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ABSTRACT

The purpose of this research is to develop a best practice framework of voluntary
disclosure for family-controlled companies in Malaysia. This study identifies the
level of voluntary disclosure by Malaysian listed family-controlled companies, and
reviews and discusses the voluntary disclosure practices in Malaysia from the
perspectives of stakeholders. The study contends that the level of voluntary
disclosure practices by listed family-controlled companies is lower than that of
nonfamily-controlled companies. It is found that factors such as family ownership
structure and values are the main influences that contribute to the level of voluntary
disclosure in listed family-controlled companies’ annual reports. Malaysian listed
family-controlled companies’ decision to disclose voluntarily is not only complex
but also is influenced by the family’s governance structure and relationships. This
situation accounts for the differences in the level of voluntary disclosure between

family-controlled companies and other listed companies.

This study adopts a mixed methods approach (i.e., quantitative and qualitative
methodology) in order to achieve its objectives. A voluntary disclosure index
consisting of 61 items is developed using a Delphi process with 40 panel members.
The index is then applied on to 30 Malaysian listed companies’ annual reports for
the years 2009-2013. The collected data is quantified and analysed to determine the
differing levels of voluntary disclosure practices between family-controlled and
nonfamily-controlled companies. In addition, factors that might influence the level
of voluntary disclosure in the companies’ annual reports are examined. Taking a
qualitative approach, 41 corporate managers are interviewed to identify their

experiences of using voluntary disclosure information within annual reports.

The research outcome showed that the current level of voluntary disclosure by
family-controlled companies falls below the stakeholders’ expectations. The most
frequently disclosed items within the annual reports are general corporate and
strategic information, and financial information. However, the forward-looking and
risk review management category had lower disclosure in the annual reports, and
fell short of stakeholders’ expectation. One important finding in this study is that,

compared to previous studies in the Malaysian context, voluntary disclosure



regarding Islamic values in areas such as halal certification, zakat, and wagf within

the companies’ annual reports iS improving.

This study also identifies that the number of family members involved in the
management of a family-controlled business, the generations to which members of
the family belong, and the education level of family members are positively
significant in terms of the level of voluntary disclosure in the annual reports of
family-controlled companies. Furthermore, the data from the discussions with and
opinions expressed by the interview participants indicate that the family-controlled
companies in Malaysia are progressing towards better voluntary disclosure
practices. It is believed that the findings of this research can assist in the
improvement of family-controlled company governance and the development of
voluntary disclosure practice guidelines applicable to the Malaysian family

business context.

Keywords: Voluntary disclosure, Malaysia, family-controlled business, mixed

methods, voluntary disclosure index.
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CHAPTER ONE
AN OVERVIEW OF THE THESIS

1.1 Introduction

Chapter 1 provides the context for this thesis and focuses on the voluntary?!
disclosure practices of listed family-controlled companies in Malaysia. Scholarly
literature on voluntary disclosure has long been characterised by notions of what
influences a company’s board of directors (i.e., managers) to provide additional
information voluntarily. That is, consistent with the objective of quality corporate
reporting, researchers have made a number of attempts to discover both the factors
that influence voluntary disclose and the level of that voluntary disclosure.
Researchers such as Elsayed and Hoque (2010), and Qu, Cooper, Wise, and Leung
(2012) contended that voluntary disclosure practices are influenced not only by
corporate-specific attributes such as firm size, listing status, ownership,

profitability, and liquidity factors, but also by environmental factors.

The issue of voluntary disclosure has been widely and empirically studied not only
in developed countries (see, for example, Italy — Boesso and Kumar (2007); the US
— Beattie and Jones (2001); and, the United Kingdom — Brammer and Pavelin
(2006), but also in developing or emerging countries (see, for example, Hong Kong
— Chau and Gray (2002) Fiji — Sharma and Davey (2013) Bangladesh — Rouf and
Harun (2011), and in other United Arab Emirates countries, for example, Al-Janadi
and Rahman (2012). Nevertheless, the literature on voluntary disclosure continues
predominantly to represent a notion that variations in disclosure are due to a
country’s region and background, regulatory changes, companies’ corporate
governance system, companies’ size, listing status, as well as social environment
factors. Moreover, these factors have been assumed to apply globally. Indeed, it can
be said that differences in the corporate governance model between countries have
normalised the perception that voluntary disclosure practice involves the board of

directors’ strategic and efficient decision-making in a market-driven reporting

! Voluntary disclosure refers to any additional information provided in companies’ annual reports
that goes beyond disclosures explicitly required by Malaysia’s mandatory regulations, Companies’
Act, and Securities’ Act.



environment. However, the major controllers of the company are subject to multiple
influences, and their different societal contexts will differently shaping their

voluntary disclosure practices.

