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ABSTRACT

The Malaysian Code on Corporate Governance (MCCG) aims to set out principles and
best practices on structures and processes that companies may use in their operations
towards achieving the optimal governance framework. By using this as a framework,
the study assumes that the company will significantly benefit from its adoption.
Among the positive effects expected is the improvement in the level of corporate
governance disclosure in the annual reports. As a measure of the level of disclosure,
this study develops the “disclosure score” which was based on the Malaysian Code on
Corporate Governance (MCCQ) and Bujaki and McConomy (2002). The independent
vanables tested in this study were Duality (CEQO Duality), percentage of Independent
Board of Director (Outdir), Ownership Structures (Owner) and percentage of
Independent Audit Committee (Auditcomm). This study used descriptive statistics,
Mann Whitney U-Test, Correlation (Spearman’s Rho and Pearson Correlation) and
Linear Regression to test the hypotheses. Results show that, disclosure score is better
for the year 2002 after the implementation of MCCG. In addition, larger companies
disclosed more corporate governance information. While, the variables for the
independent audit committee and independent board of directors are found
significantly influence the level of corporate governance disclosure by companies in
Malaysia.
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CHAPTER 1

BACKGROUND OF STUDY

Corporate governance issues have evolved and grown significantly in the last decade.
The problems of corporate govemnance actually have been highlighted by Adam Smith
(1723 — 1790) in his book “Wealth of the Nation’ which stated that “Being the
managers of other pcople’s money (rather than their own).... it cannot be expected
that they should watch over it with thc same anxious vigilance”. Therefore, the
corporate scandals such as Enron, Maxwell and BCCI are nothing new since the
problems have already occurred and have been discussed before. Corporate
govemance encompasses the set of institutional and market mechanisms that induce
self-interested managers (the controllers) to maximize the value of the residual cash
flows of the firm on behalf of its shareholders.

Research is increasingly showing that good corporate governance can lead to
improved share price performance. Studies also show that investors are more keen to
invest in well-governed companies. Thus, corporate governance can be a powerful
tool to enhance the development of a company.

Many efiorts have been made in order to help and solve the problems such as
the development of the committees to discuss on the governance matters such as
Cadbury Committee, Hampel Committee and the Organization for Economic Co-
Operation and Development (OECD). In 1999, the OECD committee published
Global Corporate Governance Principles which identify the key elements of good
corporate govermnance such as rights and obligations of the sharcholders, role of
stakeholders and corporate governance, transparency, disclosure of information, board

of directors, executive’s management, compensation and performance.



For this study, it 1s assumed that the primary responsibility for the preparation and the
faimess of all the corporate information such as financial information and
management information resides with the corporation itself and by extension, its
management. Recent empirical work on the association between disclosure and
corporate governance include Collet and Hrasky (2005), Bliss and Balachandran
(2005), Bujaki and McConomy (2002), Forker (1992) and Chen and Jaggi (2000).
The study done by Collet and Hrasky (2005} is more on the voluntary information of
corporate governance and the impact of company’s performance. Meanwhile, Bliss
and Balachandran (2005) examine the association between corporate govemance
aftributes and the extent of disclosure quahty. Bujaki and McConomy (2002) examine
the comprehensiveness of voluntary corporate govermnance disclosure in the annual
reports and management information recommended by Toronto Stock Exchange
(TSE). Then, Forker (1992) and Chen and Jaggi (2000) concentrate on specific issues
of corporate governance such as corporate governance and share option disclosure and
the association between the independent non-executives directors and
comprehensiveness of information in mandatory financial disclosure, respectively.

However, this thesis will only concentrate on the issues of corporate
governance disclosure and the relationship between corporate governance attributes
which drive management towards increased disclosure levels. According to Bliss and
Balachandran (2005), the board of director’s composition influences the volume of
voluntary disclosure and the extent of disclosure quality made by companies in its
annual report

To provide empirical evidence for the factors affecting the level of corporate
govemance disclosure in the annual report and the association between the levels of

disclosure with corporate governance attributes, 64 firms from the main board listed



on Bursa Malaysia ( formerly known as Kuala Lumpur Stock Exchange — KLSE )
have been selected for this research. In addition, this research will also look on the
effect of the implementation of the Malaysian Code on Corporate Govemance before

and after its implementation.

1.1 OBJECTIVES OF THE STUDY.

Since little effort has been devoted in the accounting research literature in examining
the empirical relationship between corporate governance attributes' and the extent of
disclosure, this study tries to examine the relationship between these two issues. The
first objective 18 to compare corporate governance disclosure in Malaysian companies’
anuual report before and after introduction of Malaysian Code on Corporate
Governance. It is believed that, the level of corporate governance disclosure
mmproved when the Bursa Malaysia mandated the rule that every listed company
should comply with the Malaysian Code on Corporate Governance.

The second objective of this study is to ascertain whether a number of
variables such as (1) dominant personality {duality), (2) percentage of independent
board of directors (board composition), (3) percentage of independent board of
director 1n audit committee (audit committee composition), (4) ownership structures
and (5) control variables (1.e. firm size, leverage, types of industry, profitability and
year) affect the level of corporate governance disclosure before and after the
introduction of Malaysian Code on Corporate Governance (MCCG).

The last objective is to provide additional input to the policy makers in terms

of providing evidence since the exposure or literature regarding corporate governance

1 . . . . .
Such as board composition, board compensation, audit committees, ownership structures etc.



and the extent of disclosure has not been widely discussed by researchers and
academicians. This can help to relate the importance of corporate governance
attributes in producing or reporting high quality of annual report. Meanwhile, this is
an important 1ssue because the issues of corporate governance is ongoing and 1s
becoming more controversial nowadays. Thus, it is hoped that this study will provide
more evidence that good corporate governance practice is important for a company to
drive its management towards better extent of disclosure, in terms of the volume of

information disclosure.

