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Abstract: This study aims to empirically investigate the influence of voluntary
disclosure on financial reporting quality of Islamic banks in Yemen. The study
uses an un-weighted disclosure index, comprising 266 items. Financial
reporting quality (FRQ) is measured by two models namely, Jones (1991)
(FRQJONM) and Dechow and Dichev (2002) (FRQDDMD), while voluntary
disclosure level is considered as an independent variable. The results show that
FRQJONM has a significant effect on financial ratio (FINRAT), financial
statement information (FINSTIN), corporate social disclosure (CORSD), and
other information (OTHINF). In regards to FRQDDMD, the outcomes
indicated that general knowledge (BAISCG), financial ratio (FINRAT), other
information (OTHINF), and bank size (BANSIZE) have a significant impact on
FRQDDMD. The study has significant implications in developing economies
for both individual and financial institutional investors, regulators, and
policymakers. The study adds a new contribution to Islamic finance industry,
particularly in Yemen and for all other countries interested in the Islamic way
of finance.

Keywords: Islamic banking sector; financial reporting quality; FRQ; voluntary
disclosure level; Yemen.
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1 Introduction

Islamic banking has seen progress and considerable growth since 1975, as acceptability
as a viable method of finance has increased. This trend has been seen in Muslim
majorities and minorities (Grassa, 2013). The alignment of Islamic financial products
with the cultural identity of customers is one of the main reasons for this growth
(Alnasser and Muhammed, 2012; Metawa and Almossawi, 1998; Naser et al., 1999).
Many of the financial institutions’ main aims are to satisfy Muslim and non-Muslim
interests.

Islamic financial institutions are recognised as one of the largest programs and as a
result of this increase has gained global acceptance (Abdou et al., 2014). Islamic
institutions, especially in the Middle East, have shown their advantages for global
economic development and financial stability (Tabash and Anagreh, 2017). Islamic
finance companies often depend on Islamic law experts to setup Shari’ah supervisory
boards (SSB) and ensure that their operations conform with the regulation of Shari’ah.
Islamic finance, however, is not confined to the growing international sense of investors.
British proposals to make London a world centre for Islamic banks (Kerr, 2007) and to
turn into an emerging market segment financial banks such as ‘Citigroup, BNP Paribas,
Hong Kong and Shanghai Banking Corporation (HSBC)’. Furthermore, the UK, France,
China, and Singapore have developed special laws to promote Islamic financial services
‘operations and other countries’ (Ali, 2008).

Knowledge in the capital markets plays a critical role because it has a direct influence
on the decision making of investors. Laws, laws, and accounting principles require
obligatory detail in tax reports, while optional disclosure relies on the contractor’s
discretion to use the financial report details (Islam et al., 2014). Volunteer disclosure
should be distinguished from compulsory disclosure by the way the company determines
what to release before identifying the material (i.e., ex-ante), as opposed to mandated
statements by the company following discovery of the substance (i.e., ex-post) (Islam
et al., 2014). Uyar and Kilic (2012) noted that numerous actors, including policymakers,
researchers, and investors, called for greater corporate accountability in the sector
following increased corporate controversy and financial crises. In this respect, Uyar and
Kilic (2012) describe corporate openness to maximise the dissemination of information in
various media, such as financial accounts, company blogs, news releases, and leaflets, to
reduce knowledge asymmetry between managers and shareholders. The pair argues that
investors were able to have access to accurate statistics about the companies they fund,
which led to the expansion of their reach by the public statements of the businesses and



4 E.A. Al-Homaidi et al.

their financial results. Numerous empirical studies recently examined the relationship
between financial reporting quality (FRQ) disclosure in different countries such as (e.g.,
Almagtari et al., 2018b, 2020; Lemma et al., 2020; Sarea et al., 2020).

The review is structured as follows: A summary of the problems of the analysis is
given in section two. A literature review is provided in section three. The research
method of present research is offered in section four. In Section 5, the analytical findings
and discussions are shown. Finally, the conclusion of the study is provided in section 6.

2 Statement of the problem

The study of 18 Middle East and North African countries (MENA) has rated Yemen as
the least productive state (Ramanathan, 2006). Yemen is the least productive nation.
Yemen’s financial sector is no exception. The bank sector in Yemen has faced several
barriers, such as poor operating efficiency, low-quality financial product and services, a
lack of consumer attention, and a lack of entrepreneurial opportunity for banks, Al-Swidi
and Mahmood (2011) and Zolait et al. (2008). Those problems demonstrate the lack of
efficiency and long-term impact on the survival of the Yemeni banking sector.

Accounting transparency provides creditors with the requisite information to reduce
uncertainty. Full disclosure practices are recognised in allowing banks to efficiently avoid
misuse of financial reporting and help them take correct financial and economic decisions
that are highly appreciated by stakeholders. In the annual reporting by IMB in Yemen,
the details and degree of voluntary data disclosure are checked for the effect of volunteer
disclosure on Islamic Banks in Yemen’s financial reporting system. The analysis outlines
four points below in respect of the research question:

e At Yemeni Islamic banks, there is a demand from stakeholders for accounting
disclosures.

e Absence of a framework for disclosure of financial reporting among Yemeni Islamic
financial institutions.

e In the context of Islamic financial institutions in Yemen, there is a lack of research
addressing this issue.

e Bad transparency of accounting and efficiency relative to other countries.

