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ABSTRACT

Disclosing of corporate voluntary information endorses the economic
development and the solvency of company problems. VVoluntary disclosures is expected
to minimise the information gap between managers and shareholders and all other
parties (external or concerned). Hence, disclosing more voluntary information would
make financial information more useful to shareholders and reduces the information
asymmety. Thus, this research examines the extent of voluntary disclosure among
Malaysian listed companies, in association with audit committee characteristics. 394
annual reports of non-financial publicly listed companies are collected from Bursa
Malaysia for the years 2016 and 2017. Five hypotheses are formulated based on agency
theory and resource dependence theory to explain the research framework of the current
study. The result shows that the extent of voluntary disclosure in the annual reports of
Malaysian public listed companies is significantly greater. Findings shows that the audit
committee independence and audit committee industry expertise are significantly and
positively, related to the extent of voluntary disclosure. Thus, based on agency theory,
independent directors are more likely to monitor the managers’ actions effectively to
enhance disclosure and to minimise information asymmetry and agency problems.
Hence, it may be suggested that audit committee plays a significant role in monitoring
the financial reporting process. In light of this evidence, it will be useful to policy
makers to enhance the role of audit committees in the financial reporting process.
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CHAPTER ONE
INTRODUCTION

1.1 INTRODUCTION

The global financial crisis of 2007-2008 that resulted in a loss of transparency and
confidence of investors and individuals was mainly caused by the absence of proper
corporate governance, as signalled by the Asian markets. As a result, Asian firms have
been dynamically reviewing and improving their corporate governance framework to
reassure firm transparency and increase information disclosure since the last decade.
Nevertheless, simply adopting worldwide standards of accounting is not enough to
eliminate the transparent problems in these nations, but shareholders must be satisfied
with the disclosed information in the associations of the yearly company annual reports.

Disclosing of the basic information (mandatory disclosures) should be added
with voluntary disclosures based on the regulatory suggestions. Moreover, using market
incentives can change manager’s behaviour to disclose information voluntarily
regarding the apparent association between the related costs and benefits (Healy &
Palepu, 2001; Gray, Radebaugh, & Roberts, 1990). As such, researchers have started to
focus on the factors that determine voluntary disclosure of information items to enhance
reporting quality. Most of the prior studies that examined the factors influencing the
voluntarily corporate information disclosure were carried out on the developed
countries, like the U.S (e.g. Lang & Lundholm, 1996; Malone, Fries, & Jones, 2014;
Raffournier, 1995).

This study attempts to present empirical proof on how the characteristics of audit
committee impact voluntary disclosure in the context of Malaysian companies. The

study examines the annual reports of 394 listed companies on Bursa Malaysia main



market; the firms were chosen depends on stratified random sampling. To have a clear
and meaningful understanding of how the attributes of an audit committee (AC)
influence voluntary disclosure, this research examines two data sets of 2016 and 2017.
With these data sets, the study attempts to measure the extent (i.e., dichotomous basis)
simultaneously. In addition, the research purposes of inspecting the impact of an AC
attributes, such as AC size, AC financial expertise, multiple directorships, AC
independence and AC industry expertise on the extent of voluntary disclosure for the
Malaysian listed companies. The present study also measures the extent of voluntary
disclosure of public listed companies in Malaysia. Hence, the result of this study is
expected to fill the gap in the literature of voluntary disclosure, particularly from the
context of Malaysian.

This chapter acts as the preliminary part of this study. Section 1.2 offers
discussion on the background of the study; Section 1.3 covers the problem statement;
Section 1.4 and Section 1.5 respectively highlight the research objectives and research
questions; Sections 1.6 elaborates on the motivations for this study; Section 1.7
highlights the significance of the study; Section 1.8 presents the organisation of the

study; and final section — Section 1.9 — summarizes this chapter.

