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Introduction

S egment reporting provides finan-
cial information by segment, in-
cluding products and services, and
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SEGMENT REPORTING IN JOR-
DANIAN LISTED COMPANIES

Abstract

Segment information helps users of financial statements
to better understand a company’s performance, provides
a better assessment of a company’s risks and opportu-
nities, and offers additional judgment about the entity as
a whole (IFRS, 2006). The purpose of this study is to
measure the extent of usage of segment reporting in
Jordanian companies and to produce evidence about the
characteristics that affect the level of segment reporting.
The sample of 70 public-listed companies is based on the
financial statements of Jordanian companies listed in the
Amman Stock Exchange (ASE) in 2005. We show that
the level of segment disclosure for all companies is less
than half of the primary disclosure, which indicates the
low level of segment disclosure in the segmented Jorda-
nian companies. This finding provides some implications
for preparers of financial information, auditors, and the
Jordanian Securities Commission (JSC). Also, this study
indicates that companies that have disclosed segmental
information are larger, have less ownership diffusion, and
a higher Assets-In-Place percentage. However, the study
has also found that earnings volatility and financial
leverage variables are not related to the level of segment
disclosure.

tion is expected to be useful in redu-
cing uncertainties and enable more
accurate predictions.

geographical areas. Segment informa-

Submitted February 2008, accepted August 2008.

489



A.J.AS, Vol. 16, No. 3

There is evidence that financial
analysts use segment reporting infor-
mation to estimate risk and returns on
investments (AICPA, 1994, Boersema
and Van Weelden, 1992; Baker and
McFarland, 1968; Mautz, 1968). The
expectation is that additional units of
relevant information lead to improve
precision in forecasting. The Interna-
tional Accounting Standards Board
(IASB) is concerned with segment
information, because such informa-
tion is believed to help the users of
financial statements to better under-
stand a company’s performance, pro-
vide a better assessment of the
company’s risks and opportunities,
and offer additional judgment about
the entity as a whole (IFRS, 2006).

The purpose of this study is to
measure aspects of disclosure in seg-
ment reporting in Jordanian compa-
nies. The study also seeks evidence
about the characteristics that affect
the level of segment reporting, such
as size, financial leverage, assets in
place, ownership diffusion, and re-
ported profit volatility. The results of
the study have implications for the
government, preparers of financial
information and auditors.

The study is organized as follows;
motivation of the study is presented in
section 2 followed by the Jordanian
institutional setting on financial report-
ing in section 3. Section 4 reviews the

current and proposed accounting reg-
ulations related to segment reporting.
Related literature and hypotheses are
considered in section 5. This is followed
by a description of research method
and data collection in section 6. The
results and conclusions are then pre-
sented and discussed in sections 7 and 8.

Motivation of the Study

Related studies in Jordan have
examined the relationship between a
company’s financial characteristics
and the extent of disclosure, the qual-
ity of disclosure, and the adequacy or
comprehensiveness of disclosure (e. g.
Naser et al., 2002, Naser and Al-
Khatib, 2000; Naser, 1998; Solas,
1994). A disclosure index was pre-
pared as a yardstick to measure the
comprehensiveness of a company’s
disclosure.

Measuring information disclosure
detailed in a company’s annual report
may be misleading or may even be
intended to misinform its users (Naser
etal.,2002). Furthermore, the number
of items used to measure the extent of
disclosure in Jordanian companies
was insufficient. For example, Karim
and Ahmed (2005) measured the level
of disclosure of financial information
in Bangladesh by an index comprising
411 items. Street and Gray (2002)
assessed the extent of compliance with
International Accounting Standards
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(IAS) of a worldwide sample of com-
panies by measuring hundreds of
items. Whereas, in Jordan, Naser
(1998) and Naser et al. (2002) mea-
sured extent of disclosure in a compa-
ny’s annual report by 74 and 86 items,
respectively.

An alternative viewpoint to mea-
sure the comprehensiveness of disclo-
sure or the compliance with IFRS, is
to concentrate on specific areas of
disclosure instead of measuring all
disclosure requirements, which could
call for the measurement of several
informational items. Therefore, mea-
suring the level of segment informa-
tion in Jordanian companies is one of
the major objectives of this study.
Other reasons behind the choice of
segment reporting area of research to
be investigated in Jordan are:

- Thereis alack of studies in Jordan or
Middle Eastern countries that reveal
important areas of disclosure in de-
tail such as segment reporting. To fill
the gap, Jordan has been chosen.

- The program of Reports on the Ob-
servance of Standards and Codes
(ROSC), funded by the World Bank,
prepared a report in 2004 to review
accounting and auditing standards
and practices in Jordan. This report
found non-compliance with IFRS in
some major areas; segment informa-
tion in the banking sector is one of
these areas (ROSC, 2004).

- The results of the study have impli-
cations for current and potential
national and foreign investors.
Since applying segment reporting is
expected to assist local and foreign
investors in making more informed
decisions.

- The results of the study have impor-
tant implications about compliance
or departure from IFRS, with im-
plications for auditors, preparers of
financial statements and the Jorda-
nian Securities Commission. Com-
plying with accounting standards is
not left to the discretion of a com-
pany’s board of directors and its
own auditors.

- It is assumed that applying a seg-
ment reporting standard leads to the
improvement of the quality of finan-
cial information and provides de-
tailed information available to
investors, which raises investors’
confidence. This would bring Am-
man Stock Exchange closer to effi-
ciency and attract local, regional,
and foreign investment.