3 Literature review

Numerous studies, including Zubairu et al. (2012), on voluntary transparency, examined
social monitoring activities in Saudi Arabia for the period 2008-2009 by four Islamic
banks. The study used material analysis in annual reports to assess the evidence.
Research has shown that Islamic banks in Saudi Arabia are currently more closely related
to their mainstream peers than to their supposed banks. By evaluating the scope of the
investigation before the Sharian Supervisory Board and the contents of the board’s report
in the financial statements of the 23 Islamic Institutes in Malaysia and Indonesia, Eljelly
and Elobeed (2013) and Amalina et al. (2013) contribute to Shari’ah governance
frameworks research, determining the performance characteristics of the Islamist banks.
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The relations between the owners and quality structure of Islamic banks have been
studied by Zouari and Taktak (2014). Between 2005 and 2009, a data analysis group was
set up in 15 countries of 53 Islamic banks. The results demonstrate that the holding is
49% focused and the shareholder in the entire study is institutional for 41 banks. The
second was government owners, followed by the final shareholders of the family. In the
same year, the ISR-based Islamic bank reporting disparity was examined by Wardayati
and Wulandari (2014). The research contains five Islamic financial companies in
Indonesia country and five Islamic firms in Malaysia country. The study has shown that
the ISR Islamic Banking disclosure rates in Indonesia country are higher than the ISR
Islamic financial institutions disclosure rate in Malaysia. Based on results from the
hypothesis tests, the disclosure rate among Islamic financial institutions in ‘Indonesia and
Malaysia’ has been significantly different. In general, analysis and disclosure in the
Islamic Fashlowm Bank of Gumhouria’s accounts, which was Libya’s largest bank from
2010 to 2013, Ahmad and Daw (2015) showed compliance with the rules of the
‘Accounting and Auditing Organization of Islamic Financial Institutions (AAOIFI)’. The
outcomes of this study reveal that the Fishtown Islamic Division of Gumhouria Bank’s
membership in AAOIFI requirements is stated to be high, with average compliance of
35.5% for general reporting and filing of financial statements. Harun (2016) reviewed
and discussed the declaration of corporate social responsibility by Islamic banks between
2010 and 2014 in the Gulf Countries Council (GCC). This study revealed that the
openness to CSR among Islamic banks was very low (39.9%). The basic facets of the
Islamic Bank’s Ethical Identification Index (EID) were analysed and listed by Rahman
et al. (2016). You consider that the social transparency standard is not influenced by
independent executives.

Amran et al. (2017) stated that Islamic firms generally have increased their
registration of social responsibility of companies in Malaysia and Indonesia. In particular,
the workplace and society aspects in both countries are the most often identified areas of
the Islamic banking sector. Inten and Devi (2017) have focused on the degrees of
‘corporate social responsibility in Indonesia and Malaysia’ and the openness of
14 Islamic banks. 43 disclosure items divided into six subjects were included in this
study. Othman et al. (2009) said that the ISR level of Islamic companies is higher than
that of ISR in Malaysia. In the assessment of accounting efficiency, Nawaz and Haniffa
(2017) suggested a strong positive relationship between VAIC and revenue on assets
(RROA). There has been a clear positive relationship between the efficiency and human
capital result of accountant output with the tool used, but concerning systemic capital
ability no substantial connection has been found. Ahmad and Al-Homaidi (2018)
examined the voluntary disclosure level of corporate governance in Indian tourism
companies.

The factors that contribute to market risk management, improved competitiveness and
sustaining stability for Islamic banks were found to be capital sufficiency and bank
volume by Trad et al. (2017). Studies have also shown that macroeconomic indicators,
except inflation, can improve Islamic banks’ resilience. Islamic bank disclosure in
various countries is listed in Table 1.
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Some of empirical reviews related to financial institutions

Table 1
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4 Research methodology

This paper addressed the details of the annual reports published between 2005 and 2014
by the Islamic Bank of Yemen. In Yemen from 2005 to 2014, the population of the
research was five Islamic firms. Three Islamic banks, based on the following criteria:
data access and the availability of banks in the conventional field should not be the
sample of this study (‘Tadhamon I Islamic Bank,” ‘Saba Islamic Bank’, and ‘Shamil
Bank of Yemen and Bahrain’). While the study failed to give two banks’ details namely,
Alkuraimi Islamic Microfinance Bank and Investment Bank is established in (2010) and
Islamic Finance and Development Bank of Yemen is established in (1995).

4.1 Theoretical framework of the study

This investigation aims to identify the influence of voluntary data disclosure level on the
FRQ of Yemeni Islamic financial institutions for the period from 2005 to 2014. A
structure is proposed by the investigators as shown in Figure 1.

Figure 1 Framework of the current article

Background Financial . .
. Corporate Financial Corporate
about Islamic ratios and K Zakat Other
governance statcment social . .
banks / other other . . information information
inf G inf " information information disclosure (ZAK) (OTH)
information nformation
CGI FSI CSD
(BACG) (FR) (CGD (FSD ( )

Independent Variable
Voluntary Disclosure index

Dependent Variables <}:1<: Controlling Variables

|

Financial Reporting Quality -Bank Size

-Jones (1991) model

-Bank Age

-Dechow and Dichev |
(2002) model.

4.2  Measurement of indicators

4.2.1 Dependent factor

Consistency of the financial reporting is a contingent variable, evaluated by Jones (1991)
and Dechow and Dichev (2002) in two ways. The standard of financial statements is not
widely accepted. Previous investigations have used different measurements to evaluate
the ‘quality of financial reporting’. For example, Huffman and Lewis-Western (2014) and
Shroff (2015) have applied Jones (1991), while Dechow and Dichev (2002), Hassan and
Bello (2013), Issertation (2004), Kardan et al. (2016), Lim et al. (2015) and Nam (2016)
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have used Dechow and Dichev (2002) as a factor for financial reporting efficiency. By
using two delegates, this analysis tests the consistency of financial reporting. Table 2
reveals the list of indicators used in the study.

