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ABSTRACT 
 

 
 
 
The Malaysian government is becoming increasingly concerned about the corporate 
environmental policies regulating the Malaysian companies. As a result, Bursa 
Malaysia, as an authoritative body in monitoring the Malaysian PLCs, has made it 
mandatory for all listed companies in Malaysia to publicly disclose their social and 
environmental related information in annual reports effective year 2007 onwards. 
Better quality environmental disclosures may indicate that corporations place their 
contribution and commitment in effort to protect the environment. The purpose of this 
study is thus to examine the quality of environmental disclosure in annual reports after 
the mandatory requirement took place. Furthermore, it also aims to identify 
determinants of the quality of environmental disclosure using multi-theoretical 
perspectives that rely on institutional theory, information cost theory, resource based 
view theory and legitimacy theory. The study compared the quality of environmental 
disclosures between year 2005 and 2009; before and after the CSR mandatory 
reporting requirement that took effect in Malaysia. The quality of environmental 
disclosures was measured using a disclosure index. A content analysis of the annual 
report of 164 environmentally sensitive industries companies was undertaken. The 
findings reveal that there is a significant increase in the quality of environmental 
disclosures in 2009 as compared to 2005. Accordingly, the study concludes that the 
environmental reporting in Malaysia is now improving as compared to years before 
the mandatory requirement.  Theoretically, the findings suggest that the better quality 
environmental disclosures in annual reports by corporations in 2009 may well be 
influenced by the mandatory CSR requirement.  Additionally, the results also suggest 
the quality of environmental disclosures in Malaysia is determined by firms’ size and 
leverage level. This result is strongly supported by legitimacy theory.  Overall, the 
study views institutional and legitimacy based theoretical perspectives as 
complementary in providing an appropriate explanation for environmental reporting 
behaviour in Malaysia.  
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  البحث خلاصة
 
 
 
  

بورصة المراجعة في تأثير فعالية لجنة  فحصوالهدف من هذه الدراسة هو 
موثوقة في رصد الشرآات المحدودة العامة  ماليزيا ، بوصفها هيئة

عن الماليزية ، ألزمت جميع الشرآات المدرجة في ماليزيا بالكشف علنا 
 معلوماتهم ذات الصلة الاجتماعية والبيئية في التقارير السنوية بدأ من عام

الكشوف البيئية تشير إلى أن الشرآات المساهمة  الإفصاح الجيد عن. 0072
و عليه فإن الغرض من . ما في الجهود المبذولة لحماية البيئةتلعب دورا مه

هذه الدراسة هو فحص جودة الإفصاح البيئي في التقارير السنوية و ذلك 
آما ان الدراسة تهدف إلى التعرف على  .بعد تطبيق الشرط الإلزامي

محددات نوعية الكشف البيئية باستخدام النظرية العدسية المتعددة و التي 
على النظرية المؤسسية ، نظرية تكاليف المعلومات ، ونظرية نظرة  تعتمد

إن هذه الدراسة تقارن بين نوعية  .الموارد القائمة و أخيرا النظرية الشرعية
؛ أي قبل وبعد الإبلاغ عن  2009و  2005الكشف البيئي خلال عامي 

في المسؤولية الاجتماعية للشرآات عند البدء بالعمل  بالشرط الإلزامي 
وقد آانت نوعية الكشف البيئي تقاس باستخدام مؤشر الكشف  .ماليزيا

شرآة لكل من  164على ) اي اس آي" (الحساسية البيئية الصناعية"
وتدل النتائج على أن هناك زيادة آبيرة في نوعية الكشف البيئي  . السنتين

 ولذلك ، خلصت الدراسة إلى أن إعداد .2005مقارنة بعام  2009في عام 
التقارير البيئية في ماليزيا يتحسن الآن بالمقارنة مع السنوات التي سبقت 

نظريا ، فإن النتائج تشير إلى الإفصاح البيئي   .سريان الشرط الإلزامي
قد تتأثربشرط  2009الجيد في التقارير السنوية التي تقدمها الشرآات في 