Voluntary disclosure practice is an increasingly important area in corporate
reporting. The growing globalisation of the business environment has fostered the
need for additional information, so that stakeholders in particular can make wise
economic decisions (Qu et al., 2012). The practice of disclosing information
voluntarily is encompassed in the tenets of corporate governance which impose an
obligation on management to report adequate information on their company’s
performance and activities (Campbell & Abdul Rahman, 2010). Scholars such as
Elsayed and Hoque (2010), Ho and Taylor (2013), Omaima, Gianluigi, Peter, and
David (2011), (Elsayed & Hoque, 2010; Ho & Taylor, 2013; Omaima et al., 2011);
Sharma and Davey (2013) have found that, because of their size and the availability
of resources, large listed companies tend to disclose more information because of
the relationship between value and level of disclosure, and because they are prone
to shareholders’ and regulators’ scrutiny.

Studies on voluntary disclosure in developed and developing countries have
focused on companies listed on the stock market in general. Specification of
company’s ownership is, however, limited. Given that rich variations exist between
countries, regions, societies, environments, backgrounds, and unique capital
markets, research in the area of voluntary disclosure continues. This situation offers
researchers not only an opportunity to focus on the level of disclosure in relation to
companies’ corporate governance systems and structure, but also to investigate the
effect of ownership structure on disclosure practices by listed family-controlled
companies in particular. According to Chau and Gray (2010), a company’s
ownership plays a contributing role in shaping the company’s corporate
governance, and, therefore, shapes the voluntary disclosure practice by public listed

companies. Malaysia presents an interesting site for this research in several ways.

First, as an emerging market, Malaysia has embarked on industrialising and
modernising its society while nourishing Islamic values. The country also

continuously aspires to achieve the status of a developed nation and to be



competitive in the global marketplace, as stipulated in Malaysia’s Vision 2020
(Siddiqui, 2012).

Second, globalisation and financial liberation have resulted in market integration
which has been found to contribute to increased global mobility in resources utilised
in business activities. Consequently, this market integration has improved the
investment opportunities through the diversification of the international portfolio.
Some of these investment opportunities exist in emerging markets including those
of Malaysia. Therefore, investment in these markets requires a considerable
understanding of a number of issues, not least their accounting and reporting

behaviours.

Third, global market integration has also resulted in markets being more vulnerable
and riskier due to contagion effects. The consequences of market frictions in one
part of the global economy can spread quite quickly to another part (i.e., a financial
crisis). One of the causes of financial friction relates to reporting misbehaviour, for
example, accounting for financial instruments, and asset valuation (Arnold, 2009;
Chor & Manova, 2012). This activity is not only complex in design. Measurements,
recognition, and subsequent disclosures also remain insufficient. Given the
situation where some of these reporting problems need to be addressed, a broad
understanding of reporting and disclosure practices in different market systems,
including the market in Malaysia, is crucial in preventing future reporting crises.

Fourth, with regard to company ownership, 40% of the family-controlled
businesses in Malaysia are large-scale businesses and listed on the main board of
Malaysia’s Stock Exchange. The main activity of these family businesses is
manufacturing. In 2008, it was reported that 27 of the 40 richest people in Malaysia
were from family-based businesses. These family-based companies were reported
to control 34% of Malaysia’s market capitalisation (Ibrahim & Samad, 2010).
Furthermore, family-controlled flagship companies such as YTL Brothers, 10l
Group, and Berjaya Group have contributed to Malaysia’s economic development
and growth (lbrahim & Samad, 2010). One might, therefore, ponder how the
voluntary disclosure practices of these family-controlled companies differ from

those of nonfamily-controlled companies.



Fifth, Malaysia is seen as a society divided by various ethnic, religious, and cultural
differences. The present multiethnic climate of Malaysia is marked by the
prominence of the Chinese in business activities, the Malays? in the public sector
and political sphere, and the Indians in the diversified sector. It is important to note
that the majority of the large and prominent companies on the Malaysian Stock
Exchange are owned by Chinese families (Ibrahim & Samad, 2010; Shamsir Jasani,
2002). Although the Chinese and the Malays have economic disparities, it is
believed that the political influence of the Malays curtails the economic power of
the Chinese (Adhikari, Derashid, & Zhang, 2006; Hui & Jomo, 2010). It is worth
noting also that the composition of Malay directorship in Malaysian family-
controlled companies could prove vital in improving the level of voluntary

disclosure reporting in family-controlled companies.