4.2.1.1 Jones (1991) model

A first indicator for earnings value is based on Jones’ (1991) model. He utilised the
following model of total accruals requirements to guide changes in the business
currencies of the client:

TACC;, 1 AREV;, PPE;,
— o — 04 —+é&iy (1)
ASSET;,.,  ASSET;,., ~ ASSET,., =~ ASSET;,.
where
TACC;; total accruals in year ¢ for firm i
ASSET;; total assets in year £ — 1 for firm i
AREV; revenues in year # less revenues in year ¢ — 1 for firm i
PPE;; gross property, plant and equipment in year ¢ for firm i

&ir error term in year ¢ for firm i.

4.2.1.2 Dechow and Dichev (2002) model

Dechow and Dichev (2002) is the second model. Dechow et al. (1995) found that
discretionary accruals usually produced low-power measures for economically feasible
magnitude earnings management. Both parameters are separated by mean total resources
in the formula.

AWC, = ay +by + bCFO,_, + b,CFO, + b;CFO,,, + ¢, (2)
where

AWC, AWorking capital in year ¢, i.e., AAccounts receivable +Alnventory —
AAccounts payable — ATaxes payable + AOther assets (net)

CFO.1 cash flows from operations in year ¢ — 1
CFO; cash flows from operations in year ¢

CFO;1  cash flows from operations year in year ¢ + 1.

4.2.2 Independent variables

Voluntary disclosure index (see Appendix) consisting of 266 index objects is grouped
into seven categories according to their type, namely ‘(A) context details on the Islamic
firms/general data (19 objects), (B) financial ratios (24 items), (C) corporate governance
information (72 items), (D) financial statements information (110), (E) Corporate
institutional discovery (10 items), (F) zakat data (16 statements)’.
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4.2.3 Controlling variables
4.2.3.1 Bankage

The age of the bank is the guiding variable applied in the formula, often determined by
the number of years after its establishment (Dewaelheyns and Van Hulle, 2010).
Dewaelheyns and Van Hulle (2010) also suggested that age has a favorable connection
with the competitiveness of the business. However, Almus and Nerlinger (1999) have
shown that age has a negative relationship to development. Zeitun (2012) stated that the
age of firm did not impact ROA. Dietrich and Wanzenried (2009) also demonstrate that
the bank age has a little significant effect on the bank’s results. The age of the business
has a positive association with the degree of transparency in certain reports, such as
(Abeywardana and Panditharathna, 2016; Al-Shammar and Al-Sultan, 2013) and a
detrimental interaction (Uchenna et al., 2013). Zelenyuk et al. (2017) investigated the
specific corporate attribute that explains the level of voluntary information transparency
in Nigeria. Outcomes showed that the age of the company was negatively linked to the
disclosure items.

4.2.3.2 Bank size

The scale of the financial business is viewed as a major consistency element. Many
empiric studies have shown a positive correlation between the size of the business and the
level of voluntary disclosure (Abeywardana and Panditharathna, 2016; Alturki, 2014;
Uchenna et al., 2013; Haji and Ghazali, 2013; Karim and Ahmed, 2005; LMgammal,
2017; Nalikka, 2009; Uyar et al., 2013). Several experiments have shown negligible
negative results of voluntary disclosure (Aljifri et al., 2014). The size of the company
also showed positive and significant levels of disclosure (e.g., Mgammal, 2017, 2011;
Nalikka, 2009; Naser et al., 2006; Premuroso, 2008). Zelenyuk et al. (2017) examined the
specific corporate attribute that explains the degree of voluntary data transparency in
Nigeria. The result indicated that the size of the company had a positive decreasing
impact on the disclosure of voluntary data. Alanezi (2009) indicated that the financial
report had a significant effect on the size of the firm.

4.3  Multiple regressions

Regression analysis for testing the interaction of variables is established. The dependent
variable defined by Jones (1991) and Deechow and Dichev (2002), is the independent
variable; a voluntary level of disclosure measured by seven categories listed in
(Appendix) is the ‘FRQ’. The study suggested the following models for evaluating the
influence of voluntary transparency on the financial reporting standard of Islamic Yemeni
banks:

Main regression models
Financial reporting quality, = o; + fiBACG;, + B, FINRAT,, + f;CORGIN;,
+B4FINSTIN,, + BsCORSD, + 35 ZAKDIS,, 3)
+B,OTHINF, + BSIZE; + By BANAGE, +¢.
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Definitions of the research indicators Almagqtar

Table 2
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Sub-regression models

FRQJOP, = ¢; + B,BACG; + B, FINRAT, + JyCORGIN;, + B, FINSTIN;

+BsCORSD;, + BsZAKDIS;, + 3yOTHINF,, + 5 BANSIZE;, (3a)
+PoBANAGE;; +¢
RODDP, = o; + B,BACG;, + B, FINRAT}, + f;CORGIN;, + B, FINSTIN,,
+BsCORSD;, + B ZAKDIS;, + 3;OTHINF,, + fsBANSIZE; (3b)
+BBANAGE;, +¢

where Financial reporting quality (FRQ) = FRQJOP and FRQDDP models; ¢ is a
‘constant term; i=1, ..., Nand t=1... T".

FRQ FRQ defined by two models as Jones (1991) and Dechow and Dichev (2002)
models

BAISCG financial institutions’ history/general knowledge
FINRAT financial ratio and other information

CORGIN corporate governance information

FINSTIN financial statements information

CORSD  corporate social disclosure

ZAKDIS Zakat information

OTHINF  other information

BANSIZE natural logarithm total assets of a firm

BANAGE ratio measured by the number of years since establishment.