The Jordanian Institutional
Setting on Financial Reporting

Over the last two decades, at-
tempts have been made by Jordanian
authorities to improve and promote
its investment climate to make it ap-
peal to both local and foreign inves-
tors. Such measures have included the
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adoption of International Accounting
Standards (IAS’s) in 1990, amend-
ments of the Companies Act in 1997,
amendments of Accountancy Profes-
sion Law (2006), as well as major
revisions to the Investment Promo-
tion Law in 2003. In particular, one of
the main objectives of the revised
Companies Act of 1997 and Accoun-
tancy Profession Law of 2003 (later
amended in 2006) is to improve the
quality of financial reporting of Jor-
danian companies.

Accounting practices and disclo-
sure in Jordan are regulated by three
laws:

- The Jordanian Securities Commis-
sion (JSC) Law (76/2002)
- Accountancy Profession Law 73/
2003 (and its amendments 2006)
- The Companies Law 22/1997
According to the JSC Law and
Directives of disclosures, auditing,
and accounting standards, all entities
subject to JSC’s supervision are re-
quired to apply International Finan-
cial Reporting Standards (IFRS). The
JSC reviews the annual financial state-
ments presented by the listed compa-
nies. The review is intended to
monitor compliance with accounting
and auditing requirements. A check-
list, which includes some basic report-
ing and disclosure requirements, is
used in the review process to deter-
mine non-compliance in the financial

statements. The main purpose of the
review is to basically ensure timely
filing of financial statements. With
regard to compliance, the reviewers
concentrate on the form of elementary
disclosure requirements, rather than
the substance of important account-
ing requirements.

Accountancy Profession Law has
Important features include establish-
ment of a “High Council for Account-
ing and Auditing” headed by the
Minister of Industries and Trade,
and the creation of an improved Jor-
danian Association of Certified Public
Accountants (JACPA).

The Companies Law requires
public shareholding companies, gen-
eral partnerships, limited partner-
ships, limited liability companies,
private shareholding companies,
and foreign companies operating in
Jordan to prepare annual audited
financial statements. All companies
registered under the Companies Law
should maintain sound accounting
records and present annual audited
financial statements in accordance
with “internationally recognized ac-
counting and auditing principles.”
Auditors are elected for one year
with the possibility of renewal. The
Companies Law also requires the
auditor’s report to address the fol-
lowing at the annual general meeting
(ROSC, 2004):
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- All data and explanations for satis-
factory fulfillment of duties have
been obtained.

- The company maintains satisfac-
tory accounting records and docu-
ments.

- The company’s financial statements
(balance sheet, income statement,
and statement of cash flows) are
prepared in accordance with inter-
nationally recognized accounting
and auditing principles.

- Audit procedures have been suffi-
ciently followed.

- Financial statements, which are in-
cluded in the Board of Director’s
report addressed to the General
Assembly, comply with the compa-
ny’s records.

- All relevant legal requirements have
been reflected in the accounts.

Regulations of Segment Reporting

International Financial Reporting
Standards (IFRS) are the most pro-
minent standards worldwide. IFRS/
IAS are published by International
Accounting Standards Board (IASB);
the successor of International Ac-
counting Standards Committee
(IASC). Other well known accounting
standards are US GAAP issued by the
Financial Accounting Standards
Board (FASB).

IAS 14: Segment Reporting

The objective of IAS 14 is to
establish the principle for reporting
financial information by line of busi-
ness and by geographical area (IFRS,
2006). Thisindicates that IAS requires
the de-segregation of a company’s
financial statements into segments
based on related products and services
and on geographical areas.

According to IAS 14, a segment shall
be identified as a reportable segment if a
majority of its revenues is derived from
external customers and one of three
criteria is met (IFRS, 2006):

1 - Segment revenues from sales to
external customers and from
transactions with other segments
are 10 percent or more of the total
revenues of all segments.

2 - Segment is 10 percent or more of
the combined result of all seg-
ments.

3 - Segment assets are 10 percent or
more of the total assets of all
segments.

While IAS 14 requires less disclo-
sure for secondary segments (segment
revenue, assets, and capital addition),
it requires the following disclosures
for primary segments: segment reven-
ues, results, assets, liabilities, capital
additions, depreciations, non-cash ex-
penses other than depreciation, equity
method income, and basis of inter-
segment pricing.
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SFAS 131: Disclosure about Seg-
ments of an Enterprise and Related
Information

SFAS 131 issued by US FASB be-
came effective after December 15,
1997. It requires companies to report
disaggregated information about seg-
ments based on the way management
organizes the enterprise internally for
the purpose of making operating deci-
sions and assessing performance (Behn
et al., 2002). The method chosen by
FASB to meet segment reporting is
referred to as the management ap-
proach. It focuses on information about
components of the business that man-
agement uses to match decisions about
operating matters (Kieso et al., 2005).

FASB recognized that a company
may not be structured according to the
products and services or geographical
areas despite the fact that users may

still find such information useful.
Therefore, the FASB chose to neces-
sitate disclosure about this type of
information (products / services re-
porting and geographic areas) (Kieso
et al., 2005). Table (1) shows in detail
the key differences between IAS 14
and SFAS 131.

IFRS 8: Operating Segments

IFRS 8 was issued by IASB at
November 2006 and is applicable
from 2009 onwards. Issuing this stan-
dard is a result of the short-term
convergence project between IASB
and FASB to reduce differences be-
tween IFRS and US GAAP.

