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Abstract

Banks in many countries including those in Egypt and the United Arab Emirates (UAE) suffered
losses -at various degrees- as a result of the world financial crisis (started in 2006 by the US
credit crisis). This stimulated the researcher to raise a question: Could accounting reporting by
banks lessen the losses if more and better transparent information had been issued before the
crisis? Corporate governance was considered a relevant framework based on an implicit
assumption that: if stakeholders were better informed about the main policies and decisions
undertaken in an adequate and timely manner, they may have to react to protect their interests
and hence reduce losses. This study tests three hypotheses about disclosure of accounting
information of banks and effects on quality of those information in Egypt and the UAE after the
crisis. By analyzing data for years (2003-2005) as representative of pre-crisis and (2009-2011)
as post-crisis findings show support for the research hypotheses. There is more disclosure
about financial items, operations abroad, directors and their remuneration in both countries
after the crisis than before and in the UAE more than in Egypt. It was also found a positive
association between disclosure and quality of information in terms of the timeliness and
credibility it covers. The differences between the two countries could be explained by bigger
exposure to international market (financial and trade) and bank having more resources in the
UAE compared to Egypt but not because of ownership concentration which had a weak
influence on change in transparency and governance between the two countries.
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Introduction
Since bank.
The recent financial credit crisis started in the

panicked sending bank shares into freefall.

USA has affected almost the whole world at
different degrees. As Kilmister (2008) states,
firstly, it directly and immensely affected the
banks in the USA where bad debt threatened
the solvency of the banks. Secondly, the
apparent change in Federal Reserve policy
from the earlier rescue of Bear Sterns created
a panic in the inter-bank lending market
there. Thirdly, stock market investors also

regulation is based on the idea that loans can
only be a certain multiple of bank capital and
since the decline in shares reduced capital
significantly, this looked likely to lead to a
massive decline in bank lending, which would
have further threatened the stability of the
system. While these problems first appeared
in the US and UK, where housing booms and
bank deregulation had been especially strong,
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it quickly became clear that banks from many
countries particularly Continental Europe and
other countries. The crisis also affected the
price of currency (particularly the US dollar)
when exchanged with other currencies. The
author argue that the crisis which started in
US banks, exposed investments in those
banks by banks from the rest of the world
into risk (e.g. investments by Emirate
companies in US banks). In addition, it
reduced to the minimal investments by US
companies into other countries including the
so-called developing countries (such as Egypt
which was also badly affected by a drop in
numbers of tourists visiting it due to the
crisis). Furthermore, the shrinking ability of
US and continental banks to give credit to
companies due to the crisis may affect the
demand for oil; the major source of national
income in a country like UAE. These are some
reasons for studying the case in Egypt and the
UAE. Besides, the two countries belong to the
developing nations which are rarely
examined in the accounting literature and the
UAE has an additional strong reason to be
included; that is the massive effect of debts
and financial problems of Dubai World
company -belongs to Emirates of Dubai- that
impacts many other businesses involved with
it around the world.

Banks specifically in UAE were largely
affected by the credit crisis in USA due to high
exposure to US financial market. Woertz
(2008) reports that only a limited number of
Gulf banks have publicly admitted and
quantified their exposure to the subprime
crisis. Abu Dhabi Commercial Bank -is only an
example- has announced an exposure of $272
million and has sued Morgan Stanley and
other banks for wrong advice in the case of an
ill-fated SIV deal. The UAE Central Bank has
asked UAE banks to declare their exposure to
Lehman in the wake of US bank bankruptcy,
but no public announcement by banks about
further exposure has resulted from this
measure. Exposure could be in the form of
bank bonds, derivative trades where Lehman
has acted as counter party (e.g. credit default
swaps) or structured investment products
that were guaranteed by failed US bank

investment. In mid September 2008, UAE'’s
Central Bank Governor Nasser Al-Suwaidi
ruled out a systematic risk exposure of the
UAE in the context of the financial crisis in the
US. Three of the UAE’s largest banks state no
or limited exposure to the Lehman
bankruptcy, according to Reuters.