4.4 Scoring of items relating to voluntary transparency

Cooke (1989) indicated that the index of organisational disclosure is weighted and
unweighted by two methods. Based on the weight-score approach employed by Barrett
(1977), Courtis (1979), Haji and Ghazali (2013) and Marston (1986) and the weighted
score formula used by Cooke (1989), Hassan and Christopher (2005) and Hossain and
Reaz (2007) have also been found to be two key approaches widely utilised to assess the
amount of public reported disclosure.

4.5 Development of the index on transparency

The first step is to establish a transparency index to assess the rate of disclosure in the
Islamic banking sector in Yemen. The disclosure studies explain that a self-constructed
transparency index is a commonly used data collection technique to calculate the degree
of disclosure of information in bank accounts (e.g., Akhtaruddin, 2005; Al-Shammar and
Al-Sultan, 2013; Al-Shammari, 2013; Darmadi, 2013; Hassan et al., 2006; Harahap,
2003; Hawashe, 2014; Hossain, 2008; Hossain and Hammami, 2009). Therefore, the
index approach is found to be appropriate for the key purpose of this study.
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At the end of the day, a total of 266 knowledge items were listed as relevant to the
disclosure of Islamic companies in Yemen and applied to all the banks investigated. Such
266 voluntary data objects were then grouped by default into seven main categories
presented in Table 3.

Table 3 shows voluntary disclosure items for all categories. Appendix includes the
list of the 266 reporting products.

Table 3 Categories of voluntary data disclosure
Groups No. of items % Previous studies
a  Financial institutions’ 19 items 7.14%  Hossain (2008), Hossain and
history/general Hammami (2009), Kribat (2009),
knowledge Al-Shammari (2013), Barros et al.

(2013), Hawashe (2014)

b  Profitability measures 24 items 9.03%  Harahap (2003), Hossain and Taylor
and other disclosures (2007), Hossain (2008), Hossain and
Hammami (2009), Kribat (2009),
Al-Shammari (2013), Barros et al.
(2013), Hawashe (2016)

¢ Information on 72 items 27.06%  Harahap (2003), Hossain (2008),
corporate governance Hossain and Hammami (2009), Kribat
(2009), Al-Shammari (2013),
Darmadi (2013), Rahman and Bukair
(2013), Yuen et al. (2009), Barros
et al. (2013), Srairi (2015), Hawashe
(2014, 2016)

d Information on 110 items 41.34%  Harahap (2003), Hossain (2008),
financial statements Kribat (2009), Hawashe (2014))
e Social transparency of 10 items 3.76%  Hossain (2008), Hossain and
companies Hammami (2009), Al-Shammari
(2013), Barros et al. (2013), Hawashe
(2014)
f Zakat data 16 items 6.02%  Harahap (2003), Al-Shammari (2013),
Rahman and Bukair (2013).
g Other data 15 items 5.65%  Hossain and Taylor (2007), Hossain

(2008), Hossain and Hammami (2009)
Total 266 items 100%

5 Results and discussion

5.1 Descriptive analysis

Table 4 reveals the outcomes of descriptive analysis of the indicators of Islamic financial
firms in Yemen for a period of ten years from 2005 to 2014. FRQJONM model is the first
indicator for measuring FRQ that shows the max value is 2.090% and the min value is
—-3.166, whereas the average and std. dev. values are 0.00% and 0.947, respectively.
FRQDDMD model is a second indicator for measuring FRQ, which presents the max,
min, mean and std. dev. values as follows: 1.133, —3.399, —0.040, and 0.944, respectively.
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Table 4 results reveal that the average BAISCGs for Islamic banks is 0.419% with an
overall asset of 0.740% and min assets of 0.160% respectively. The average FINRAT
value is 0.206% at 0.250%, and less 0.170% at 0.019, standard deviation. The spectrum
of corporate governance Intelligence (CORGIN, with its Spanish initials) is about 0.257
points with an std. dev. of 0.052%, while the min value is 0.140 and the highest values
are 0.350%, the combined FINSTIN, CORSD, ZAKDIS, and OTHINF are 0.74, 0.15,
0.31, and 0.52%. The number of CGIS is about 0.25%. The findings also showed that the
average Islamic Bank size (as shown in the total assets register), with a standard variation
of 1.575, ranged from a min of 16.660 to a max of 24.670. The mean age of the Islamic
banks is about 12 years and they will be at least 3 years to at least 19 years from the start
of 2005.

Table 4 Descriptive analysis
Variables Ob. no. Maximum Minimum Mean Std. dev.
JONES 30 2.0900 -3.1660 0.000 0.9470
FRQDDP 30 1.1330 -3.3990 —-0.040 0.9440
BAISCG 30 0.7400 0.1600 0.4190 0.1270
FINRAT 30 0.2500 0.1700 0.2060 0.0190
CORGIN 30 0.3500 0.1400 0.2570 0.0520
FINSTIN 30 0.8000 0.6500 0.7350 0.0470
CORSD 30 0.4000 0.0000 0.1500 0.1380
ZAKDIS 30 0.4000 0.2700 0.3130 0.0570
OTHINF 30 0.7300 0.3300 0.5180 0.1200
BANSIZE 30 23.6700 16.6600 18.9520 1.5760
BANAGE 30 19 3 11.5000 4.1830

Note: FRQJONM is Jones (1991) model, FRQDDMD is Dechow and Dichev (2002) model.