شير النتائج أيضا إلى بالإضافة إلى ذلك ، ت. الإزامية للمسؤولية الاجتماعية
أن نوعية الإفصاح البيئي في ماليزيا تتأثر بحجم الشرآات ومستوى 

 .إن هذه النتيجة لها ما يسندها نظريا ألا و هي النظرية الشرعية. الفعالية
وعموما ، فإن الدراسة نظرت إلى النظرية المؤسسية والشرعية  على أنهما 

مناسب لإنتهاح سلوك إعداد نظريات متكاملة تساهم في تقديم تفسير 
 .التقارير البيئية في ماليزيا
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CHAPTER ONE 

INTRODUCTION 

 

 
1.0 INTRODUCTION 

Malaysia is committed to actively participate in global initiatives aimed at addressing 

climate change. According to United Nations data pertaining to carbon emissions 

footprint, Malaysia’s carbon emissions in 2006 stood at 187 million tonnes, or 7.2 

tonnes per person1, while the UN Human Development Report on fighting climate 

change put Malaysia on 26th place on a global table of carbon emitters. Nevertheless, 

considering the alarming rate of carbon emission in the country, Malaysia aims to 

establish a voluntary national indicator as an effort to offset carbon intensity globally2. 

This was stated by the Prime Minister of Malaysia, Datuk Seri Najib Tun Razak 

during the Climate Change Conference 2009 (COP15) in Copenhagen, Denmark on 

the 17th of December 2009. In conjunction with this initiative, the recent launch of the 

National Climate Change Policy in August 2010 was specifically aimed at tackling the 

climate change problem in Malaysia3. This policy is believed to be useful to facilitate 

better resource management and environmental conservation as well as climate 

change management4. Furthermore, prior to these recent developments on preserving 

the environment, Bursa Malaysia, as an authoritative body in the surveillance of 

Public Listed Companies (PLC henceforth) in Malaysia, has made corporate social 

responsibility (CSR henceforth) disclosure in annual reports mandatory. This 

                                                            
1 Data obtained from Department of Environment as published by New Straits Times dated December 
1, 2010. 
2 Data obtained from News Straits Times dated December 18, 2009.   
3 Data obtained from News Straits Times dated December 1, 2010. 
4 National Climate Change Policy – launched by Deputy Prime Minister – Tan Sri Muhyiddin Yassin 
on August 2010 – specifically to tackle climate change issue. Data obtained from NST Dec 1, 2010. 
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requirement is clearly stated in the listing requirement for Periodic Disclosure Policy5 

by Bursa Malaysia, in which one of the elements of CSR is environmental reporting.  

The continuous effort by the Malaysian government in protecting the natural 

environment is believed to have begun in the eighties6. However, with regard to 

corporate disclosure, the directive by the government in 2006 finally made corporate 

social reporting mandatory; effective on companies’ annual reports for the year ended 

2007 onwards. This public CSR reporting consists of four focal areas of disclosure: 

community, workplace, employees and environment. Prior to 2007, the environmental 

reporting in annual report by PLCs in Malaysia was merely based on corporate 

voluntary initiatives by individual companies.   

 

1.1 MOTIVATIONS OF THE STUDY 

The motivation of the present study originated from an interest to know the effect of 

the government’s environmental efforts on corporate disclosures. Additionally, recent 

environmental issues around the world such as climate change have also triggered the 

researcher to investigate the disclosure of corporations in their efforts to combat these 

issues. For example, according to the UN Environmental Programme (UNEP), around 

20 per cent of annual greenhouse emission is imputable to logging, farming and 

burning of peat lands7.  Furthermore, in Malaysia; according to the Environmental 

Quality Report 2006 (EQR2006)8 as published by the Department of Environment 

(DOE henceforth), the pollution of the river basins in Malaysia were largely 

contributed by untreated water or partially treated sewage and discharge from the 