The real problem for the GCC banks lies in the
indirect exposure to increased costs of
funding amidst maturity mismatches and
credit exposure to local consumer, project
and real estate financing. A major reason for
this distressed scenario is the deterioration of
Dubai-related credit that constitutes a large
part of the GCC bond market universe, as the
emirate borrowed extensively to finance its
development projects and Dubai Inc.
companies were among the most prominent
issuers in the GCC. The effects on stock
markets were severely witnessed by the end
of 2009, the Saudi stock exchange fell by 49%,
Dubai’s by 72% and Egypt’s by 61%.

The losses of billions of dollars to individuals,
companies and governments were
surprisingly not anticipated or expected
through academics or policy makers a fact
which Dirk ] Bezemer (2009) widely
described as “No one saw this coming”. These
financial scandals and collapses with dramatic
influences triggered this research. The
objective of this research is to investigate if
accounting can contribute in corporate
governance for better monitoring of
management and other actions in order to
provide better control on financial
investments. The World Bank report about
corporate governance in Egypt in 2004 states
another reason particular to Egypt that
increased the awareness of corporate
governance that is, a number of banking
scandals and the role of press in uncovering
them.

There has been few academic papers that
examined corporate governance in the
countries of concern. One study by Baydoun
et,al, (2005) investigate corporate
governance practices in five Arabian Gulf
countries (Kuwait, Bahrain, the United Arab
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Emirates, Qatar and Oman). They compared
between these countries based on OECD’s
2005 data and concluded that Oman is a
leader in adopting corporate governance
followed by Kuwait then the UAE while
Bahrain and Qatar are the least. They suggest
that a robust consistent regime of corporate
governance in the region is still being
developed and needs amendments in laws as
well. Another exploratory study by Dahawy
(2008) focused on presenting and analyzing
disclosure of corporate governance practices
among leading Egyptian companies especially
under economic reform and consequences on
capital market. The study depends on a
checklist of 53 items developed by the United
Nations to assess the level of disclosure of
corporate governance practices. The research
findings highlight a low level of corporate
governance disclosure among the leading 30
companies, this might has been because of the
novelty of the concept. Then Samaha and
Dahawy (2011) published an empirical study
about corporate governance structure and
voluntary disclosure in volatile capital
markets- the Egyptian experience. The results
indicate that overall voluntary disclosure was
low compared to other emerging capital
markets. Multivariate results show audit
committee presence as the most significant
variable influencing voluntary disclosure
followed by less significance of high ratio of
independent non-executive directors. Factors
that were not significant are government
ownership aspects, number of shareholders,
type of auditor, size, liquidity, leverage and
industry type. The author might refer here to
an excellent paper by Richardo Bebczuk
(2005) on corporate governance and
ownership applied on Argentina. It used
quantitative measures on the quality of
corporate  governance and ownership
structure in 65 companies’ information for
2003-2004. The results showed that
Argentinean companies examined are poorly
governed vis-a-vis international practices. In
turn, ownership appears to be quite
concentrated but separation of control and
cash flow rights as an indicator to expropriate
minority shareholders prevails in less than
half of the companies. Results refer to a

sizable and robust effect of corporate
governance on performance.

This presentation of studies on Egypt and the
UAE with regard to corporate governance
shows a possible justification for doing this
research on the ground that: a) it holds a
comparison between the two countries which
did not happen in a previous study. b) it
examines variables and use measurements
that have not been applied before on those
countries. c) it focuses the discussion on
banking sector which was affected most by
the world financial crisis.

The rest of the paper is organized as follows:
first, a discussion of corporate governance
practices in the two countries and a statement
of the reasons for choosing banks to
investigate. Second, developing research
hypotheses, variable measurements and data.
Third, analyses, primary findings and
conclusions.

Corporate Governance in Banks in Egypt
and the UAE

Egypt was a pioneer in the region in
developing domestic governance code,
launched in 2005 while the UAE issued its
code in 2007, both based on the OECD
Principles of Corporate Governance. The
launch of the Egyptian Institute of Directors
and of the Hawkamah Institute of Corporate
Governance (in the UAE) was as much a
response to the existing demand for
governance know-how, as it was to encourage
a stronger application of corporate
governance. Koldertsova (2010) recognizes
two waves of corporate governance in the
Middle East and North Africa region; the first
was in 2005 and the second is as recent as
2010. Such codes were introduced as
voluntary guidelines in the two countries,
providing best-practice recommendations
based on international standards, notably the
OECD Principles of Corporate Governance and
only recently, regulators attempted to
introduce stricter requirements. In Egypt,
board independence requirements first
stipulated in the governance code were
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subsequently incorporated into the listing
standards of the Egyptian Stock Exchange.