5.2 Correlation analysis

Table 5 indicates that there is a favourable and negative link between the degree of
financial statements and the degree of voluntary data transparency in the released annual
reports of Islamic companies in Yemen. FRQ is calculated using two measures
(FRQJONM and FRQDDMD). The first proxy is FRQJONM, the findings show that
FINRAT, CORGIN, FINSTIN, and ZAKDIS have a positive association with
FRQJONM, while BAISCG, CORSD, OTHINF, BANSIZE, and BANAGE have a
negative association with FRQJONM. The second proxy is FRQDDMD, the results show
that BAISCG, FINRAT, CORGIN, FINSTIN, ZAKDIS, OTHINF, BANSIZE, and
BANAGE have a negative relationship with FRQDDMD, and except that CORSD has a
constructive relationship with FRQDDMD. Generally, “an association of greater than 0.8
or less than-0.8 between two independent variables is a measure of multicollinearity”
(Waters, 2011; Garson, 2012). The correlation between all objective variables is less than
0.8 and greater than —0.8 for the highest interaction. Both zakat details (ZAKDIS) and
business governance details (CORGIN) of 0.76 and the lowest association of financial
reporting information (FINSTIN) and other information (OTHINF) of —0.455.
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Correlation matrix

Table 5
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5.3 Regression analysis

Table 6 reveals the outcomes between variables in this investigation. It presents the
outcomes of multivariate regression analysis that calculated the FRQ. The adjusted R
square value is 0.68 and 0.59, respectively, which meanings that all voluntary data
transparency level groups contribute about 68% and 59% of the variability of FRQ
measured by (FRQJONM and FRQDDMD) models of some selected Islamic banks
throughout this study.

Table 6 Multiples regression analysis
FRQJONM FRODDMD

Variables

Coefficient Prob. Coefficient Prob.
C -4.992 0.184 16.291 0.001***
BAISCG 0.897 0.636 —7.452 0.001***
FINRAT 58.434 0.000%*** —34.847 0.004***
CORGIN 7.734 0.066* —0.531 0.560
FINSTIN —-11.851 0.045%* -10.813 0.145
CORSD —4.167 0.003%** 1.298 0.301
ZAKDIS 5.243 0.230 2.000 0.676
OTHINF —-3.803 0.043** 3.497 0.018***
BANSIZE 0.224 0.069* —-0.233 0.080%*
BANAGE —-0.016 0.796 2.304 0.021**
R-squared 0.793 0.735
Adjusted R-squared 0.683 0.594
Observation 30 30
F-statistic 7.246 5.241
Prob(F-statistic) 0.000 0.001

Notes: ***Significant at 0.01% (p-0.01), **important in 0.05% (p-0.05) and *appropriate
in 0.10% (p-0.10).

5.3.1 Financial institutions’ history / general knowledge (BAISCG)

The findings of the multivariate regression described in Table 6 revealed that the history
of Islamic companies in Yemen (BAISCG) has a positive and negligible influence on the
standard of financial reporting as established by the FRQJONM model. The consequence
of the coefficient of regression is 0.897418 and the p-value is 0.6365 between BAISCG
and FRQJOP, whereas the Islamic Banking History (BAISCG) has a negative and
important effect on the financial reporting standard identified by FRQDDMD. The result
coefficient is —7.452658 and the p-value is 0.0018 (p < 0.01). As a result, (H02.a): “There
is no substantial effect of the Islamic Bank ‘s history on the financial reporting standard
of Yemeni Islamic banks” is agreed by FRQJIONM and denied by FRQDDMD. This
indicates that there is a favourable and negligible effect of the Islamic Banks in Yemen
(BAISCG) history on the financial reporting standard assessed by FRQJONM and that
there is a negative and important effect on FRQDDMD in Islamic banks in Yemen.



The relationship between the voluntary disclosure and financial reporting 17

5.3.2 Profitability measures and other disclosures (FINRAT)

Regression analysis findings indicate the financial factors and other details (FINRAT)
have a positive and highly significant impact on the FRQ as measured by the FRQJIONM
model. The result of the regression coefficient is 58.434 and the p-value is 0.000 level
(p £0.01) between FRO and FRQJOP. Therefore, (H02.b): “There is no substantial effect
of financial ratios and other information (FRQJOP) on the financial reporting efficiency
of Yemeni Islamic banks” is dismissed in both FRQJONM and FRQDDMD models. In
short, according to linear regression tests, financial factors and other data (FR) in Yemen
have a favourable and very important influence on FRQ.

5.3.3 Information on corporate governance (CORGIN)

The conclusions of the study of regression indicate that corporate governance information
(CORGIN) has a positive and meaningful influence on the standard of reporting on
financial matters as measured by the FRQJOP model. The effect of the coefficient of
regression is 7.7342 and the p-value is 0.0666 (p < 0.1) between CORGIN and
FRQJONM, while corporate governance knowledge (CORGIN) has a detrimental and
negligible influence on the consistency of financial reporting as calculated by
FRQDDMD. The estimation of the correlation coefficient for the component is —0.53123
and the p-value is 0.5605. Thus, (HO02.c): “There is no major effect of corporate
governance knowledge (CORGIN) on the financial reporting standard of Yemeni Islamic
banks” is denied by FRQJONM and agreed by FRQDDMD. In one word, the regression
results (OLS) show that corporate governance information (CORGIN) has a positive and
significant influence on the quality of financial reporting measured by FRQJONM and
has a negatively insignificant impact on FRQDDMD in annual reports.

5.3.4 Information on financial statements (FINSTIN)

Multivariate regression findings indicate that financial statement knowledge (FINSTIN)
has a negative and important effect on the consistency of financial statements as
described by the FRQJONM model. The result of the regression coefficient is —11.85146
and the p-value is 0.0450 between the FINSTIN and the FRQJOP. However, details on
the financial statements (FINSTIN) have a detrimental and negligible effect on the
consistency of financial reporting as calculated by the FRQDDP. The result of the
regression coefficient is —10.81367 and the p-value is 0.1451. Accordingly, (H02.d):
“There is no substantial effect of financial statements details (FINSTIN) on the financial
reporting standard of Yemeni Islamic banks” is denied by FRQJONM and approved by
FRQDDMD. Substantially, regression findings may be observed to have a negative and
substantial effect on the standard of financial reporting assessed by FRQJONM and to
have a negative yet negligible influence on FRQDDMD in Islamic annual reports.