                                                            
5 Bursa Malaysia Listing Requirement – Periodic Disclosure Policy Section 9 (Para. 9.25); Part A 
(no.29 of Appendix 9C) – refer to Appendix 1 in this study. 
6 Fourth Malaysia Plan (4MP) in 1980 has devoted a clause for preserving the natural environment.  
7 Data obtained from New Straits Times, June 14, 2009.  
8 EQR2006 can be accessed through DOE websites; http:www.doe.gov.my  
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agro-based and manufacturing industries, livestock farming, earthwork and land 

clearing. Moreover, based on cumulative water quality data, high ammonium and 

turbidity level were recorded more frequently in the industrial areas in Malaysia. 

These data, in summary, conveyed a series of evidence that corporate business 

operations should be partly blamed for the environmental degradation happenings, 

hence they should disclose their efforts to alleviate or prevent such atrocities.   

The CSR mandatory reporting requirement by Bursa Malaysia including 

environmental disclosures in annual reports signifies that corporations are also 

required to place their commitment to protect the environment. The government’s role 

via the authoritative body, Bursa Malaysia, in monitoring the PLCs, is expected to 

provide some influence on the extent of environmental disclosure to the public. As for 

their continuous survival in the capital market, corporations are expected to improve 

the quality of environmental disclosures to the stakeholders so as to demonstrate their 

support for the government’s environmental efforts. Previous studies conducted before 

the CSR mandatory reporting requirement showed that the environmental information 

disclosed was low in quality and most of these studies concluded that environmental 

reporting in Malaysia has yet to have visible drivers9. Nonetheless these studies had 

used data from published annual reports before the year 2006 and have not considered 

the effect of this new listing requirement by Bursa Malaysia. Hence, interested to 

know the outcome, the researcher proceeded with the current study aiming to 

investigate the state of the quality of environmental reporting after the regulation took 

place.  

 

 

                                                            
9 For details of the studies refer to Chapter 2 – literature review 
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1.2 BACKGROUND OF THE STUDY 

Environmental reporting in its early development in both developing and developed 

countries was found to be non-comprehensive and non-quantitative in nature. The 

majority of the information was reported in declarative format10. Additionally, most 

prior environmental reporting studies in developing countries have largely focused on 

the quantity11 of reporting and these studies were conducted before the mandatory 

CSR reporting in annual reports in Malaysia.  So far, in Malaysia, Ten (2009), 

Bakhtiar (2005) and Sharifah et al. (2009) have specifically examined the quality of 

environmental disclosures. The results found some increment in the disclosure quality 

(Bakhtiar, 2005), but it was still low in terms of reporting quality (Ten, 2009; Sharifah 

et al., 2009). Given that CSR reporting was made mandatory by Bursa Malaysia in 

2007, the present study is timely. This is because, to the researcher’s knowledge, there 

has not been any published study examining the quality of environmental reporting in 

the annual reports following the CSR mandatory listing requirement by Bursa 

Malaysia. Thus, the present study attempts to fill the gap by examining the quality of 

environmental disclosures made by Malaysian PLCs in 2009 compared with 2005 

annual reports.  

The comparison of the quality of environmental disclosures between the two 

disparate years; before and after the requirement took place, may perhaps provide 

some information pertaining the effect of the CSR mandatory listing requirement onto 

the quality of public environmental disclosures.  

For the present study, only companies in environmentally sensitive industries 

(ESI henceforth) were examined as their operations are perceived as more harmful and 

                                                            
10 For details of the studies refer to Chapter 2 – literature review 
11 E.g. (Tsang, 1998; Nik Ahmad and Sulaiman, 2003; Thomson and Zarina, 2004; Kuasirikun and 
Sherer, 2004; Chatterjee and Mir, 2008) 
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may impose direct negative impact on the natural environment. Moreover, ACCA 

(2002) found that ESI companies are more likely to be engaged in environmental 

reporting. Hence for this study, eight ESI were identified; industrial products (which 

include oil and gas, metal manufacturing, cement manufacturing, chemicals etc.), 

consumer products, plantation, property, trading and services, construction, mining, 

and infrastructure. These industries were identified as highly environmentally 

sensitive after a thorough review of prior literature12.  