A survey in 2006 by the Egyptian Banking
Institute about corporate governance in
Egyptian banks reported the following
findings:

e Banks have in place a good general
framework for good corporate governance
need to be better communicated.

e Banks have in place written policies
regarding corporate governance and codes
of ethics.

e Banks ensure to a large extent equitable
treatment of shareholders.

¢ Banks enjoy a high level of disclosure of
material  information and financial
transparency in line with international
standards.

e More effort needs to be geared towards
designing and implementing special
training programs on corporate governance
and internal control practice for employees.

e Banks have specialized committees for
supervising and monitoring major business
functions. Limited responses indicated the
presence of specialized committees
concerned with good governance and risk
management.

e Banks have internal and independent
persons in their Board; however
independent directors do not have a
majority presence in these Boards.

e Banks, in general, do not take into
consideration the evaluation of clients’
corporate governance practices in their
credit risk assessment systems.

Koldertsova (2010) report that the end of this
decade marks the end of the first wave of
corporate governance or “Hawkamah” in
Arabic. The UAE introduced the code of
practice to be compulsory for bank in 2007.

The resistance to corporate governance as a
concept -mainly by family-owned companies-
has shifted from the centre to the periphery
which is an evidence of successful awareness-
raising campaigns. Moreover, during the past
two years, regional regulators have been
abolishing the voluntary nature of governance
standards. These developments mark the
beginning of a new wave of corporate
governance in the region, focusing on
implementation as opposed to awareness-
raising. This second wave is being manifested
through the revision of governance codes in
order to clarify and tighten provisions.
Hawkamah, the Institute for Corporate
Governance in Abu Dhabi the capital of the
UAE, is an independent international
association  established to efficiently
coordinate and sequence the design, planning
and implementation of corporate governance
reforms and monitoring the outcome of
corporate governance on the private sector
level. Both Abu Dhabi and Dubai securities
exchanges promote the adoption of best
practices of corporate governance in the
listed and to be listed companies. The author
managed to get some corporate governance
reports issued by Orascom Telecom company
in Egypt and Mashreq bank, Dubai Holding
and Abu Dhabi Ship Building Emirati
companies. While comparing the content of
these reports could be the subject of another
research, the reports generally agree on
providing information about the board of
directors, remuneration, Committees along
with risk management and internal audit.
Some reports included information on
shareholders communication, insider share
dealing, corporate social responsibility, share
movement and professional conduct.

Characteristics of Banks in the Two
Countries

There are features shared by banks in both
countries:

1.Banks include huge investments for
governments and individuals and hence
transaction there affect huge investments.
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2.Major banks in both countries are state-
owned. In UAE, fifteen state-owned banks
account for more than half of the sector’s
total assets according to Index of Economic
Freedom 2011 and the four biggest banks
in Egypt are state-owned as well. Banks are
generally moderate to high level of
ownership concentration, due to the
presence of family-controlled ownership in
UAE especially.

3.Banks are the major source of finance to
other businesses in both countries as the
Hawkama and OECD 2005 report state and
their stability and success would affect the
overall economy (as mentioned above the
volume of losses from the financial crisis in
the US).

4.Commercial banks hold "significant" shares
in listed and non-listed companies in both
countries.

Banks in both countries differ in:

1. Assets and resources

2.Years providing services
3.Exposure to international markets

4.Country’s economic, political and cultural
features including degree of corruption

Both the local bank scandals in Egypt before
the world financial crisis and the latter’s
effects on Egypt and the UAE feed the debate
about the role of corporate governance in
providing better informed about current and
future earnings. Huge literature examined
many aspects of corporate governance
(including shareholder’s protection) from
different levels (company’s level vs. country’s
level) and via different perspectives. It is
believed that the ownership of banks in Egypt
and the UAE is dominated by the state -as
mentioned above. Therefore, examining how
to protect shareholders in that sector seems
irrelevant. Rather, addressing the quality of
accounting information and current and
future earnings measurements  that

represents management choices would be
more appropriate. Another research could
address mechanisms and impacts of better
shareholders’ protection that could improve
performance in this sector.