5.3.5 Social transparency of companies (CORSD)

Regression analysis findings show that CORSD has a detrimental and important effect on
the consistency of financial reporting as assessed by the FRQJONM test. The outcome of
the correlation equation is —4.6175 and the p-value is 0.0034 between CORSD and
FRQIJOP, whereas corporate social disclosure (CORSD) has a favourable and negligible
influence on the standard of financial reporting assessed by FRQDDMD. The product of
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the regression coefficient is 1.2987 and the p-value is 0.3016. Thus, (H02.¢): “There is no
major effect of corporate social disclosure (CORSD) on the financial reporting standard
of Yemeni Islamic banks” is denied by FRQJONM and acknowledged by FRQDDMD.
Linear analysis has demonstrated that CORSD has a negative and substantial effect on
the consistency of financial statements assessed by FRQJONM and has a favourable and
negligible influence on FRQDDMD in released annual reports.

5.3.6 Zakat data (ZAKDIS)

Regression results show that ZAKDIS data has a favourable and negligible effect on the
consistency of financial statements as assessed by FRQJONM and FRQDDMD models.
The coefficient results are 5.243939 and 2.000863, and the p-values are 0.2303 and
0.6766 between ZAKDIS and both (FRQJONM and FRQDDMD) respectively. As a
result, (HO2.1): “There is no substantial effect of zakat details (ZAKDIS) on the financial
reporting standard of Yemeni Islamic banks” is agreed by FRQJONM and FRQDDMD.
Evidence can be seen that ZAKDIS has a favourable and negligible effect on the standard
of financial reporting as assessed by FRQJIONM and FRQDDMD in Islamic Banks in
Yemen Annual Reports.

5.3.7 Other data (OTHINF)

The findings of the regression study (OLS) showed that other knowledge (OTHINF) had
a detrimental and important effect on the efficiency of financial statements as calculated
by FRQJONM. The outcome of the coefficient value is —3.803771 and the p-value is
0.0430 between OTHINF and FRQJONM, but other information (OTHINF) has a
favourable and very important effect on the consistency of financial statements calculated
by FRQDDP. The estimate of a correlation is 3.497601 and the p-value is 0.0188
(p £ 0.01). (HO2.g): “There is no major effect of additional details on the financial
reporting standard of Yemeni Islamic banks” is denied by FRQJONM and FRQDDMD.
With regard to regression tests, it may be argued that other information (OTHINF) has a
detrimental and important effect on FRQJOP. It also had a strong and important effect on
FRQDDMD in the annual accounts of Yemeni Islamic financial companies during the
research.

5.3.8 Bank size (BANSIZE)

Several regression results indicate that the bank’s (BANSIZE), as calculated in the
FRQJONM model, has a beneficial and significant influence on the coherence of
financial accounts. The regression coffee rate is 0.2248 and p-value of 0.0692 between
BANSIZE and FRQJOP (p 0.10) and the ‘FRQ’ measured in the FRQDDMD is
adversely and significantly influenced by the banking size of the BANSIZE. The result is
0.0805 (p or 0.10) with a return equation and a p-value. (H02.h): ‘The financial reporting
standard of Yemeni Islamic firms is not subject to a significant effect by bank scale’ is
denied by FRQJONM and FRQDDMD. Regression tests (OLS) show a positive and
meaningful effect on the consistency of financial statements evaluated by the FRQJIONM
on the bank scale (BANSIZE). Even in annual reports, BANSIZE has a significant and
essential impact on FRQDDMD.
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5.3.9 Bank age (BANAGE)

Multivariate regression studies suggest that the bank age (BANAGE), calculated by the
FRQJONM model, has a negative and limited effect on the standard of financial
reporting. The results are-0,0159 with a coefficient of 0.7969 from BANAGE to
FRQJONM. During bank age (BANAGE), the consistency of the financial results
measured by FRQDDMD has a favourable and important impact. The result is 2.304895
and the p-value is 0.0213 (p as well as 0.05). (H02.i): “The financial reporting standard of
Yemeni Islamic banks is not greatly impaired at the bank era (BANAGE),” the
FRQJONM acknowledges and is refuted by FRQDDMD. With respect to (OLS)
regression studies, the effect on the consistency of the financial statements measured by
FRQJONM can be seen as unfavourable and negligible, and BANAGE affects
FRQDDMD positive and substantially in annual data.

The findings of this research, which revealed that corporate governance transparency
and corporate social accountability have a negative and negligible effect on the standard
of financial reporting, are incompatible with Nyabuti (2016). He has observed that quality
of annual reports is affected by firm age. At the same time, the results of the study were
compatible with Ahmed and Courtis (1999) who showed that the level of transparency
and the consequent use of the sample in the provision of high financial information was
significant. Mahboub (2017) has demonstrated that low leverage levels, higher equity
interest rates, and larger board sizes will contribute to improved financial performance in
the Islamic firms’ sector. Al-Dmour et al. (2018) have demonstrated that the FRQ
elements have a clear effect on business results and that variations in FRQ between these
organisations have been shown to be substantially linked to their scale and skills rather
than to their form of organisation.