IFRS 8 replaces IAS 14 and aligns
segment reporting with the require-
ment SFAS 131. Therefore, the new
standard requires an entity to report
on the financial performance of its

Table 1
Segment Disclosure key Differences between IFRSs and US GAAP

Accounting and Report- IAS 14

ing issues

SFAS 131

Basis of reportable Lines of business and

segments geographical areas
Types of segment Required disclosures
disclosures for both ’primary’ and

’secondary’ segments

Amounts are based on
IFRS GAAP measures

Accounting basis for
reportable segments

Segment result Defined segment result

Components for which information is reported
internally to top management, which may or
may not be based on lines of business or geogra-
phical areas

Only one basis of segmentation, although cer-
tain “‘enterprise-wide” disclosures are required
such as revenue from major customers and rev-
enue by country

Amounts are based on whatever basis is used for
internal reporting purposes

No definition of segment result

Source: Deloitte, IAS Plus, June 2004 - Special Edition
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operating segments. Generally, the
information to be reported would be
what management uses internally for
evaluating segment performance and
determining resource allocation to
operating segments (IASB, New Re-
lease, 2006).

By releasing IFRS 8, IASB achieve
substantial convergence with require-
ments of SFAS 131, and there are no
major differences between the two
standards.

Related Literature and Hypotheses

Prior Related Literature

Bradbury (1992) used an economic
incentives framework to examine the
relation between voluntary segment
disclosure and specific firm character-
istics. The 1983 study, conducted on
29 New Zealander companies, found
that a higher level of voluntary dis-
closure is positively related to larger
firm size. No significant relation was
found between segment disclosure
and assets-in-place percentage (book
value of fixed assets related to total
assets), earning volatility, or funding
sources variables.

Mckinnon and Dalimunthe (1993)
study examined incentives motivating
listed diversified companies in Austra-
lia to voluntarily disclose segment
information. The findings of 65 firms
show a strong relationship between

the disclosure of segment information
and some explanatory variables. If the
company is large, has widely held
shareholdings, politically incentive in-
dustry, or with high level of minority
in their subsidiaries, the Australian
company is more likely to increase
the level of segment information dis-
closure. No support was found for
leverage or diversification variables.

Mitchell, Chan and Loh (1995)
study provided further empirical evi-
dence on incentives for Australian
firms to voluntarily report segment
information. Several hypotheses relat-
ing to size, financial leverage, assets-
in-place, earning volatility, ownership
diffusion, outside equity (minority)
interests, overseas association, and
diversification factors were empiri-
cally examined by using different mul-
tivariate statistical tests. The study
found that voluntary segment disclo-
sure was significantly related to size
and leverage factors.

Aitken, Hooper, and Pickering
(1997) add additional insights from
Australian-based studies. They found
that diversification strategy, firm size,
and the level of minority interest are
related to segment disclosure while
the results for ownership diffusion
and industry are mixed. The result
did not support the existing relation-
ship between segment disclosure and
leverage effect.
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Kevin and Zain (2001) examined
the compliance rate of the segment
reporting information into Malaysian
companies. Also, they examined the
relationship between the extent of
disclosure with four firm characteris-
tics (firm size, leverage, proportion of
assets-in-place, and earnings volati-
lity). The results of the study indicated
that only firm size and proportion of
assets-in-place were significant and
the level of compliance to IAS 14 rate
was increasing slowly.

Prencipe (2004) used the proprie-
tary cost theory to identify determi-
nants of the extent of voluntary
segment disclosure. According to this
theory, the study stated that compa-
nies limit voluntary disclosure due to
data collection cost and to avoid
revealing too much information to
competitors. A sample of 64 Italian
listed companies was selected and a
multiple regression model was used.
The results showed that the listing
status, age, and legally identifiable
sub-groups of companies’ factors
were significantly related to the extent
of segment disclosure. There was no
significant relation between the
growth rate factor and the extent of
segment disclosure.

Extensive literature has been
found in the area of segmental report-
ing, mostly emphasizing and compar-
ing the extent of disclosure with firm

characteristics. However, the findings
of these studies lack consistency for
some characteristics. While the com-
pany size factor was significantly re-
lated to segment disclosure, and
earnings volatility was insignificantly
related in most prior empirical studies,
the results of other firm characteristics
(e.g. financial leverage, assets-in-
place, ownership diffusion, level of
minority interests and diversification
factors) were mixed. Inconsistency in
results of some variables is likely due
to the institutional environment of
some countries and different measure-
ment of these variables.

Independent Variables and Hypotheses

The examination of segment infor-
mation based on specific characteris-
tics of the company has been put
forward in previous empirical studies.
This area of research is based on the
assumption that the role of, or de-
mand for, segment information is not
the same for all diversified firms.
Rather, segment disclosure is expected
to be greater for firms with particular
economic characteristics (Mckinnon
and Dalimunthe, 1993).

By reviewing the prior related lit-
erature, Table (2) presents the main
characteristics that affect segment re-
porting disclosure.

In order to limit the number of
characteristics, only those which are
repeated in prior studies and found to
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Table 2

The Most Related Characteristics Affecting Segment Reporting

Study

Key Characteristics

Bradbury (1992)

Mckinnon and Dalimunthe
(1993)

Mitchell, Chan and Loh
(1995)

Aitken, Hooper, and Pickering
(1997)

Kevin and Zain (2001)

Prencipe (2004)

Diversification, Ownership Diffusion, Level Of Minority, In-
dustry, Firm Size, Financial Leverage, Assets In Place, Earn-
ing Volatility, Overseas Association

Firm Size, Industry, Financial Leverage, Diversification, Own-
ership Diffusion, Minority Interest

Firm Size, Financial Leverage, Assets In Place, Earning Vola-
tility, Ownership Diffusion, Minority Interest, Industry, Over-
seas Association

Firm Size, Industry, Financial Leverage, Diversification, Own-
ership Diffusion, Minority Interest

Firm Size, Financial Leverage, Assets In Place, Earning Vola-
tility
Growth Rate, Listing Status Age, Legal Identifiable Sub-

Groups Of Companies, Firm Size, Financial Leverage, Own-
ership Diffusion, Profitability

be significantly related to segment re-
porting disclosure were selected. These
variables are firm size, financial lever-
age, assets in place percentage, owner-
ship diffusion, and earnings volatility.