1.2 BACKGROUND OF THE STUDY

The firms’ annual reports usually contain voluntary and mandatory information.
Mandatory disclosures are the items mandated by the accounting bodies or regulatory
agencies, such as Bursa Malaysia to be disclosed in a firms’ annual reports (Penman,
2013) whereas, information items about the firm’s activities in the annual reports that
are related to financial and others without regulatory requirements are referred to as

voluntary disclosures (Alsaeed, 2006). Thus, understanding the usefulness of voluntary



information by the internal and external users, such as accounting bodies, has attracted
considerable attention of researchers (Naser, Al-khatib, & Karbhari, 2002).

Mandatory and voluntary disclosures are the only two dimensions of the
corporate governance disclosures. The disclosures that are based on regulatory
requirements, such as the financial statements, are called mandatory disclosures; while
the disclosures that are included to satisfy the shareholders, such as the investment
analysis to make better decisions for the annual reports’ users, are voluntary disclosures.
Voluntary disclosures are excess information to the financial statements, according to
Meek, Roberts, & Gray (1995).

Various corporate governance variables that are broadly related to voluntary
disclosure have been reported in the empirical studies. These variables include the audit
committee, board size, the number of independent directors, members of the family in
the board. Ever since the accounting bodies or Asian market regulators require that their
publicly listed firms must disclose specific information believed to be essential for the
enhancement of corporate reporting quality. Even with this requirement, some listed
firms are still not complying to the efforts of the regulatory bodies to improve the extent
of their disclosures (Abdullah & Ismail, 2008).

Besides, the disclosure of corporate information not only be improved by
implementing international accounting standards on mandatory information, but it is
also essential to consider the management’s attitude to disclose further essential
information as voluntarily to supplement the reporting quality (Ho & Wong, 2001).
Hence, the need for voluntary disclosures has received considerable attention as it
mitigates the agency problems (Fama & Jensen, 1983; Healy & Palepu, 2001),
contributes to market liquidity (Kim & Verrecchia, 1994; Diamond & Verrecchia,

1991), and reduces the initial capital of the firms (Meek et al., 1995; Botosan, 1997).



Besides the studies of Leventis and Weetman, (2004); Hossain et al. (1995) and
Makhija & Patton, (2004) investigate the determinants of voluntary disclosures, include
company size, profitability and leverage.

Ghazali and Weetman, (2006) inspect the extent to which listed Malaysian firms
disclose voluntary information by investigating various sort of data they have published
in their yearly reports. This study used their 2001 annual reports and found that firm
size and profitability have a positive association with voluntary financial and strategic
information disclosures. Archambault and Archambault (2003) note that there is a
distinction among countries on the degree of information disclosure, and even
businesses in the same country, due to the difference in the accounting standards and
regulatory requirements about information disclosure and the ability to comply with the
requirements.

Hence, the difference in the contents of the reported information may negatively
influence the stakeholders’ investment decisions. Lakhal (2005) report that the vital role
of full disclosure is to increase transparency and safeguard the shareholders’ rights. As
a result, accounting bodies and regulatory agencies have been making several attempts
to promote good corporate governance to diminish the adverse selections and agency
problems related to the information asymmetric. Thus, corporate governance is an
essential instrument to solve disclosure problems and to enforce transparency and trust
between agencies and principles, leading to excellent financial performance (Rogers,
2008).

After the breakdowns and concerns on corporate related issues, it is considered
that the development of coordination committee can take a vital function for the
prevention of fraudulent financial reporting activities and the reassuring of the partner’s

trust in the reported statements. Besides, the issues of the objectivity of auditors'



independence have been subjected to intense discussion in the literature of accounting
issues. For example, Arcay and Vazquez, (2005) report that auditor's independence for
the payments of audit fees and unreturned recommendation services are mainly due to
the establishment of an economic association in the relationship between clients and
auditors.

Audit Committee (AC) is one of the most significant sub-committees in the
corporate board whose primary responsibility is to ensure financial reporting quality
and the firms’ financial statement quality. To perform the audit committee activities
effectively depends on their independence from the company’s management. This is
because managers rely on the reviewers to stay free from unnecessary pressures and
interventions from corporate administrators who share common directorships among
different committees within the board of directors and who also hired inside and outside
inspectors to check the accuracy and reasonableness of the financial reporting (Abdul-

Rahman et al., 2006).