Total sample of 164 listed companies from ESI were examined in this study. 

Specifically, environmental related disclosures in annual reports for both year 2005 

and 2009 of each company in the sample were analysed. The analysis was made in 

order to compare the quality of environmental disclosure for both years; before and 

after the CSR requirement took place. The analysis of the environmental disclosure 

quality was made using an environmental disclosure index. The use of the disclosure 

index to measure the quality of reporting has been demonstrated by prior literature13 

across countries. It also enables a systematic numerical basis for comparing 

companies’ disclosures across different firms’ characteristics (Haslinda et al., 2004). 

To be consistent with the numerous prior studies, the present study therefore, will also 

use the disclosure index to measure the quality of environmental reporting in 

Malaysia.  

In addition to the comparison of the quality of environmental reporting in 2005 

and 2009, this study also aims to analyse the potential factors that determine the 

quality of the environmental reporting in 2009. Previous studies14 in Malaysia found 

                                                            
12 For details refer to Chapter 4 - Sample selection and methodology 
13 Examples of studies that used disclosure index as a mean for accessing the quality of environmental 
disclosures: Wiseman, 1982; Fekrat et al., 1996; Cormier and Magnan, 1999; Cormier and Gordon, 
2001; Cormier and Magnan, 2003; Cormier et al., 2005; Bakhtiar, 2005; Ten, 2009. 
14 See example; ACCA 2002; Nik Ahmad and Sulaiman, 2003; 2004 and Thomson and Zarina, 2004 
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that public environmental reporting in the country had a lack of visible drivers. 

Furthermore, the applicability of underlying theoretical framework such as legitimacy 

theory also provided limited explanation. However, these studies had used data before 

the mandatory listing requirement. Thus, with more recent data in 2009, i.e., two years 

after the mandatory requirement was implemented, the present study seeks to provide 

evidence about some important factors that potentially influence the quality of the 

environmental disclosures. The timing difference, two years after the mandatory 

requirement in 2007, would possibly give some time for PLCs to initiate more quality 

environmental reporting in 2009 and thus would provide some indicators for the 

reasons of the disclosure behaviour in Malaysia.  

Several independent variables will be tested to examine their association with 

the quality of environmental reporting in 2009. These variables are categorised into a 

few organisational factors, i.e., share ownership distribution, economic performance, 

leverage and size; and an institutional factor, i.e., coercive isomorphism. Additionally, 

with an aim to provide an insightful explanation pertaining to environmental reporting 

behaviour in Malaysia, this study will examine the issue from four different 

theoretical perspectives. This is primarily because; a reliance of single theoretical 

perspective in explaining CSR behaviour may not be sufficient (Gray et al., 1995). 

Four theoretical frameworks will underlie each of the above said variables. They are 

institutional theory, resource based view theory (RBVT henceforth), information cost 

theory, and legitimacy theory.  

 

1.3 OBJECTIVES OF THE STUDY 

Since this study aims to examine the quality of environmental disclosure after the 

Bursa Malaysia mandatory CSR reporting requirement, it will compare the disclosures 
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between 2005 and 2009; before and after the mandatory requirement took effect. The 

study will also test several variables and examine their association with the quality of 

environmental reporting in 2009. Specifically, the study formulated the following 

research questions: 

1. What is the level of the quality of environmental reporting in 2009 as 

compared to the quality of environmental reporting in 2005 among 

companies in environmentally sensitive industries? 

2. Is there an association between the quality of environmental reporting in 

2009 and share ownership distribution, profitability, leverage and firm’s 

size?  