Firm Size

Prior studies found a positive re-
lationship between firm size and level
of segment reporting disclosure (e. g.
Bradbury, 1992; Mckinnon and Dali-
munthe, 1993; Mitchell et al., 1995;
Leuz, 1999). Firm size and disclosure
have been found in many studies and
well accepted in the literature. Firth
(1979 : 273) justify this relationship by
"collection and dissemination of in-
formation is a costly exercise and
perhaps it is the larger who can best
afford such expenses".

Schipper (1991) noted that large
firms are under pressure by analysts to
produce more information than the
smaller ones because such firms are
more attractive to be analyzed for
public reasons.

Size variable is used to be tested by
different measures, for example Kevin
and Zain (2001); Aitken et al. (1997);
and Mckinnon and Dalimunthe
(1993) used the natural logarithm of
total asset, Prencipe (2004) used the
natural logarithm of sales. Some stu-
dies used multiple measures of size
because results could differ (e. g. Brad-
bury, 1992; Mitchell et al., 1995). In
this study, size is measured by the
natural logarithm of total assets and
by the natural logarithm of issued
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capital. Therefore, two models will be
run to test results by each measure.

With regards to the prior litera-
ture, corporate size is expected to be
positively related to the extent of
segment reporting disclosure in the
company. The following hypothesis
is then formulated;

H1: Higher segment reporting dis-
closure is positively associated with
higher level of corporate size.

Financial Leverage

It was presumed that there is a
positive relationship between financial
leverage and the level of segment re-
porting disclosure. Prior studies have
confirmed this direction (e. g. Brad-
bury, 1992; Mitchell et al., 1995; Hos-
sain and Adams, 1995; Giner et al.,
1997). This association occurs because
segment information allows debt
holders to make better predictions
about the growth, risk and return of a
company (Mckinnon and Dalimunthe,
1993). Also, providing more detailed
information to creditors may improve
the company’s chances of receiving a
lower interest rate and facilitating pro-
cess (Kevin and Zain, 2001).

Some studies found a negative (e.
g. Leuz, 1999) or an insignificant
relationship between disclosure and
financial leverage (Mckinnon and Da-
limunthe, 1993). This may be due to
the institutional environment of some

countries such as Germany in the Leuz
study, or because of suspicion by the
creditors, shareholders, and investors
about the company’s ability to pay
back the debt.

Financial leverage is measured by
total liabilities divided by total assets.
This measure was used by Mitchell et
al. (1995) and Prencipe (2004). Other
measures of financial leverage are in-
applicable because of lack of data. For
example, Bradbury (1992) used book
value of debt over market value of
total assets. A positive relationship is
expected between the extent of seg-
ment disclosure and financial lever-
age. The following hypothesis is
formulated:

H2: Higher segment reporting dis-
closure is positively associated with high-
er level of corporate financial leverage.

Assets-In-Place

The proportion of assets-in-place
has been conducted by some prior
studies as an explanatory factor affect-
ing the level of segment reporting (e. g.
Kevin and Zain, 2001; Hossain and
Adams, 1995; Mitchell er al., 1995;
Bradbury, 1992). This variable was
measured in prior studies by book
value of fixed assets relative to market
value of total assets (or relative to
book value of total assets).

While, Bradbury (1992) and
Mitchell et al. (1995) could not find a
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significant relationship between the
level of segment information and as-
sets in place, other studies found a
negative relationship (e. g. Hossain
and Adams, 1995). This negative re-
lationship was explained by Kevin
and Zain, (2001). Based on the cost-
related interpretation, the firm in-
volved in an excessive fixed cost will
be suspected by external users on the
cash flow generated ability. In order to
convey a good financial position, a
firm will not normally make a detailed
disclosure. Therefore, non-disclosure
will gain more user confidence in the
firm’s performance. The disclosure of
the excessive proportion of assets will
push the firm to a disadvantage posi-
tion when compared with a firm pos-
sessing less asset in the same industry
(Kevin and Zain, 2001 : 16).

In this study the negative relation-
ship between the proportion of assets-
in-place and the level of segment
reporting disclosure is assumed. This
variable will be measured as book
value of fixed assets relative to total
assets. Hypothesis 3 is therefore:

H3: Higher segment reporting dis-
closure is negatively associated with a
higher proportion of corporate Assets-
In-Place.

Ownership Diffusion

Ownership diffusion is a variable
that was measured in prior studies by
the percentage of the ordinary shares

held other than the top twenty share-
holders or board of directors. This
variable measures the spread of share-
holders who are not directly involved
in the management of the company.

The relationship between owner-
ship diffusion and segment reporting
presumed is based on the fact that
financial reports are the main source
of information for small shareholders.
Segment reporting considered as a
means of reducing information asym-
metry (Prencipe, 2004). Earlier,
Mckinnon and Dalimunthe (1993) ex-
pects that agency costs of equity will be
higher where a firm’s shares are widely
held, and one way of reducing these
costs is by providing additional infor-
mation about the outcomes of their
decision. Agency cost stems from the
fact that managers often have both the
discretion and incentives to pursue
strategies and practices that benefit
themselves at the expense of share-
holders.

Thus, a positive relationship was
expected and confirmed (e. g. Pre-
ncipe, 2004; Leuz, 1999). Hypothesis
4 therefore is stated as follows:

H4: Higher segment reporting disclo-
sure is positively associated with a higher
level of corporate ownership diffusion.