While it is commonly argued that the ownership structure of family-controlled
companies differs from that of other types of ownership structure, and also that
family-controlled companies provide less voluntary disclosure in their annual
reports, understanding the actual level of the voluntary disclosure practice of
family-controlled companies in an emerging country has the potential to add new
dimensions to the field of accounting studies. Consequently, this research
investigates the type of additional information that is being disclosed voluntarily,
and investigates the factors that drive family-controlled companies to practise
voluntary disclosure at the intersection of family values and market-driven

reporting.

In this research, companies’ annual reports are used as the source of information
about voluntary disclosure practices for the following reasons. First, according to
the Ninth Schedule of the Malaysia Company Act 1965, all listed companies must
produce an annual report accompanied by a statutory auditor’s report (Akhtaruddin,
Hossain, Hossain, & Yao, 2009). Second, management have control over the
amount of information voluntarily disclosed in annual reports (Campbell, 2000;

Rahman, 2001). Third, annual reports have been identified as an important medium

2 The Malays are one of the indigenous ethnicities in Malaysia.
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of communication with investors and other stakeholders (Campbell & Abdul
Rahman, 2010; Omaima & Marston, 2010).

This introductory chapter is organised as follows. Section 1.2 presents a brief
background to voluntary disclosure reporting, and section 1.3 sets out the
motivation for this research. Section 1.4 describes the purposes and objectives of
the research. The research contribution is introduced in section 1.5. Section 1.6
outlines the structure of the thesis. Section 1.7 concludes the chapter by outlining
the scope and limitations of the study, and section 1.8 summarises the chapter.

1.2 Background to voluntary disclosure

Corporate disclosures in the form of annual reports comprise both financial and
nonfinancial information. These disclosures can be divided into statutory and
nonstatutory or voluntary disclosures (Bhojraj, Blacconiere, & D'Souza, 2004;
Broberg, Tagesson, & Collin, 2010). Statutory disclosures are mandated by
regulations in the form of Companies’ Acts and Securities’ Acts. Any additional
information provided beyond the mandatory disclosure is unregulated and disclosed
voluntarily by management. This information can take the form of text, tables or
figures, graphs and/or photographs that enhance and complement the financial
information. Some common forms of nonfinancial information include, but are not
limited to, the corporate statement and strategy, social and environmental reports,
risk disclosures, and corporate governance information (Bhojraj et al., 2004; Ho &
Taylor, 2013; Qu, Leung, & Cooper, 2013). Since voluntary information goes
beyond the regulatory requirements, and may be more detailed in terms of the
information available, such disclosures are often known as self-regulated practices
(Deegan, 2009).

Most large® companies use corporate reports as a way to disclose positive
information about their operations and their assurance practice to increase their
opportunity to access external finance and resources (Francis, Khurana, & Pereira,
2005). Core’s study (2001), as cited by Uyar and Kilig (2012), claims that the
information disclosed can provide assurance to investors that the company is

performing well. A number of studies show that information within the annual

3 Large companies refer to listing status, length of listing on stock exchange, and market value.
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report is an important source of information for economic decision-making
(Rahman, 2001; Stanton & Stanton, 2002; Yuthas, Rogers, & Dillard, 2002).
However, while the content of voluntary disclosure seems to be an important source
to complement the statutory disclosure, it offers little to facilitate a deeper
understanding of the complexities underpinning the actual practice of providing
voluntary disclosure (Chau & Gray, 2002; Francis, Nanda, & Olsson, 2008). A
number of studies (see for example, Omaima et al., 2011; Uyar & Kilig, 2012;
Wang, Ali, & Al-Akra, 2013) found that in the context of management willingness
to provide additional information, the level of voluntary disclosure content is
subject to the managers’ perceptions of the importance of such information in terms

of benefits of their companies.