In essence, the present study seeks to examine the quality of environmental 

reporting practices amongst Malaysian companies in 2005 and 2009. Specifically, it 

intends; 

a) to investigate whether there is significant change in the quality of 

environmental disclosure, and 

b) to examine whether the share ownership distribution, profitability, 

leverage and firm’s size have significantly influenced the quality of 

environmental reporting in 2009.  

 

1.4 CONTRIBUTION OF THE STUDY 

The present study will perhaps contribute in several ways.  

1. By examining the quality of environmental reporting in 2009, two years after 

the mandatory CSR reporting took effect in 2007, it will exhibit some 

influence of the government efforts in promoting environmental sustainability 

towards the corporate public environmental disclosures. The study will only 
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focus on the quality of environmental reporting in Malaysia. This is because it 

was argued that compared to quantity, the quality of environmental disclosures 

will ultimately benefit stakeholders and society (Cormier et al., 2005). With 

more quality environmental information, it indicates that corporations are 

participating in environmentally related activities and contributing efforts to 

preserve the environment. This will essentially benefit their shareholders in 

particular and also the society at large.  

2. A serious effort by the government to promote green technology across all 

sectors can be seen, such as an allocation of funds amounting to RM1.5 billion 

of loans for firms to use green technology15. According to Energy, Green 

Technology and Water Minister, Datuk Peter Chin, the financial benefit that 

firms could expect from the utilisation of green technology is lower energy, 

waste and water costs, lower environmental operational and maintenance costs 

and increased productivity and health. For example, Far Eastern Group Taipei 

Metro in Taiwan have managed to save costs of up to RM2.1 million a year in 

energy bills after incorporating a series of energy-efficient features16. The 

researcher believes that with the feasibility of loan provided by the 

government and the potential benefit to be derived from the green technology, 

it is expected that more corporations will be engaging in environmentally 

related programmes. Thus, improved quality of environmental disclosure in 

the future by these PLCs is also expected. In fact, corporate environmental 

disclosures can potentially have an economic significance considering the 

scarcity of alternative information (Cormier et al., 2005). Besides, more 

                                                            
15 Green Technology was introduced during budget 2010. This information was obtained from New 
Straits Times dated October 24, 2009 in Budget 2010 report section. 
16 This information is obtained from News Straits Times, dated October 13, 2009. 
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investors are now more interested in companies which are more socially 

responsible 17 . Thus to be competitive in the future, it is important for 

companies to demonstrate that not only is its governance good, but also it must 

make a positive contribution to society. This study will contribute to provide a 

more recent state of environmental commitment undertaken by Malaysian 

corporations through their environmental reporting quality.  

3. This study will analyse the factors that potentially influence the environmental 

reporting behaviour through several theoretical perspectives. Firstly, by 

adopting the coercive isomorphism18 stipulated under the institutional theory, 

this study may provide some reasoning about an external institutional factor 

that perhaps significantly influences the disclosure practice in Malaysia. In this 

study context, the listing requirement imposed by Bursa Malaysia in 2007 will 

possibly influence the disclosure practice in 2009. Secondly, this study also 

makes use of legitimacy theory, information cost theory and RBVT. The 

employment of these theories may provide an explanation on the internal or 

organisational factors that influence management to disclose more quality 

environmental disclosure. Therefore, the use of a multi-theoretical perspective 

(Cormier, Magnan and Velthoven, 2005) in this study will provide a more 

meaningful explanation about environmental reporting behaviour in Malaysia.  

 

1.5 ORGANISATION OF THE CHAPTERS  

 The rest of the thesis will be organised as follows; 

                                                            
17 This statement is according to a group director of corporate responsibility of Telenor Group - a global 
telecommunication company. This information is obtained from Business Times, December 6, 2010. 
18 Although institutionalisation can also be achieved through mimetic and normative mechanism, this 
study will only focus on institutionalisation of environmental quality disclosure through coercive 
isomorphism.  
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Chapter Two presents a review of literature on social and environmental 

information disclosure. Firstly the review will provide an overview of the studies 

regarding the quantity and quality of environmental disclosures. Basically, it will be 

divided into studies on reporting quality in developed and developing countries. 