Earning Volatility

Investigating the relationship be-
tween reported earnings volatility and
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the level of segment information was
examined by (Prencipe, 2004; Kim
and Pantzalis, 2001; Kevin and Zain,
2001; Leuz, 1999; Haris, 1998; Allen
and Pantzalis, 1996; Bradbury, 1992;
Morck and Yeung, 1991). This rela-
tionship was found by Kevin and
Zain, (2001); the firm with high earn-
ings volatility represents an unba-
lanced earning growth. It would
obliterate the performance image of
the firm. The shareholders, creditors
and investors will be skeptical about
the firm’s ability to solve its difficulty.
Therefore, the company increased its
disclosure information in order to
reduce the risk of being adversely
selected by the market.

In most of the previous studies
earnings volatility has proven to be a
significant determinant of segment
disclosure, but there is no clear evi-
dence of the direction of the relation-
ship. A positive correlation was found
by Giner et al. (1997), while Leuz
(1999) and Kevin and Zain (2001)
found the opposite. Earnings volati-
lity was found not to be significantly
related to the extent of segment re-
porting by Bradbury (1992) and Pre-
ncipe (2004).

In the present study, it is assumed
that there is a positive relationship
between earnings volatility and seg-
ment disclosure. Earning volatility is
measured according to a company’s

related net income behavior over the
last four years (the maximum value
less minimum value over the average
income for the previous four years).
This measurement was used and ad-
vocated by Metchell et al. (1995) and
Kevin and Zain (2001). Hypothesis 5
therefore is stated as follows:

H5: Higher segment reporting dis-
closure is positively associated with
higher levels of corporate earnings vo-
latility.

Research Method and Data
Collection

Sample Selection

The sample of 70 public-listed
companies is based on the 2005 finan-
cial statements of Jordanian compa-
nies listed on the Amman Stock
Exchange (ASE) that met the follow-
ing criteria:

- The company can be segmented
along business or geographical lines
and segmented disclosure is pre-
sented.

- The financial statements are avail-
able for the last four years.

Table (3) summarizes the study
population, the sample size, and the
percentage of the sample according to
the sector of business. Appendix (1)
presents the codes and names of com-
panies included in the study sample.
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Table 3
Study Population and Sample Size
Sector Population Sample Percentage
Industry 90 19 27%
Banks 15 12 17%
Service 100 19 27%
Insurance 27 20 29%
Total 232 70 100%
Dependent Variable external revenues, internal revenues,

Measuring the extent of segment
reporting disclosure in Jordanian com-
panies is one of the main objectives of
this study and it is the dependent vari-
able which is expected to be associated
with the independent variables. The
independent variables were presented
and justified in the previous section.

Using indices to measure the ex-
tent of disclosure has a long tradition
in the accounting literature. Indices
are typically constructed as a function
of the number and sometimes the
relevance of the items provided in
financial reports (Prencipe, 2004:10).
It was proved that disclosure indices
are valid and used in empirical re-
search (Ahmed and Courtis, 1999).

The first step is to design a disclo-
sure index. Items are generally se-
lected by examining the accounting
standards (Prencipe, 2004). In this
study, the primary items required by
IAS 14 for all reportable segments are
considered, and the selected items are
relevant to all companies included in
the sample. These items are as follows:

operating results, segment asset, seg-
ment liabilities, capital expenditure,
depreciation and amortization, and
share of profit or loss from invest-
ments accounted by equity method.

Segment disclosure items stated in
IAS 14 as primary disclosure require-
ments are applied to each reportable
segment (business and geographical
area). The following are details of the
main items of primary disclosure
(IASB, 2006):

- An entity shall disclose segment rev-
enue for each reportable segment.
Segment revenue from sales to exter-
nal customers and segment revenue
from transactions with other seg-
ments shall be separately reported.

- An entity shall disclose segment
results for each reportable segment,
presenting the results from continu-
ing operations separately from the
results of discontinued operations.

- An entity shall disclose the total
carrying amount of segment assets
for each reportable segment.
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- An entity shall disclose segment li-
abilities for each reportable segment.

- Anentity shall disclose the total cost
incurred during the period to ac-
quire segment assets that are ex-
pected to be used during more than
one period.

- An entity shall disclose the total
amount of expense included in
segment results for depreciation
and amortization of segment assets
for the period for each reportable
segment.

- If an entity’s aggregate share of the
profit or loss of investments ac-
counted for under the equity meth-
od is disclosed by reportable
segments, the aggregate investments
in these investments shall also be
disclosed by reportable segments.

To measure disclosure, each itemis
rated 0 if not present and 1 if disclosed.
Hence, the level of segment disclosure
is measured by the percentage of the
number of items that are presented to
the total number of items (eight seg-
ment items).

Method

The hypotheses that related to the
characteristics that affect the level of
segment reporting objectives are
tested using two multivariate regres-
sion models. The two models differ
only in the size variable, which is the
natural logarithm of total assets in

model (A) and the natural logarithm
of issued capital in model (B). We use
multiple measures of size because re-
sults could differ (e. g. Bradbury, 1992;
Mitchell et al., 1995). In this study raw
data converted to log values to obtain
a symmetric distribution of the size
variable. The two models are formu-
lated as follows:

Model (A): Seglevel = B0 + Bl
LnTotAss + B2 Lever-
age + B3 AIP + B4
Diffusion + BS5 Volatility

Model (B): Seglevel = B0 + Bl
LnlssCap + B2 Leverage
+ B3 AIP + B4
Diffusion + B3 Volatility

Seglevel: Segment Level

LnTotAss: Logarithm Total Assets

LnlIssCap: Logarithm Issued Capital

Leverage: Financial Leverage

AIP: Assets-in-Place

Diffusion: Ownership Diffusion

Volatility: Earnings Volatility

Multiple regression is used to ex-
amine the relationship between a sin-
gle dependent variable and a set of
independent variables (Hair et al.,

1998:159). However, assumptions of

multicollinearity, linearity, indepen-

dent error, and sample size must be
met when undertaking multiple re-
gression analysis (Bryman and Cra-

mer, 2001; Hair ez al., 1998).