Developing Research Hypotheses

In the earlier section about research
background, some academic papers applied
on the two countries of concern were
reviewed, e.g. Baydoun et,al., (2005), Dahawy
(2008), Samaha and Dahawy (2011), Bebczuk
(2005). In this section, the researcher will
develop the research hypotheses that make it
different from other papers in the area.

The situation in the US was triggered by the
high-profile downfalls of large corporations
like Enron and WorldCom where investors
lost millions of dollars. According to He et.al,,
(2008), the Public Company Accounting
Reform and Investor Protection Act was
signed in July 2002 to restore investors’
confidence. This act provides major changes
to corporate governance and disclosure
obligations. among these changes are: 1) firm
executives must certify the accuracy of
financial reports 2) firm executives and
auditors must certify the effectiveness of
internal controls 3) firm executives and
auditors are faced by tightened
accountability and increased criminal
penalties 4) corporate governance is more
independent. All these changes indicate that
firms are faced with a tightened business
environment which seeks to provide greater
protection to investors.

In the UAE, The Emirates Securities and
Commodities Authority issued Decision No.
(R/32 OF 2007) directed at listed companies
to comply with specific regulations regarding
board of directors, internal controls,
remuneration, auditing and corporate
governance. In 2009, The Central Bank of the
UAE released a revised draft of its corporate
governance guidelines regarding banks as
mentioned by Walton etal. (2009). The
guidelines acknowledge the important role
played by banks in the UAE economy and the
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vital role of good corporate governance in
ensuring the long term success and security of
banks. The guidelines emphasize disclosure,
duties and responsibilities of directors,
transparency and accountability and include
model charters and policies. A notable
requirement is that the Central Bank
encourages directors not to accept more than
one bank board appointment. The researcher
points out that this point particularly will be
among the measured items of corporate
governance in the measure of transparency
and disclosure in this study. Similarly, the
World Bank report about corporate
governance in Egypt in 2004 listed disclosure
and transparency as one of the key corporate
governance principles examined. If
accounting could provide a level and quality
of financial disclosure, this could enhance
shareholder’s protection and improve their
investment decisions. Siegel (2008) argues
quality to be an important attribute of
accounting information, although it is neither
generally agreed upon nor measurable.
However, Siegel (2008) described it via
communication and considered the better the
usefulness of financial information for
decision making, the higher the quality of the
information.

The researcher emphasizes that the term
transparency and the term disclosure are
used interchangeably in this study without a
distinction between the two. However, some
studies in the literature (Bushman and Smith
2003) define corporate transparency by the
availability of relevant, reliable information
about period performance, financial position,
investment opportunities, governance, value
and risk of publicly traded companies and on
that basis they define it by features of
intensity, timeliness and credibility. The first
feature “disclosure intensity” was ignored in
this research because of lack of data to
measure it. Bushman and Smith (2003) also
report that previous studies in the literature
suggest that those features are associated
with differences in economic growth, efficient
allocation of investment and sensitivity of
investment to internal cash flow. The
researcher argues that this is taken as the

basis for the second hypothesis in this study
as the features of transparency examined
could enhance quality of information which in
turn could improve shareholders’ monitoring
and assessing of management decisions and
performance in terms of growth, efficient use
of resources and better control over cash
flow. However, in order to maintain this
study in focus, the last part of the debate -that
is quality of accounting information and
monitoring management’s performance or
efficient investment or other managerial
decision- will be assumed but not examined.

Caldero6n et. al (2005) from the World Bank
identify exposure to be the integration of
world goods and capital markets. A central
dimension of globalization is the world trend
toward larger financial and trade openness,
observed in most industrial and developing
economies. Financial openness has increased
from a world median of 5% of GDP in 1970 to
45% of GDP in 2000 and trade openness has
grown from a world median of 44% of GDP in
1970 to 70% of GDP in 2000.