1.3 PROBLEM STATEMENT

Disclosing corporate information voluntarily in annual reports is important to avoid
inadequacy and information a symmetrically. Thus, it has been discussed that disclosing
such information may promote potential economic development and solve company
problems. Gul and Leung, (2004), Akhtaruddin et al. (2009) and Dhaliwal et al. (2012)
report that Asian financial crisis would have been prevented if corporate information
disclosures were sufficient and indicate the future direction to the investors and
regulators. Moreover, inadequate disclosure signals the presence of misrepresentation

in the financial statements and could lead to corporate failure, as managers can



potentially provide misleading information (Abraham, Marston, & Jones, 2015; Al-
janadi et al., 2012).

As a result, voluntary disclosures may minimise the information gap between
managers and shareholders and other concerned parties (Barako et al., 2006). Corporate
information disclosure covers all financial and other interim reports in the companies
to the interested parties (Gallego-Alvarez & Quina-Custodio, 2016). Meanwhile,
voluntary disclosure is a crucial source of information (Rouf et al., 2014). Annual
reports provide vital information to the involved stakeholders, and corporate
transparency is strengthened through disclosures (Mohamad & Sulong, 2010).

The disclosures in the firm’s annual reports can be referred to as either voluntary
or mandatory information. Hence, voluntary disclosures are related to additional
information, either financial or other information, which are to the regulators’ views
facilitate stakeholders’ decision-making process (Watson et al., 2002; Meek et al., 1995;
Cooke, 1989).

For instance, disclosing information, such as company’s research and
development, potential strategies, and investment analysis, are referred to as voluntary
disclosures; while disclosing information that are related to the firms’ financial
transactions in a year are known to be mandatory disclosures (Polinsky & Shavell, 2010;
Adina & lon, 2008). Also, the firm’s disclosures are reflected its share prices and could
considerably signal future performance (Bischof & Daske, 2013; Eng & Mark, 2003).
For instance, a lower share price may specify higher risks towards the shareholders’
capital.

Also, the disclosure of more voluntarily information can convince shareholders
about the causes of weak financial performance and share prices (Healy & Palepu,

2001). Moreover, firms with financial difficulties or emerging into the market may



disclose more information voluntarily than profitable or mature companies to reassure
their shareholders. However, agency theory suggests that enhanced monitoring is
required to reduce managers’ self-interest behaviour and to be accountable for their
responsibilities which can lead directors to disclose more data voluntarily in the firm’s
yearly report (Francis, Nanda, & Olsson, 2008). Hence, the audit committee is essential
for transparency, particularly concerning information disclosures. The audit committee
should comprise mainly competent individuals who can be trusted in monitoring and
controlling a company’s financial and non-financial information. Their activities should
allow principal to be aware of what is going on in the company, though this will increase
the agency costs related to the monitoring of the administration’ activities.

With the previous discussion, the issue is that there is a dearth of literature on
the influence of attributes of the audit committee and the extent of voluntary disclosure
for the registered companies in Malaysia. Therefore, this study intends to explore the
level of voluntary disclosures by the Malaysian listed companies and whether audit

committee characteristics influence such disclosures.

1.4 OBJECTIVES OF THE STUDY

The main objective of this study is centred on determining the impact of audit committee
characteristics and the extent of voluntary disclosure in Malaysian registered
companies.
The specific objectives of this study are as follows:
1. To measure the extent of voluntary disclosure of Malaysian publicly listed
firms with respect to 2016 and 2017 financial years.
2. To investigate the impacts of audit committee characteristics (i.e. AC size,

multiple directorships, independence, and financial and industry expertise)



on the extent of voluntary disclosures of the Malaysian public listed

companies.