To meet the multicollinearity as-
sumption, the values of VIF should be
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Table 4
Collinearity Statistics

Independent Variables

Collinearity Statistics

Tolerance VIF
Financial Leverage 0.21 4.87
Assets In Place 0.22 4.45
Ownership Diffusion 0.90 1.11
Earning Volatility 0.94 1.06
Logarithm Issued Capital 0.80 1.24
Logarithm Total Assets 0.68 1.47

Table 5
Residual Statistics

Minimum Maximum Mean Std. Deviation
Predicted Value 0.245 0.900 0.405 0.106
Residual -0.384 0.464 0.000 0.190
Std. Predicted Value -1.512 4.651 0.000 1.000
Std. Residual -1.963 2.374 0.000 0.971

less than 10 and the values of tolerance
should be less than 1 (Field, 2001).
Table (4) shows tolerance and VIF
results. The best way to examine line-
arity is by examining the residuals.
According to Field (2001) standar-
dized residuals within the range -3 to
+ 3 are considered appropriate; Table
(5) presents residual statistics. The
Durbin-Watson test will be used to
test independent error. The value of
this test in the two models is approxi-
mately 1.8 (the acceptable statistical
value can vary between 0 and 4).
According to sample size, several rules
of thumb have been proposed ranging
from 10 to 15 observations per inde-
pendent variable (Hair et al., 1998:

182). In this study there are five in-
dependent variables, which require 50
to 75 observations, and the sample size
of this study is 70.

The Results

This section presents descriptive
and empirical analyses of the data
and tests and the empirical hypotheses
of the study.

Descriptive Results

Table (6) reports the frequency of
each segment item in the selected
sample of companies.

External revenues are disclosed by
81% of the sample. The second most
frequent item is segment results
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Table 6
Frequency of Segment Disclosure

Segment Disclosure Items

No. of companies reporting

Frequency (%) (total no.

the item of companies 70)
External Revenues 57 81%
Internal Revenues 3 4%
Segment Results 44 63%
Segment Assets 34 49%
Segment Liabilities 33 47%
Capital Expenditure 16 23%
Depreciation and Amortization 19 27%
Segment share from investments 21 30%

ccounted for by Equity Method

(63%). These two items are disclosed
frequently because they are consid-
ered to be relevant pieces of informa-
tion for financial statement users.
Investors usually consider net income
as a key indicator of a company’s
financial health and future prospects
(Kieso et al., 2007). The segment
assets and segment liabilities items
are used by about half of the sample
(49% and 47% respectively). Other
items are used by a limited number of
companies. One of main reasons for
this result is that these transactions are
not applicable. For example, the com-
pany may not have internal revenues
and investments accounted for by the
Equity Method.

Thereis an inconsistency related to
the results of segment assets (49%)
and depreciation and amortization
(27%) items. According to IAS 14,
the company has to disclose segment

assets and the depreciation of these
assets. Results show that some com-
panies do not present information
about segmented depreciation of as-
sets. This may be justified because
companies are unaware of the IAS 14
requirements. Moreover, most seg-
ments in Jordanian companies are
internal branches (profit centers or
investment enters) and not separate
legal subsidiaries. Therefore, depre-
ciation accounts are journalized by
head center without calculating seg-
ments share of depreciation. These
justifications may be used to explain
the low frequency of the other items
(e. g. Capital Expenditure).

The results of frequency of seg-
ment disclosure items are shown in
Table (7). Results reveal that the
majority of the service and insurance
companies provide information
about external revenue and segment
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Table 7
Frequency of Segment Disclosure Items by Sector of Business
Segment Disclosure Items Industry Banks Service Insurance Total

External Revenues 13 6 18 20 57
Internal Revenues 2 0 1 0 3
Segment Results 7 0 17 20 44
Segment Assets 10 12 8 4 34
Segment Liabilities 4 12 13 4 33
Capital Expenditure 5 6 5 0 16
Depreciation and Amortization 10 0 9 0 19
Segment share from investments 8 4 8 1 21
accounted for by Equity Method

Sample size 19 12 19 20 70

results, while all bank companies
present disclosures about segment
assets and liabilities. This concentra-
tion on a specific type of information
is related to the distinctive feature of
the business, which provides indica-
tion about an indifference with the
requirements of IAS.

Table (8) provides a descriptive
analysis information for all variables
of the study. The segment level (the
independent variable) information
states that the extent of using seg-
ment information in Jordanian com-
panies ranged between 12.5% and
100% or between disclosure on one
item and all the eight items. The
mean of segment level for all compa-
nies is 40.5%.

To assess these findings, the fol-
lowing points should be considered:

The size of Jordanian companies is
relatively small and the separate legal
subsidiaries in these companies are
limited.

Some items may not be disclosed
because such information is not ap-
plicable (e.g. internal revenues, capital
expenditure, segment share from in-
vestments accounted for by Equity
Method).

Therefore, the level of segment
disclosure found in this study provides
an indication of the type of disclosure
used in Jordanian companies.