The Central Bank of the UAE announced on its
website in March 2011 that “Total banks’
loans and advances, net of provisions and
interest in suspense, increased by 0.6 per
cent, reaching Dh1.049 trillion, and the total
banks’ assets increased by 1.8 per cent,
reaching Dh1.66 trillion at the end of
February this year,” The Central bank also
discloses that the number of local commercial
banks operating in the UAE are 23 in addition
to branches of foreign banks. Also the Central
bank reveals that in 2009, the majority of
local commercial banks are owned by state
(and Emirate) or a governmental authority of
it, for example National Bank of Abu Dhabi is
70% owned by Abu Dhabi Investment
Council, Emirates NBD is 56% owned by
Investment Corporation of Dubai and 5% by
Jumaa Al Majid (a major individual investor),
Sharjah Islamic Bank is 31% owned by the
government of Sharjaa, Commercial Bank of
Dubai is 20% owned by Investment
Corporation of Dubai, 10% by A. Al Futaim
Private investor and 7% Ghobash Trading and
6% A. Al Rostmani investor.
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The researcher develops a hypothesis based
on these data that ownership is highly
concentrated in UAE banks which could affect
the production and disclosure of accounting
information and corporate governance.

According to the Encyclopedia of the Nations,
in 1999 there were 69 banks operating in
Egypt: 4 state-owned commercial banks, 29
commercial banks, 33 investment banks, and
7 specialized banks; including 20 foreign bank
branches. The 4 state-owned commercial
banks-the National Bank of Egypt, the Bank of
Alexandria, the Banque du Caire, and the
Banque Misr-dominate the sector due to their
size in terms of assets, deposit base and
branches (an average of 200 branches each),
accounting for 55% of the banking system's
total assets. The Central Bank of Egypt
supervises all banks in Egypt except for Misr
African  International Bank, the Arab
International Bank and the Egypt Export
Development Bank. The national stronghold
on the system becomes apparent when the
public-sector banks' shares in joint-venture
banks are taken into account, which reveals
the big four to be holders of over 90% of the
total assets of commercial banks. The
dominance of the public sector is heightened
if the National Investment Bank (NIB) is
included. Holding the long-term resources
mobilized by the social security system, the
NIB possesses roughly 25% of total bank
deposits. Private sector ownership accounted
for less than 30% of the banking sector in
2002, while the total assets of Egypt's banks
in the same year amounted to $72 billion.
The official web site of the Central Bank of
Egypt reveals in December 2010 that the
Egyptian banking system consists of 5 public
sector banks, 27 private and joint venture and
7 off-shore banks with total assets of banks in
Egypt is USD .221 trillion (less than quarter a
trillion).

The researcher draws up the following
hypotheses based on these factual data about
banks in the two countries. It is obvious that
the size of banks’ assets in the UAE is bigger
than those of Egypt, with more foreign
operation and more concentration of

ownership. There are two independent
variables:  transparency of accounting
information and disclosure of corporate
governance while the dependent variable is
quality of accounting information. The
proposed explanatory variables are foreign
transactions or exposure, bank size and
ownership concentration. The hypotheses
will be formed to test three aspects. The
independent variables group is examined:
first, before and after the financial crisis in the
two countries, second, it will be tested if there
is a relationship between the independent
variables group and the dependent variable,
third, the independent variable will be
compared in the two countries and whether
the explanatory variables are valid to
interpret differences or not.

Therefore the research hypotheses are:

H1: Disclosure of corporate governance and
Transparency of accounting information
in banks in both Egypt and the UAE is
more after the financial crisis

H2: More Disclosure of corporate governance
and Transparency in banks, increase
quality of accounting information

H3: Disclosure of corporate governance and
Transparency in banks in the UAE is
more than in Egypt due to higher
exposure to international markets,
bigger size and more ownership
concentration.

Measurements of Variables
Bushman and Smith (2003) introduced the
following measurements that will be adopted

in this study:

Quality of Accounting Information Is
Measured by Two Attributes:

Timeliness of disclosure: measured by:

¢ Frequency of reporting

e Number of specific accounting items
disclosed in interim reports
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Consolidation in interim reports

e Reporting of subsequent events and
Credibility of disclosure: measured by:

Share of big 6-accounting firms in total
value audited

Financial statements available in English

e Degree of disclosure of important
accounting policies

Corporate Transparency: Measured by
Reporting the Following Items:

¢ Long-term investment
e (Capital expenditure

e Segment disclosure

geographic)

(product and

e Subsidiary disclosure
e Footnotes
Governance Disclosure

¢ [dentity of major shareholders

Range of shareholdings

Identity of managers

Identity of board members and affiliations

e Remuneration of officers and directors

e Shares owned by directors and employees
Exposure to International Market

In this research exposure to international
market will be measured by the value of
operations in international market as
expressed in the annual report of a company.