6 Conclusions

The study investigated the influence of voluntary disclosure information on FRQ is also
analysed by a multivariate OLS regression. The FRQ was calculated in models
(FRQJONM and FRQDDMD). The tests for the FRQJIONM, FRQJOP, CORGIN and
BANSIZE have strong and meaningful ties to the FRQJONM while the relation between
FRQJONM and BAISCG and ZAKDIS is weak and negligible. OTHINF information has
a detrimental and substantial impact on FRQJONM, rather than that on FRQJONM,
except for BANAGE. FRQJONM is negative and negligible. With respect to
FRQDDMD, the findings suggest that the impact of BAISCG, FINRAT and BANSIZE
on FRQDDMD is negative and important. The positive yet meaningful impact of
OTHINF and BANAGE on FRQDDMD while the negative and negative effect of
CORGIN and FINSTIN is the FRQDDMD. CORSD and ZAKDIS affect FRQDDMD in
a constructive yet marginal way. The research has significant consequences for individual
as well as financial institutional investors, regulators and policymakers in emerging
economies. The analysis adds a new contribution to the Islamic finance field, particularly
in Yemen and all other countries interested in Islamic finance.

The regulation and supervision of banking should enable Islamic banks to concentrate
on enhancing their disclosure by improving the efficiency of existing operations,
improving management and staff upgrades. This could assist Islamic banks in the long
run to boost their quality and performance. In addition, the authorities should rethink
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their reforms and initiatives and try to further stimulate the achievement of the desired
quality and efficiency in the financial sector of Yemen by addressing the objective of
competitiveness in the marketplace. There is an assumption that a lack of efficient
competition creates space for the inefficiency of banks to continue and stay in operation.
A significant consequence is that more policies that encourage competition are
considered very important for improving the quality of banks in Yemen. This can be
understood, for example, if the number of international banks operating in the economy is
expanded.
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No. Items

A. Background about the Islamic bank/general information (19)

1 A summary of the activities of the bank
A review of the activities of the Bank
List of branches location

Date and definition of establishment
Impact on current results

Effect on future results strategy

New products (services) development

Qualitative forecast of revenues
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Quantitative forecast of revenues

10 Qualitative benefit’s forecasts

11 Qualitative profit forecast

12 Cash flow efficiency forecast

13 Cash flow efficiency forecast

14 Forecast earnings per share

15 Assumptions underlying the forecasts

16  The reflection on the strategic position of the company

17 The discussion about the competitive position of the company
18  Debate on the financial stability of the company

19  Forecast of research and development expenses

B. Financial performance and other statistics information (24)

a  Profitability ratios
20 Return on assets
21 Return on equity
22 Profit margins
23 Net profit ratio
24 Earnings per share
b Liquidity ratios
25  Deposit percentage gross collateral reserves
26  Total ratio between liquidity and asset
27  Current ratio
28 Cash asset ratio
29 Quick liquidity ratio
¢ Efficiency ratios
30  Working capital turnover

31 Return on investment
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32
33
34
35

36
37
38
39
40
41
42
43
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Accounts payable turnover

Total assets turnover

Fixed asset turnover

Operating expense ratio

d  Other

List of the top five bank shareholders

2-year relative profit declaration

Relative profit declaration for 2 years

This year’s and previous years ¢ comparative information
Number of extensions of branches during this fiscal year
Per-share dividends for the period

Half-year balance statement of divulgation of balance

Half-year analysis of profits and losses

C. Corporate governance information

44
45
46
47
48
49
50
51
52
53
54
55
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57
58
59
60
61
62
63
64
65
66
67
68

a  Governing board and category of management
Chairperson of the board

List of board members

Data on skills and senior managers ‘ expertise

Information on the skills and experiences of senior managers
Amount of meetings of the board and time dawn

Number of meetings of boards of directors and date dawn
Composition of the management board

Education credentials and experience (academic or professional)
Other boards held by managing directors

Other boards held by non-managing directors

Amount of board securities

Amount of executives ‘ holdings

Amount of manager-owned shares

b. Audit committee (AC)

Auditor report

AC is made solely of non-executive directors.

AC members are two - thirds independent directors

AC’s President is a freelance owner

At least one AC Member has financial or accounting expertise
At least three representatives are AC’s size

AC regularly holds meetings 3—4 times a year

Financial institutions have formal policy on AC functions and responsibilities
Named board of directors identity and credentials

Position and work of the audit committee

Amount of sessions of committee

Attendance at committee meetings
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101
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External auditor named and recommended by the bank
There is an audit committee.

Reports from committee in the financial statement
Each committee conducted

¢ Board’s report (05)

Director’s report

Narrative of banking affairs

Amount of dividend recommended

Narrative of the major improvements and responsibilities
Discussion of any improvements over the fiscal year

d  Sharia Supervisory Board (SSB)

Members’ qualifications and experience are revealed.
The SSB has at least three members.

The bank has carried out an internal sharia review to help the SSB conduct an ex post-
Sharia audit

The representatives of the SSB are not allowed to be part of the Management Board and
do not own any bank shares

The Bank acknowledges employee remuneration details
The bank has a formal SSB duty and liability policy
The bank discloses each member’s attendance

Details about SSB membership profile

The financial institution publishes an SSB report on the conformity of Islamic banking
activities with the principles of Sharia law

Shariah supervisory board report

Shariah Age Supervisory Board

Opinion of the Shariah supervisory board on the validity of the measurement of zakat
Declaration certifying gains and costs allocation is made following Islamic Shariah
Statement of suggestions to correct defective products

Names of members

Positions of members

Pictures of members

Profiles of members

Number of meeting held.

Members attendance in meeting

Remuneration of members

The functions and duties of the Board

Conformance with shari’a profit or loss

Compliance of products and services with shariah

Examination procedures.