The other variables in Table (8)
will be examined empirically. The
earnings volatility variable has a wide
range and a high standard deviation,
which indicates that there was un-
stable performance in Jordanian com-
panies between the periods of 2002
and 2005.
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Table 8
Descriptive Statistics for Dependent and Independent Variables

Dependent and Indep. Variables Minimum Maximum Mean Std. Deviation
Segment Level 0.125 1.000 0.405 0.217
Logarithm Total Assets 12.935 24.339 17.473 2.029
Logarithm Issued Capital 13.122 19.690 16.555 1.341
Financial Leverage 0.006 5.878 0.497 0.706
Assets In Place 0.001 10.252 0.348 1.230
Ownership Diffusion 0.001 0.907 0.478 0.220
Earning Volatility -8.731 119.519 4.801 17.857

Examination of Pearson correla-
tion in Table (9) reveals a significant
influence between segment level dis-
closure and the following explanatory
factors: size (measured by issued ca-
pital), financial leverage, assets-in-
place, and ownership diffusion. These
variables have a positive direction
except the negative direction of own-

ership diffusion. Table (9) shows high
correlation between issued capital
and total asset variables (76.6%)
and between financial leverage and
assets-in-place variables (87%). Thus,
there are two models and only one
measure of size variable that will be
used in each model (issued capital or
total asset). While the second high

Table 9
Pearson Correlations among Dependent and Independent Variables
Seglevel LnTotAss LnlssCap Leverage AIP Diffusion

Seglevel correlation Coefficient
LnTotAss correlation Coefficient .078

Sig. (2-tailed) .520
LnlssCap correlation Coefficient 3117 756"

Sig. (2-tailed) .009 .000
Leverage correlation Coefficient 316" 179 370"

Sig. (2-tailed) .008 137 002
AIP correlation Coefficient 349 -.093 211 870"

Sig. (2-tailed) .003 444 .080 .000
Diffusion correlation Coefficient  -.337" 198 014 -.161 -.205

Sig. (2-tailed) .004 .101 .907 .184 .089
Volatility correlation Coefficient ~ -.063 .004 -.051 -.014 -.041 229

Sig. (2-tailed) .606 977 674 911 735 .056

Correlation is significant at the 0.01 level (2-tailed).
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correlation between financial leverage
and assets-in-place variables may af-
fect the regression analysis result, the
regression models are run several
times as follows:

A- Size is logarithm of total asset
and all other independent vari-
ables.

B- Size is logarithm of issued capital
and all other independent vari-
ables.

Q

Size is logarithm of total asset
and all other independent vari-
ables except financial leverage
variables.

o

Size is logarithm of total asset
and all other independent vari-
ables except assets-in-place vari-
ables.

E- Size is logarithm of issued capital
and all other independent vari-
ables except financial leverage
variables.

F- Size is logarithm of issued capital
and all other independent vari-
ables except assets-in-place vari-
ables.

Empirical Results

Due to Pearson correlation results,
an additional four models (models C,
D, E, and F) are tested to determine if
the high correlation between financial
leverage and assets-in-place variables
affect the study results. Such a proce-
dure was extensively used in prior
empirical studies (e. g. Street and

Gray, 2002; Aitken et al., 1997; Mitch-
ell et al., 1995; Mckinnon and Dali-
munthe, 1993).

Multiple regression results are
shown in Appendix (2). Each model
contains one size variable (assets or
capital) and one or both of leverage
and assets-in-place variables. Appen-
dix (2) shows that each of the six
models is significant at p < 0.001. F
ratio is useful as a test of statistical
significance for the model as a whole
and provides information about the
ability of the independent variables to
predict the dependent variable.

The logarithm total asset variable
does not have a significant relation-
ship with the level of segment disclo-
sure in any model that contains this
variable. The logarithm of issued
capital has a positive significant rela-
tionship with the level of segment
disclosure in all models that contain
this variable (models B, E, and F) at
the 0.05 level. Accordingly the first
hypothesis (H1) is accepted by using
issued capital for measuring the size
variable. This result is consistent with
all prior related studies (e. g. Pre-
ncipe, 2004; Kevin and Zain, 2001;
Aitken et al., 1997).

The ownership diffusion variable
is confirmed to be negatively related
to the extent of segment disclosure,
with a coefficient that is significant at
the 0.01 Ilevel in all models. This
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result indicates that the high owner-
ship diffusion (high percentage of
small shareholders who are not di-
rectly involved in the management of
the company) leads to reduction in
the level of segment reporting. There-
fore, this result is in accord with
hypothesis 4 (H4) and with prior
related studies (Prencipe, 2004; Leuz,
1999; Sadaa, 1998; Mckinnon and
Dalimunthe, 1993), but the direction
of the relationship is inconsistent
from H4 and prior literature.

This result reveals that when the
ownership of Jordanian companies is
concentrated in the hands of a few
shareholders, the management will
prevent or limit the additional infor-
mation (e. g. segment information)
which allows shareholders to better
assess the risk/return profit and
growth prospects of the firm as a
whole. This result is in contradiction
with sub-section 5.2.4 and the view-
point of management in other coun-
tries (e. g. France, German, Italy,
Malaysia and Australia).

Financial leverage is found to be
insignificantly related to the extent of
segment reporting in all models except
model D (when assets-in-place was
excluded and total assets included
instead of an issued capital variable).
Therefore, hypothesis 2 (H2) is not
accepted. This result coincides with
Mckinnon and Dalimunthe (1993)

study and enhances Kevin and Zain
(2001) viewpoint concerning the con-
cerns of creditors, shareholders, and
investors about the firm’s ability to
pay back the debt. Other studies (e. g.
Prencipe, 2004; Giner et al, 1997)
found a significant relationship; seg-
ment information reduces agency
costs and allows the debt holder to
make more accurate assessments
about the company’s growth, risk

and return.

Assets-In-Place (AIP) variable is
shown to be positively related to the
extent of segment disclosure at 1%
and 5% in model C and E respectively,
and moderate significant relationship
at level 10% in models A and B (AIP
was excluded in models D and F).
When the regression analysis is run
by using the stepwise statistical meth-
od instead of enter method, all sig-
nificant relationships are at 5% level.
This result is consistent with hypoth-
esis 3 (H3) and prior studies in terms
of the existing relationship. However,
it contrasts with H3 and some prior
studies for the direction of the rela-
tionship being positive.