A number of prior studies suggest that voluntary disclosure can be presented in
various forms. Voluntary disclosure can be measured in three ways: 1) as
guantitative monetary disclosures; 2) as quantitative nonmonetary disclosures; and,
3) as qualitative disclosures (Boesso & Kumar, 2007; Broberg et al., 2010).
Quantitative monetary information is represented fiscally, such as in currency
value, while gquantitative nonmonetary information is conveyed in numbers, for
example, in units of production or ratios. Qualitative disclosures can take a narrative
form (Boesso & Kumar, 2007; Broberg et al., 2010; Healy & Palepu, 2001) or be
shown in pictures and graphics (such as tables, charts, and figures) (Beattie & Jones,
2001; Leventis & Weetman, 2004). According to Leventis and Weetman (2004),
images are often used as a form of information presentation in a company’s annual
reports to summarise or highlight the main indicators of the company’s position and
performance in the market. Both narrative and monetary forms of information are
important for users, as such information can clarify as well as simplify complicated
corporate information for the wider stakeholder group. (Beattie & Jones, 2001,
Watson, Shrives, & Marston, 2002). Some companies may, however, prefer a
narrative form of reporting. The disclosure can give the companies’ operational,
structural, and financial picture of the company to the stakeholders. Prior research
shows that large companies are prone to providing a narrative form of disclosure
such as a general statement or discussion on particular areas (Beattie, Mclnnes, &
Fearnley, 2004; Campbell, 2000; Deegan, Rankin, & Tobin, 2002). On the other

hand, disclosed quantitative information may provide a greater understanding of a



company’s financial situation. For instance, profitability, total assets, and liquidity

ratios can represent an important indicator of a company’s performance and growth

(Watson et al., 2002).

According to Healy and Palepu (2001), strategic utilisation of quality information
may increase a firm’s value. The extent of the quantity and quality of information
disclosed by companies plays a substantial role in stakeholders’ economic decision-
making. The information also allows market participants to evaluate the company’s
activities and risk management practices in the business environment (Bushman &
Smith, 2003). Noting the benefits of quality information, Qu et al. (2012) for
example, emphasise that companies become less exposed to crisis if they are
supported by quality additional information which is characterised by reliability and
useful disclosure that meets the stakeholders’ expectations (see also, Ghazali &
Weetman, 2006; Wang et al., 2013). The willingness of such companies to provide
additional information offers an opportunity for them to repair or maintain the
company’s image. In other words, the information represents the company’s

responsibility in managing the business performance in a given situation.

Differences in voluntary disclosure practices and reporting often emanate from the
different social, economic, and legal systems that prevail within countries (Elsayed
& Hoque, 2010; Omaima et al., 2011; Qu et al., 2012). Disclosure issues such as
the provision of inadequate and irrelevant information can lead to low quality
corporate reports. Bushman and Smith (2003), for example, argued that low quality
voluntary disclosure can lead to issues regarding the accountability and
transparency of companies. This concern was also raised at the International
Financial Reporting Standards (IFRS) discussion forum on financial reporting
disclosure held in London in January 2013 (International Accounting Standards
Board, 2013). The discussion committee was concerned that many companies were
adopting a ’tick box* approach to disclosure which was contributing to the decrease
in the level of financial and nonfinancial information disclosed in annual reports
(Bushman & Smith, 2003; International Accounting Standards Board, 2013).

Another reason for differences in voluntary disclosure practices relates to the
managers’ authority to make decisions (Lundholm & Winkle, 2006). A manager’s

decision to provide additional financial and nonfinancial information is often driven
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by the company’s position and performance in a given market situation. Since the
amount of information to be disclosed depends on the companies’ objectives and to
whom the information is addressed, managers have the prerogative to disclose or

not disclose information voluntarily.
1.3 Voluntary disclosure practices in Malaysia

In relation to corporate reporting in the context of Malaysia, voluntary disclosure is
used to reduce criticism about the lack of transparency in an organisation (Ghazali
& Weetman, 2006). Ghazali and Weetman (2006) found that the regulations
implemented after the 1997 financial crisis made managers aware of the need to
improve the level of additional financial and nonfinancial information provided in
corporate reporting (see also, Akhtaruddin et al., 2009; Boesso & Kumar, 2007).
Several studies suggest that sufficient and quality disclosure provided by companies
can restore and improve the degree of accountability and transparency of an
organisation (Akhtaruddin et al., 2009; Campbell & Abdul Rahman, 2010; Ghazali,
2008; Wahab, How, & Verhoeven, 2007). Through the Malaysia New Economic
Policy in 1971, and the adoption of a disclosure-based regime in 19964, Malaysia
encourages listed companies to improve their level of voluntary disclosure in their
published annual reports. According to Akhtaruddin et al. (2009), voluntary
disclosure practices by companies’ are a vital contributory factor in Malaysia’s

economy.