Secondly, the review will provide studies on the use of a disclosure index in 

determining the quality of environmental disclosures. Thirdly, since this study also 

examines the potential factors that may influence the quality of reporting, this chapter 

will then discuss previous literature on the determinants of environmental disclosures. 

Fourthly, this chapter will discuss the ESI. This section is useful to decide which 

industries in Malaysia are regarded as having a direct impact on the natural 

environment.  Finally, this chapter also will discuss the environmental commitment in 

Malaysia. 

 Chapter Three will provide the theoretical framework underlying this study. 

This will be followed by the hypotheses development. The chapter starts with the 

examining of potential factors that affect the quality of environmental disclosures with 

reference to many previous studies. This is followed by a discussion on multi-

theoretical frameworks that underlie environmental disclosure practice. Specifically, 

the chapter will discuss each of the theoretical frameworks to be used in this study; the 

Institutional theory, Information Cost theory, RBVT and Legitimacy theory.  

 Chapter Four will describe the sample selection and the research method used 

in gathering data. Besides that, this chapter will explain the measurement of the 

dependent variables in this study, i.e., through the use of the disclosure index in 

measuring the quality of environmental reporting. This chapter then will provide the 

disclosure index checklist to be used in this study together with the source of each of 

the items. This section also will explain scoring procedures; specifically to measure 
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the reporting quality of the sample. Besides that, this chapter also will provide a brief 

explanation for each of the categories of the disclosure score checklist. Thereafter this 

chapter will explain the operationalisation of the independent variables which may 

possibly determine the quality of environmental reporting in 2009.  

 Chapter Five will designate the data analysis. Firstly, this chapter will present 

the findings of the study, including outcome details such as those derived from the 

comparison in the quality of the environmental reporting between 2005 and 2009. 

Besides that, the detailed findings on the quality according to the disclosure score will 

also be discussed. Furthermore, the evidence pertaining to the quality of reporting 

from the annual reports will also be provided in this chapter. Secondly, this chapter 

will present the determinants that were found to have association with the quality of 

environmental reporting in 2009. As a summary, the coercive isomorphism, firm’s 

size and leverage influence the quality of environmental reporting in 2009. 

Chapter Six is the final chapter of this study. This chapter consists of the 

conclusion, limitations and the direction for future research in this area of study. 

Overall, the study concludes that the institutional theory and legitimacy theory are 

found to be complementary in explaining the environmental reporting practice in 

Malaysia. 
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CHAPTER  TWO 

LITERATURE REVIEW  

 

 
2.0 INTRODUCTION 

This chapter consists of six sections. The first section reviews the quantity and quality 

of environmental disclosures. This is followed by the review of the use of the 

disclosure index to determine the quality of environmental disclosures. The third 

section reviews the determinants of environmental disclosures. The fourth section on 

the other hand  discusses the environmentally sensitive industries. Thereafter, the fifth 

section reviews the environmental commitment in the Malaysian context. The final 

section then concludes all sections in this chapter. In this study, environmental 

reporting refers to the preparation and provision of information relating to 

environmental activities undertaken by a firm’s management including environmental 

status and performance for the use of multiple internal and external stakeholders. The 

term does not strictly refer to environmental disclosures in annual reports.  

 

2.1 QUANTITY AND QUALITY OF ENVIRONMENTAL REPORTING  
 
Tsang (1998) quoting Ernst and Ernst (1978, p.31) argued that the quantification of 

CSR disclosure may improve the quality of such disclosures made. This can be done 

by specifying the amount and effort of a particular area of social responsibility 

activities undertaken.  For a better quality of environmental disclosures, literature 

advocate for specific numerical measures for each of the disclosed items (Wiseman, 

1982). Lack of specificity with only general description of the reported information 

and with non-quantitative measures indicated that the reporting is vague and 