Management guidelines

e Internal control and external audit

Internal inspection report in financial statement
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Presence of a division of internal audits
Internal audit framework

Téches and duties of the internal audit division
Certification of internal audit by staff

Rules on potential auditor nomination

Internal audit performance division

f Ownership structure

Number of shareholders and its shareholdings
Number of institutional investors and its shareholdings
Number of government owned shares

Family shareholders

Producers and corporate ownership

D. Financial statements

116
117
118
119
120
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122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137

138
139
140
141

a Income statement items
Murabaha tax funding transactions-local
Many shared projects income
Team sales and expenditures by default
Numbers of the primary income and expense sources
Revenue and expenses should not be offset against
Interest income and similar income
Interest expenditure and similar expenditure
Revenue from service charges and commissions
Gross profit/loss
Expenditure from service and commission fees
Less pressure from foreign currency dealing
Less risks from foreign currency trading
General administrative expenses incurred
Administrative expenses in general
Net profit from pre-tax activities
Tax expenses
Net profit /loss
Other income and its breakdown
Operational costs and their decomposition
Auditor’s fee 19
Directors’ fee and allowances
Net profit/loss for the year
b Balance sheet items
Declaration of strategies and priorities — specific
Assets and liabilities specified in the liquidity table
Fixed assets

Assets and liabilities not to be compensated



142
143
144
145
146
147
148
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164
165
166
167
168
169
170
171
172
173
174

175
176
177
178
179
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Cash

Cash at the central bank

cash at other banks

Treasury bills

Investments in Murabaha transactions

Investment in Musharaka contracts

Investments in Mudaraba contracts

Ijarah Muntahia Bittamleek

Investments available for sale

Investments in real estate

Investment in contracts at Istisna

Al-Qard Al-Hasan

Investments in Islamic Sukuk

Restricted investments

Government treasury bonds

Central bank time deposits

Other banks ‘ time deposits

Deposits from other banks

Customers deposits

Customers time deposits

Savings deposits

Cumulative fixed asset depreciation

Inclusion of accumulated depreciation liabilities
Amortisation based on the method of a straight line
Provision to counter the danger of lower asset values
Reserve amounts enough to maintain the equilibrium of the worker
Cash securities

Certified cheques

Amount of nominal capital

reserve levels

Reserve breakdown into legitimate and unlawful components
Various provisions

Retained earnings

¢ Cash flow statements

Display the required net income reconciliation using indirect approach

Key cash flow products from various activities
Main cash inflow products from various activities

Net cash from various activities

Cash flows attributable to individually declared rights, distributions and special items

Cash outflow for taxes

Separately disclosed non-cash investments and financial transactions
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Bar and cash equivalents breakdown

d  Change in equity

Net profit or loss to the owners accrued during the accounting period
Rest of share capital increases or decreases

Dividend payments to shareholders

Equity profits and losses explicitly acknowledged

Impact of accounting policy changes

Revision of the previous period error effect

e  Accounting policies

The recognition of revenue and expenditure

The depreciation methods used

The depreciation rates used

Currencies

Investment accounting policies

Reserve level accounting policies

Taxation system accounting policies

Doubted accounting policies regarding debt arrangements
Provision of dubious policies on debt accounting

Foreign currency transaction, exchange and discrepancy management
Events following the balancing date

Accounting standards documentation includes reports
Authorised AAOIFI declarations of conformity

Financial statements cost basis

Treatment of investments

Changing in accounting method

Changing in accounting polices

Measuring the basis for preparing an annual report

There is an audit committee.

Statement of adherence to authorised IASs

Consolidation foundation

Accounting policies adopted for revenue recognition

Research and development cost accounting policies
Amortisation techniques and the level of lifetime or amortisation used for R&D costs
Disclose the foreign exchange risk assessment plan

The depreciation methods used

The carrying value or the rate of depreciation employed

Method of valuing goodwill

The methods used only to account for correlate investment funds
Regulation on borrowing accounting

Actuarial gains and loss accounting policy

Treatment of retirement benefits
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Treatment of preliminary expenses
Methods of advance payments
Sales policy

Deferred taxation system

Treatment of contingent liabilities
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E. Corporate social disclosure

226
227
228
229
230
231

232
233
234
235

Public health funding, leisure initiative activities

Donation statistics for charity campaigns funded by national pride / government
Help for national pride / government initiatives funded

Private banking activities / corporate banking details

Provisions of the policy.

Aggregate courses of charitable efforts distributed to each aggregate class by ultimate
beneficiaries and amounts

Quotas/goals and year-end accomplishments
Explanations for quotas /target revisions to upward and downward
Qualified opinion on the quantitative environmental protection programmer

Based alloys on charitable environmental protection programmer

F. Zakat information

236
237
238
239
240
241

242
243
244
245
246
247
248
249
250
251

Zakat (for the banks needed to pay for it)

Statement of sources and uses of zakat

Policy on zakat

Zakatable amount

Zakat beneficiaries

Attestation from SSB concerning the calculation and distribution of zakat funds
Method of zakat computation

Zakat (for the banks not required to pay it)

Policy on zakat

Zakat beneficiaries

Opinion of the SSB on measurement validity

Method of zakat computation

Amount of zakat fund

Sources of zakat fund

Beneficiaries of zakat

Zakat fund balance, and explanations for non-distribution
Sources of declaration and use of Zakah funds and local charity

Financing and portfolio (‘Mudharabah, Ba’t Bitsaan Ajil, Muraba hah, Musyarakah, Al
Qardhul hasan, Al Hiwalah, etc.”)

G. Other information

252
253
254

Chairman’s/MD’s report
Online banking facilities

Business credit card information
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255  Information about the global banking establishments
256  Information on welfare of employees

257  Graphical overview of performance factors

258  Performance at a glance-3 year

259  legal action against defaulters

260  No. of assets pledge as security

261  Community involvement

262  Description of charitable

263 Shares held by govt.

264  Factors influencing company’s future operations
265  Dividend declared

266  Multiple language presentation