1.5 RESEARCH QUESTIONS

The following are the research questions that this study intends to answer:
1. What is the extent of voluntary disclosure of publicly listed firms with
respect to 2016 and 2017 financial years?
2. What are the impacts of audit committee characteristics (i.e. AC size,
multiple directorships, independence, and financial and industry expertise)
on the extent of voluntary disclosures of the Malaysian public listed

companies?

1.6 MOTIVATION FOR THE STUDY

During the Asian financial crisis of 2007-2008, it was reported that more voluntary
disclosures are needed to protect the investors’ wealth. Meanwhile, the lack of effective
corporate governance has been predictable as one of the crucial reasons for many
corporate collapses and corporate scandals around the world, leading to impaired
investors’ confidence (Raffournier 1995). Thus, the following are among the
motivations for this study. Firstly, this study efforts to comprehend the association
among the attributes of the audit committee and the extent of voluntary disclosure. This
information may encourage companies to add more items for disclosures on corporate
governance in their annual reports. Therefore, it will help to enhance the degree of
transparency on the part of companies and raise the level of confidence and reliability

of investors and shareholders.



Secondly, the study is motivated by various studies on the extent of voluntary
disclosure and audit committee characteristics. For example, the studies of Cooke
(1989); Raffournier (1995); Depoers (2000); Persons (2009); Dhaliwal, Naiker, and
Navissi (2010), and Banghoj and Plenborg (2008) have been conducted on developed
countries. Also, the studies of Ho and Wang (2001); Talpur et al. (2018) conducted on
developing countries, like Malaysia, are among the studies that motivate this study.
These studies claim that firms often use voluntary disclosures to reduce information
asymmetry by releasing useful disclosures (Talpur et al., 2018). Thirdly, this research
is predicted to contribute to the empirical improvement about the function of the AC on
the voluntary disclosure by the Malaysian public listed companies. Lastly, this study
intends to become a foundation for regulators listed companies that the expertise and
qualifications of the individuals are vital for the selection of audit committee members.
Therefore, the purpose is to achieve the assurance that the information submitted by the

management to the public are trustworthy and fully transparent.

1.7 SIGNIFICANCE OF THE STUDY

This study emphasises on the issues of the attributes of the audit committee and the
extent of voluntary disclosures. It investigates the influence of AC attributes (i.e. size,
independence, multiple directorships, financial expertise, and industry expertise) on the
extent of voluntary disclosure. This study contributes to the existing works on corporate
governance, namely attributes of the audit committee, the effectiveness of corporate
governance, and the extent of voluntary disclosure using Malaysian listed companies’
recent data for 2016 and 2017 financial year. Thus, this study expects to further increase
readers’ understanding of audit committee attributes, and the extent of voluntary

disclosure of the public registered companies in Malaysia.



Secondly, this study will benefit Malaysian listed companies to improve
corporate governance systems based on the outcome of the relationship between audit
committee characteristics and the extent of voluntary disclosure. Thirdly, the findings
of this research will have significant implications for the regulators of Bursa Malaysia
by providing evidence that the efficiency of the corporate governance system is due to
better monitoring of management. Fourthly, the study contributes to knowledge sharing
on the practices of voluntary disclosures in the growing capital markets, particularly for
the developing countries, such as Malaysia, that are currently improving and amending
their financial system of reporting to a reputable level. Hence, the researcher noticed
that there are areas on the financial reporting system to be investigated that may assist
the policymakers in setting new rules that can raise the transparency levels of corporate
governance in Malaysia.

Lastly, this research contributes to the existing literature by means of exploring
the impact of audit committee attributes on the extent of voluntary disclosure. This
study expands the literature on voluntary disclosure by providing new empirical
research. Besides, the study attempts to incorporate two new proxies of the audit
committee, which are the industry expertise of the AC and multiple directorships. As
for industry has make sense because AC with specific industry expertise may constrain
voluntary disclosures to avoid proprietry costs like disclosure of comperative
advantage. Ultimately, this dissertation has contributed to the existing literature on

voluntary disclosures, specifically in the context of the Malaysian listed firms.
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