1.2 MOTIVATIONS OF THE STUDY.
The Asian financial crisis in 1997 highlighted the realization that greater corporate
disclosure was necessary to protect investors. Meanwhile, the lack of effective
corporate governance has becn identified as one of the major causes of many
corporate collapses and corporate scandals around the world. This leads impairing
investors” confidence. The followings are among the motivations of the study. Firstly,
the study attempts to understand the relationship or linkages between corporate
governance attributes and the extent of corporate governance disclosure. This
information may be useful as a motivation for companies to disclose more information
on corporate governance in annual report. Therefore, it will help to increase the level
of transparency and stewardship for the companies. As a result, it can help to increase
the level of confidence and reliability of investors and other stakeholders.

Secondly, this study would provide insights to investors, readers, and users of
annual report on voluntary disclosure level of corporate governance. Thirdly, this
study examines the effects of corporate governance attributes on the level of corporate

governance information disclosure in the annual report. This will enrich and help the



regulators such as Bursa Malaysia in regulating effective rules and regulations. This
is 1mportant in order to protect investor’s need and to prevent any misconduct and

misuse of capital provided by the investors.

1.3 OUTLINES OF THE STUDY,

This study consists of 6 chapters and organized as follows; First chapter consists of
the background of the study, objectives and motivations of the study. The next
chapter, 1.e. Chapter Two, provides a review of the recent developments on corporate
govemance issues internationally and locally (i.e. Malaysia’s environment). This
chapter also provides some theoretical discussions on the issues of corporate
governance such as the agency and stewardship theories. Chapter Three focuses on
prior studies specifically in the area of corporate governance and disclosure practices.
The literature review chapter is divided into two parts. The first part is on literature
review of corporate governance and disclosure based on interational environment
such as in Australia, Canada, Singapore, and Hong Kong and second part is on studies
done in the Malaysian environment.

Then, Chapter Four discusses the rescarch methodology of the study. Tt
explains the development of hypotheses, sampling procedures, selection of sample,
periods of study, data collection, empirical model development and the measurement
of the variables. The theoretical assumptions and empirical findings from the
previous research have been used as the basis for the development of hypotheses for
the study. Meanwhile, this chapter also discusses thoroughly on independent and
dependent variables tested 1n this study.

The relationship between corporate govemnance attributes and corporate

governance disclosure was analyzed and the findings of the tests were presented in



Chapter Five. The statistical analyses used include descriptive statistics, Mann-
Whitney U-Test, Correlation analyses and linear regression. Finally, Chapter Six
provides a sumnmary and concludes the study. It also provides some insights on the

limitations of the study and opportunities for future research.



CHAPTER 2
INSTITUTIONAL BACKGROUND AND THEORITICAL

FRAMEWORK

This chapter briefly explains the history of corporate governance which is divided into
two parts (1) Recent developments of corporate governance debate at international
level and (2) Recent corporate governance developments in Malaysia. In the
following section, a discussion on the theoretical framework of corporate governance

is presented.

21 RECENT DEVELOPMENT OF CORPORATE GOVERNANCE

DEBATE.

2.1.1 Corporate Governance Debate at Intcrnational Level.

Corporate governance debate has evolved and grown significantly in the last decade.
The issues arose most likely due to many corporate collapses that have occurred
particularly during the twentieth (20™) century especially in the European countries.
As a result, numerous countries have issued corporate governance codes, and the
recommendations of these codes, that demonstrate "good" corporate governance,
undoubtedly contribute towards increased transparency and disclosure.

The corporate governance debates started in the United States when the
Treadway Commission issued a report on fraudulent financial reporting in 1987,
which emphasized the role and status of audit committee. The Treadway Report
required the Securities and Exchange Commission (SEC) to incorporate in its listing

requirements in 1988, whereby all SEC regulated companies should have an audit



committee and the members of the audit committee must comprise a majonty of non-
executive directors. Further work done by a subgroup of Treadway Commission,
COSO’, developed a framework for internal control, providing detailed criteria for
management to assess intemal control system and guidance for reporting publicly on
internal control.

Meanwhile in United Kingdom (UK) the corporate governance debates began
due to a series of corporate scandals and financial distress problem in the late 1980s
and early 1990s. The examples of corporate scandals occurred in UK’s companies are
BCCI, Poly Peck and Maxwell Communications Group. Due to this, the public
started questioning how effective the boards of these companies had been monitoring
the actions of their executive management.

As a subsequent to that scenario, the Cadbury Commitlée was set up in May
1991 by the Financial Reporting Council (FRC)?, the Stock Exchange and the
accountancy profession in response to their concern about ‘the perceived low level of
confidence both in financial reporting and the ability of auditors to provide the
safeguards which the users of company reports sought and expected’. The Cadbury
Report emphasized on the responsibilities of the company to report on (1) the
financial aspects of corporate govemance (particularly in relation to financial
reporting and accountability), (2) to consider the responsibilities of executive and non-
executive directors, (3) the case for audit committees, (4) the principal responsibilities
of auditors, (5) the extent and the value of the audit, and (6) the links between

shareholders, boards of directors and auditors.

% Committee of Sponsoring Organizations (COSO) of the Treadway Commission, comprising CPAs,
management accountants, internal auditors, financial executives and accounting educators.

? Financial Reporting Council: is a body, which sets UK accounting standards, through its subsidiary
organization, the Accounting Standards Board.