Thus, when a company has a high
percentage of AIP (the company has a
high portion of property, plant and
equipment assets related to total as-
sets) there is an association with in-
creases in the levels of segment
information. This positive relation-
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ship could be justified because in order
to convey a good financial position
and gain more user confidence in the
firm’s performance, a firm will nor-
mally make a detailed disclosure.

The relationship between a volati-
lity variable and the extent of segment
reporting disclosure is insignificant in
all six models. Therefore, hypothesis 5
is rejected. Thus, the result supports
prior research.

Conclusion

This study was motivated by sev-
eral factors. There is no clear empirical
research which tests the importance of
underlying determinants that affect
segment disclosure. Moreover, no Jor-
danian studies have measured the level
of this disclosure in all of the listed
companies in ASE.

The study has found some expla-
natory factors that are related to the
level of segment disclosure in different
directions. This conclusion is sup-
ported by prior studies such as Tan
and Ngan, (1990); Bradbury (1992);
Mckinnon and Dalimunthe (1993);
Mitchell et al. (1995); Aitken et al.
(1997); Kevin and Zain (2001); and
Prencipe (2004).

The study has shown that the over-
all average level of segment disclosure
information presented by Jordanian
companies is 40.5%. The study has
indicated that companies that have

disclosed segmental information are
larger, have less ownership diffusion,
and more Assets-in-Place percentage.
The study has found that earnings
volatility and financial leverage vari-
ables are not related to the level of
segment disclosure.

The results show that the mean
level of segment disclosure for all
companies is less than half. Only three
of the eight items are disclosed, which
indicates the low level of segment
disclosure in Jordanian companies.
This finding provides some implica-
tions for preparers of financial infor-
mation, auditors, and the Jordanian
Securities Commission (JSC). The
preparers of financial information
pay too little attention to disclosure
of segment information. The auditor
should encourage the preparer of fi-
nancial information to present suffi-
cient disclosure. Finally, the JSC, who
review the annual financial statements
presented by the listed companies,
have to ensure and enforce the listed
companies to present all required seg-
ment information to improve the
quality of financial information and
to provide detailed information avail-
able to investors, so as to raise inves-
tors’ confidence, and the credibility of
external financial reporting.
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Appendix 1
List of Companies in the Study Sample

CODE REUTERS CODE Comp. Short Name
111001 JOIB JOR ISLAMIC BANK
111002 JOKB JOR KUWAIT BANK
111003 JOGB JCBANK

111004 THBK HOUSING BK TRD F
111006 INDV INDSTRL DEV BANK
111007 UBSI UNION BK SAV/INV
111009 ABCO ARAB BANKING CO.
111014 JIFB JOR INV FIN BANK
111021 CABK CAIRO AMMAN BANK
111022 BOJX BANK OF JORDAN
111033 JONB JORDAN AHLI BANK
113023 ARBK ARAB BANK

121002 MEIN MIDDLE EAST INS
121004 JOIN JORDAN INSURANCE
121005 GARI GENERAL ARAB INS
121006 DICL DELTA INS

121007 JERY JERUSALEM INS
121008 UNIN UNITED INSURANCE
121009 JOFR JOR FRENCH INS
121010 HOLI HOLY LAND INS
121012 GERA GERASA INSURANCE
121013 ARSI ARABIAN SEAS INS
121014 AALI ARAB ORIENT INS
121018 PHIN PHILADELPHIA INS
121020 AIUI ARAB INT UNI INS
121021 NAAI NATL AHLIA INS
121022 Jjic JOR INT INSUR CO
121023 AMMI EURA ARAB INS.
121024 AGICC ARAB GERMAN INS
121025 TIIC ISLAMIC INSUR CO
121026 ARAS ARAB ASSURERS
121031 ARAI ARAB AMRCAN.INS
131002 ABMS AL-BELAD MED SRV
131012 SHIP SHIPPING LINE
131014 HIMM HIMMEH MINERALS
131030 JOPP JOR PRESS/ PUBLI
131039 JOIT JOR INV TRUST
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Cont. Appendix 1
List of Companies in the Study Sample

CODE REUTERS CODE Comp. Short Name
131067 ZARA ZARA INVESTMENTS
131073 ULDC UNION LAND DEV
131076 JNTH TAJCATERINGHOUSI
131077 SPIC SPCZ.INVST.COMD
131078 AIPC AL SHARQ INV
131079 UAIC UNI ARAB INVEST
131092 ARED ARAB REAL EST
131093 ITSC ITTIHAD SCHOOLS
131096 JOCE JORDAN CENTRAL
131206 JTEL JORDAN TELECOM
131208 NAQL TRANSPORT BARTER
131211 JPTD JOR PROJ TOUR DE
131217 1EAI INVEST ESTATE IN
141002 JPPC JORDAN POUL PROC
141003 APCT ARAB INVEST PROJ
141004 JODA JORDAN DAIRY
141006 AALU ARAB ALUM IND
141011 NAST NATIONAL STEEL
141012 DADI DAR ALDAWA DV/IV
141013 IPET ITERMED/PETR/CH
141014 JOWM JOR WORSTED MILL
141015 JOCF JOR CERAMIC FAC
141018 JOPH JOR PHOSPHATE MN
141020 JOTN JORDAN TANNING
141042 JOCM JOR CEMENT FACT
141043 APOT ARAB POTASH CO
141045 JOWL JOR ROCK WOOLID
141054 NATC NAT CHLORINE
141084 NATP NAT’L POULTRY
141097 MECE MID EASTCOMPLEX
141103 NAPT NATONAL PETROLM
141117 INTI INV & INTEG INDU
142041 JOPT JOR PETROLM REF
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