Ownership Concentration

It is measured as the percentage of shares
owned by the largest shareholders (owners)

Bank Size
This is measured by total assets

Regarding the independent and dependent
variables, following Bebczuk (2005), for each
feature, the company is given a value 1 if the
item is there (there is partial or total public
information) and 0 otherwise.

Data and Analyses

While more analyses have to be undertaken
on the data, this section will report only
primary results that are obtained at date of
submission, given that the total number of
banks operating in Egypt is close to that
operating in the UAE. Data are collected from
a total of 26 banks in each country from the
annual reports and web sites including all
state-owned banks in both countries in
addition to some private and joint venture
ones. While banks in the UAE fully adopt the
IFRS, banks in Egypt use the Egyptian
Accounting Standards according  to
regulations of the Central Bank of Egypt
which are based on the old IAS (International
Accounting Standards) and the current IFRS.
However, the World Bank within the
economic reform taking place since 2003 in
Egypt- requires that all companies there
should comply with the IFRS and a draft of the
Company’s Act is being prepared to include
that. Thus, this point should not create a
factor for differentiation at this stage. In order
to maintain the research objective and
compare between disclosure practices before
and after the world financial crisis, the annual
reports of the selected banks were examined
over a period of four years: since the financial
crisis began in the US in 2006, That year was
avoided because annual reports of that year
will reflect incredible shock and no sign of
rather normal practice of business and of
accounting practices will appear, therefore,
the period of 2003, 2004 and 2005.
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Given that the financial crisis itself ended
sometime between late-2008 and mid-2009.
Therefore, the annual reports of 2009 and
2010 are used to represent the after crisis
situation (with interim data for 2011). SPSS
program was used to prepare descriptive and
analytical tools for data. This means the study
includes 26x6 data observations for every

Findings

Firstly: analysis shows support for the first
hypothesis in both countries with a higher
score for the UAE as in table (1) below. The
first part reveals the aggregate measure of
accounting disclosure and transparency was
higher in the after-crisis era (2009-2011)

individual variable or measurement.

than the before-crisis

(2003-2005).

Table (1) Frequencies of Companies with Public Information about Timeliness,
Credibility, Transparency and Disclosure

Item Egypt UAE
% of companies with | % of companies with public
public information on | information on the item
the item
Before After The | Before The | After The
The Crisis crisis Crisis crisis
First: Dependent variable:
Quality of accounting information is measured by two attributes:
A. Timeliness of disclosure: measured by:
. Frequency of reporting 82 86 87 92
. Number of specific accounting items disclosed in interim reports 73 75 83 87
. Consolidation in interim reports 79 82 86 90
. Reporting of subsequent events 61 64 72 87
B. Credibility of disclosure: measured by:
o Share of big 6-accounting firms in total value audited 11 9 56 64
o Financial statements available in English 42 38 91 93
o Degree of disclosure of important accounting policies 63 72 83 90
Second: Independent variables:
1- Transparency: measured by reporting the following items:
. Long-term investment
o Capital expenditure ié 1318 22 g;
o Segment disclosure (product and geographic) 21 30 83 36
o Subsidiary disclosure 19 34 86 93
. Footnotes 31 28 45 48
2- Corporate Governance disclosure
o Identity of major sh.areholders 8 12 45 57
o Rang(.e of shareholdings 8 20 48 59
° Identlty ofmanagers 20 25 82 92
. Identity of board members and affiliations 32 22 83 90
. Remuneration of officers and directors 18 23 56 73
. Shares owned by directors and employees 24 20 58 71
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Details show that banks reveal more details
about their long term investments,
geographic segments and subsidiaries.
These included financial investments by
banks in each country and abroad. As the
world financial crisis hit banks in the UAE
more than Egypt, the UAE regulatory
bodies encouraged more adoption of
reporting practices especially with relation
to deposits abroad, operations overseas
and disclosing events subsequent to closure
of the fiscal year. Whereas banks in Egypt
before and after the crisis are tightly
controlled from the Central Bank of Egypt
by limited deposits in a foreign bank
abroad (no more than 10% of deposits) and
the vast majority of that amount is in form
of secured bonds of the US government, to
avoid bankruptcy and not more than 5%
are used in mortgagee activities. Some local

issues are could be noted. For example, it is
a common practice by Emirati companies in
transparency to prepare their annual
reports in both English and Arabic while
this is very limited in Egypt. Also, in Egypt,
all companies owned by the state including
banks should be audited by a national
independent organization “The Central
Agency for Accounts”. This fact minimized
the appearance of big 6 firms in Egyptian
data.

