an overarching theoretical framework for studying ICR in
Jordan, the present study aims to integrate the main determinants and factors of
ICR as identified in the disclosure literature with the basic dimensions of the
PERM (Molla and Licker, 2005). To create an overall view of the major
dimensions from the two research streams, as well as to highlight the contribution
added by the current study, factors from both research fields are carefully

investigated and subsequently cross-referenced, as depicted below in table 3.1.

Table 3.1 aims to show many issues. To begin with, to make a comparison
between determinants of ICR that are commonly used in internet reporting
research -particularly firms’ characteristics and corporate governance factors- on
the one hand, with the main constructs of the Perceived eReadiness Model (the
PERM) Molla and Licker (2005) on the other hand. This is to show the possible
similarities and differences between the two frameworks, which can be

summarised as follows:

. The corporate governance dimension is mentioned in both frameworks, but the
difference is that ICR studies deal with this dimension through using proxies such
as board independence, number of directors on the board, role duality, audit and
corporate governance and nominating committees. Conversely, the PERM
represents it through questionnaire figures. In the current study, proxies of
corporate governance will be used.

. Availability of financial resources mentioned in the PERM could be alternatively
replaced by the level of performance in the ICR framework, for example, once the
company is profitable; this therefore means that it has the financial resources
necessary to implement the new projects.

In addition, Table 3.1 demonstrates the variables will be included in the study
framework based on these differences and similarities. For instance, awareness
and commitment of the corporate manager, which exist in the PERM, are not
stated in the ICR determinants; therefore it will be integrated in the new

framework.
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Table 3.1 cross-referencing between ICR determinants and the PERM factors,
illustrating the variables to be included in the study framework

Current framework

ICR determinants The PERM . : Measurement
inclusion
Firm characteristics Perceived
and corporate Organisational
governance eReadiness

X Awareness Awareness Perception-scale
X Commitment Commitment Perception-scale

Corporate governance: Corporate governance: .

) ; Proxies of
ownership structure and Governance ownership structure and

board structure factors

board structure factors

secondary data

Performance measures:
profitability, leverage...etc

Financial resources

Profitability and
Leverage

Proxies of
secondary data

Industr_y type and Technology Technology resources | Perception-scale
online age resources
X Human resources Human resources Perception-scale
Other firm
characteristics: Other firms’
Firm size, industry X characteristics: Proxies of
sector, audit type, listing Firm size, industry type, | secondary data
status, shares activity listing status etc.
and etc.
Suggested factors
Cost-benefit analysis X Cost-benefit analysis Perception-scale
Users’ attention X Users’ attention Perception-scale
Perceived
Environmental.
eReadiness
X Government Government Perception-scale
Users’ readiness Market forces Users’ readiness Perception-scale
X Suppor_ted Supported industries Perception-scale
industries

Notes:

1. The symbol X stands for the missing dimension in a specific framework

2. Proxies of secondary data are those variables represented as attributes of a firm, which
can be obtained from the company’s secondary data sources.

3. Perception-scale variables are those variables which could be gathered from the
perception of the targeted respondents, through employing a questionnaire.

4. Further suggested determinants are regarded as the new aspects that emerged
throughout the research process, which are not stated in both frameworks

Source: developed by the present researcher

Furthermore, the comparison Table 3.1 illustrates new suggested dimensions

such as cost-benefit analysis and users’ attention. These dimensions are

obviously recommended based on the discussion with academics who have

relevant experience in ICR, the analysis of the limitations of ICR reporting studies,
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as well as the discussion of the disclosure theories in the previous section. Finally,
Table 3.1 demonstrates where to use proxies of secondary data or perception-
scale variables incorporated in the study framework. Perception-scale variables
are those variables that could be collected from the secondary databases sources
of the firm. For example, the firm’s profitability (for example ROA) will be used to
proxy the financial capability of the company. Perception-scale variables could not
be represented through employing a proxy, but rather it should be extracted from
the primary sources of information, for instance, administering a questionnaire
and/or an interview to targeted respondents. Following the above analysis of
variables that will be addressed in the current study, the next section will show the

development of the theoretical framework of the study.
3.4.3 Theoretical framework of the study

In the light of the findings from cross-referencing between PERM model and ICR
framework factors in Table 3.1, it is obvious that there are some gaps in the
previous research that deals with internet reporting adoption and practices. For
this reason, the study proposes new dimensions to be considered when
investigating ICR adoption. Therefore, this study combines the main aspects of
Perceived eReadiness Model (the PERM) (Molla and Licker, 2005), with the ICR
frameworks that are usually used in explaining the companies’ voluntary
disclosure practices. Consequently, the study suggests some factors that may
affect the management decision to engage in ICR adoption and practices, which
are proposed based on the analysis of disclosure research and theory. The
following discussion briefly highlights the theoretical linkage between the

proposed factors and ICR adoption and practices.

Internet disclosure represents one form of voluntary disclosure, whereas the
managers employ internet technology to communicate an unlimited amount of
financial and non-financial information to the targeted users at lower cost, very
quickly, and in a real-time manner. The managers’ decisions to voluntarily engage
in online reporting practices, should not be dismissed as irrelevant, but should be
motivated by inherent incentives of those managers (Elsayed and Hoque, 2010).
In this context, many researchers reviewed the motivations behind voluntary

disclosure, which benefit the firms in reducing information asymmetry problems
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between firms’ managers and users of corporate information (Ports and Rey,
2005, Deberency et al., 2002; Al Arussi et al., 2009). Some of these incentives
are: reducing agency costs with shareholders (Chow and Wong-Boren, 1987);
increasing the firm’s value (Livitt, 1999; Richardson and Welker, 2001); and finally,

lowering the cost of capital (Diamond and Verrecchia, 1991; Clarkson, 1996).

The existing literature on internet disclosure, which is based mainly on the
economics-approach, has provided valuable insights into the possible
determinants and factors that influence the voluntary choices of companies
toward internet reporting adoption and practices —as shown earlier in Figure 3.1-,
in both developed and developing countries (Xiao et al., 2004). Some of these
determinants will be used in the current study and regarded as the organisational
domain of the current theoretical framework as outlined later in Figure 3.4. Firms
characteristics (such as size, profitability and leverage etc.), and corporate
governance attributes (including board of directors and ownership structure) will
be included in the analysis. However, these static characteristics are unable to
reflect all issues pertaining to what makes ICR, as a technological innovation, be
adopted and diffused, especially where the adoption decision involves
behavioural aspects that are not easily captured using merely historical firm’s
characteristics.

Therefore, the literature on diffusion of technological innovation has proposed
theoretical frameworks about the potential aspects that may influence the
adoption and prevalence of technological innovation such as ICR (Xiao et al.,
2004; Cordery et al., 2011). Some of these aspects are technology readiness,
organisational aspects, management championship, government supports and
costs-benefits analysis (Molla and Licker, 2005; Doolin and Torshani, 2007;
Cordery et al., 2011; Tan, 2011). In the context, Xiao et al. (2004) argue that the
unique attributes of ICR (such as dynamicity, large-volume and information
overload related problems and others) should draw attention to different factors
and determinants, other than those factors addressed to explain the voluntary
disclosure over traditional paper-based research. Xiao et al. (2004: 197) also
stated that these attributes “suggest that adoption of this technological-based
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innovation may involve complex tradeoffs beyond the typical factors considered

by agency and signaling theories”.

It is worth noting that corporate disclosure via the company website is different
from traditional hard copy reporting, where the technology represents a foc