Secondly, the second hypothesis reads that
more disclosure and transparency could
increase quality of accounting information.
The correlations in tables (2,3 and 4) below
show the associations between
measurements of disclosure on one hand
and measurements of quality on the other
as suggested in this research.

Table (2) Correlation between Independent Variables (Transparency and Disclosure)
and the Dependent Variable (quality of information) for the Whole Data:

1- Transparency 2- Corporate
Governance disclosure
Before | After The | Before The | After The
The crisis Crisis crisis
Crisis
Quality of accounting information
aspects:
A. Timeliness of disclosure individually .79 .82 .67 .79
B. Credibility of disclosure individually .68 .84 .59 .82
Collective measure of Quality of 72 .81 .63 .85
accounting information
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Table (3) Correlation between Independent Variables (Transparency and Disclosure)
and the Dependent Variable (quality of information) for Egypt data:

1- Transparency

2- Corporate
Governance disclosure

Before After Before After
The The crisis | The crisis | The crisis
crisis
Quality of accounting information
aspects:
A. Timeliness of disclosure individually 47 .62 71 .64
B. Credibility of disclosure individually 42 .68 .59 .68
Collective measure of Quality of 44 .63 .68 71
accounting information

Table (4) Correlation between Independent Variables (Transparency and Disclosure)
and the Dependent Variable (quality of information) for the Emirati data:

1- Transparency 2- Corporate
Governance disclosure
Before After Before After
The The crisis | The crisis | The crisis
crisis
Quality of accounting information
aspects:
A. Timeliness of disclosure individually .68 .85 .63 77
B. Credibility of disclosure individually 74 .89 72 .69
Collective measure of Quality of 72 .84 71 74
accounting information

It reveals a positive relationship between
quality of disclosure and corporate
governance in both eras. The relationship is
stronger for the after financial crisis period
in both countries. During the period of
2009-2011, banks in the UAE released
more relevant and timely financial
information to users in different ways and
on more frequent basis. The amount of

details given by UAE banks in terms of
financial statements, plans, projects, follow-
up review announced about the financial
operation and the open discussion in the
media about some business decisions such
as take-over decisions were much
witnessed in the UAE bank environment
than in Egypt. Only to name a few: The
information about Dubai Islamic bank offer
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to buy a controlling stake in 2011appeared
in UAE Interact official site as well as
various banks when issue bonds. Also the
news that First Gulf Bank pulls the plug on
Libyan operations in 2011 was reported in
UAE Interact official site and similarly
National bank of Abu Dhabi operations in
Oman.

Thus, the two dimensions measured for
quality were found collectively positively
correlated to the measurement of
disclosure in both countries with the
association stronger for the UAE during the
period of 2009-2011 compared to the
period of 2003-2005 and compared to
banks in Egypt during the first period. In
terms of details of information, the
reporting of accounting policies is much
more than that of banks in Egypt along with
a consistent reporting of members of board
of directors, key managers and their
remuneration. The Egyptian banking
environment does not see the importance
of these information yet, hence, few cases
reveal that to readers.

In the UAE there is a big-6 accounting firms
involvement  issuing  the financial
statements available in both Arabic and
English compared to Egypt and more
accounting policies are disclosed in a more
systematic way. This finding may have
resulted from the fact that there is more
involvement of international market by
banks in the UAE than in Egypt and the
IFRS has been adopted almost in full for a
longer period of time. In conclusion, the
second hypothesis is supported. It is
notable that UAE banks score higher than
Egypt in governance disclosure in terms of
releasing information about directors, their
affiliations and remuneration. This practice
is still thin in Egyptian environment.

Thirdly, Primary Analysis including
descriptive and regression in table (5)
below indicates that disclosure and
transparency of accounting information by
banks in the UAE is more than in Egypt due
to the former’s more involvement in
international trade and markets.

Table (5) the Regression between Transparency and Disclosure as Independent
Variables and Quality of Information as Independent Variable under Foreign Exposure,
Size and Ownership Concentration as Explanatory Variables

Dependent variable:
Quality of information
Explanatory Variables in relation | Exposure Size Ownership
to: to foreign concentration
Transparency Markets
.003 .020 42
Disclosure of corporate .005 .019 A1
governance
Adjusted R2 421 136 .041
No. of observations 31 52 43

It is mentioned earlier that there are
restrictions on commercial banks in Egypt
by the Central bank regarding the amount
of deposits that can be put abroad and this
reduced the impact of the financial crisis in

Egypt. In other words, the same reasons
worked on imposing more regulation on
the UAE banks after the world financial
crisis. However, the bigger resources of
UAE banks comparing to Egypt along with
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the state’s full guarantee of all deposits has
been supported, for the banking sector
absorbed the negative effects of the
international credit crisis effects in spite of
the huge losses which UAE banks
experienced. The higher ownership
concentration in the UAE worked against
mangers’ willingness to disclose
information. ~More concentration of
ownership might mean more powerful
owners, but the huge resources invested in
the business and the separation of
management from business increases the
probability of losing control. In UAE case,
few cases for managers’ manipulation were
revealed because often businesses are
owned by families and run by members of
the family. While more banks in the UAE
are owned by families and prestigious
figures (Al Mashreq bank and National
Union Bank are examples), this feature
exists far less in Egypt’s case (only for some
foreign banks operating in Egypt e.g. Ouda
Lebanese Bank) where banks specifically
are different from other sectors in the
economy where mostly are state-owned.

Given that this is still a working paper, the
author wishes to make this note a
reservation. Also, no previous studies were
found in this area with empirical tests to
compare results with. The study of
Bushman and Smith (2003) while sharing
the research arguments and questions, it
did not test arguments on real data.
Baydoun et. al., (2005) report in a more like
content analysis the corporate governance
practices in five Arabian Gulf (only)
countries. Our findings agree with Baydoun
et. al.,, (2005) in that, the UAE scores more
than other Arab countries (in their case
Gulf countries and in our case Egypt) in
adopting and reporting on corporate
governance. This study findings seem
incomparable with Bebczuk (2005) which
investigates corporate governance and
ownership impact on performance while
effects on performance are not targeted or
examined in this research. However, this
study’s results regarding Egypt agree with
those reported by Dahawy (2008) where he

found the level of disclosure in Egypt is low
and that non conformity to corporate
governance code may be because
companies are not convinced of the needs
and benefits of corporate governance.

Conclusion and Future Expansion of
Research

This study examines the disclosure and
transparency of accounting information
revealed by banks to different users and
the relationship between this and a
potential improvement in corporate
governance and quality of information. The
research starts by justifying the choice of
banks to be the focus of examination. Banks
in Arab countries and around the world
suffered huge losses due to the credit crisis
in the UAE in 2006, some of the money lost
belonged to states rather than individual.
Therefore it was worthwhile to discuss how
those and other users of accounting
information can be better informed about
decisions and performance. The world
financial crisis all over the world and some
bank scandals in Egypt fed the desire to
provide  higher quality  accounting
information that are more, timely and
credible. Data collected from the financial
reports of banks in both countries and
other sources are analyzed. Primary
findings show support for the research
hypotheses. Splitting data to before the
world financial crisis and after, show more
disclosure about financial items, operations
abroad, directors and their remuneration in
both countries (higher for the UAE which
was hit larger by the crisis). It is also found
a positive association between disclosure
and quality of information in terms of the
timeliness and credibility (with higher
scores for the UAE). The differences
between the two countries could be
referred to more exposure to international
market (financial and trade) in the UAE
when compared to Egypt. Other reasons for
the differences are relatively more
ownership concentration and bigger bank
resources in the UAE when compared to
Egypt. This research could be expanded
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further by examining the effects of the
variables that make the change between
banks’ environment in the two countries
and each of corporate governance practices
and accounting disclosure. The analysis
may extend to examine the effects of each
of the following factors: years of service
and size of operations in one hand and
accounting disclosure and transparency or
quality of accounting information on the
other hand. It could also examine effects on
specific corporate governance items such
as shareholders’ protection industries
which have enough shareholding (no
ownership concentration) to examine.
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