However, although previous studies acknowledge the importance of voluntary
disclosure as complementary information for stakeholders, research in Malaysia has
found that the level or extent of information disclosed voluntarily is deemed less
than is desirable (Akhtaruddin et al., 2009). These scholars speculate that the
situation derives from the unique features of the ownership structure of Malaysian
companies, particularly family-controlled companies. The diversified and
conflicting interests of substantial shareholders and those of other shareholders
have led to a situation in which family members dominate/control the decision-
making. Since the majority shareholders are the families themselves, the amount of

additional information to be disclosed is not their major concern (Akhtaruddin &

4 The disclosure-based regime requires all listed companies on Malaysia’s Stock Exchange to
provide full and accurate disclosure of information publicly to the external stakeholders at large.
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Hasnah, 2010; Akhtaruddin et al., 2009; Ibrahim & Abdul Samad, 2011; Ibrahim,
Abdul Samad, & Amir, 2008).

1.4 Motivation for the research

The growth of family-controlled companies in the Malaysian market is generating
much public interest in both voluntary disclosure reporting and in the need to
increase market transparency (Hashim, 2011). A study by Ibrahim and Samad
(2010) documented that 67.5% of the top 40 richest people in Malaysia derive their
wealth from a family-based business that is listed publicly on the Malaysia Stock
Exchange. Together with the growth of family businesses on the Stock Exchange,
this situation offers another contributing factor to foster the development of the
capital market growth for globalisation. Conceding that business activities and
trading are diversified, it is, therefore, vital to have an effective flow of information
content for stakeholders’ economic decision-making.  Since Malaysia’s
convergence with International Financial Reporting Standards (IFRS) in 2012, the
business environment and the investment climate have changed. This change has
increased competition between family-controlled companies and nonfamily-

controlled companies in various sectors of the Malaysian market (Hashim, 2011).

Family-business-specific attributes present an interesting subject within the field of
accounting and business (see, for example, Ali, Chen, & Radhakrishnan, 2007;
Claessens, Djankov, & Lang, 2000; Hutton, 2007; Salvato & Moores, 2010; Wan
Nordin, 2009). A number of earlier studies such as Ali et al. (2007), Salvato and
Moores (2010), and Wan Nordin (2009) highlighted two competing effects
influencing the effectiveness of corporate governance structure with regard to
disclosure reporting. The first effect is the entrenchment effect which can lead to a
positive association between family ownership and weaknesses in internal controls.
The second is the alignment effect; this creates the intention to preserve the family
reputation. Ali et al. (2007) revealed that the challenges of corporate reporting
faced by family-controlled companies are due to the familial relationships, the
family members’ engagement with the companies, and the risks to their wealth and

reputation in business (see also Melin, Nordqvist, & Sharma, 2013).



Previous studies such as Faccio and Lang (2002), Claessens et al. (2000), and
Anderson and Reeb (2003) have documented that family-controlled companies
appear to be among the commonest form of ownership control in most capital
markets worldwide, and Malaysia is no exception. As noted earlier, most prior
empirical studies have focused on voluntary disclosure by listed companies.
Furthermore, the factors that drive the amount of information disclosed voluntarily
in the annual reports of Malaysian listed family-controlled companies have not as

yet been adequately addressed in the academic disclosure literature.

In recent years, studies in Malaysia show the number of family businesses has
increased and contributed to the economic growth of the country (Amran, 2011;
Ho, 2008; Ibrahim & Abdul Samad, 2011). Many of these companies are prominent
in a wide range of diverse sectors. According to Amran (2011), as at 2007, about
40% of companies listed on the Bursa Malaysia Stock Exchange were family-
controlled companies. It is argued that the diversity of the sectors family-controlled
companies in Malaysia involve themselves in seems to be one of the factors that
leads to their being competitive in the market (Ibrahim & Abdul Samad, 2011).
However, a company’s listing status and the length of its listing are constraints due
to the company’s market value or performance in the capital market. In comparison
with other types of company, not many family-controlled companies listed on the
main board of Malaysia’s Stock Exchange were found to have lasted for more than
20 consecutive years. One criticism levelled by scholars and practitioners at family-
controlled companies is their typical corporate governance system in terms of
transparency and accountability to external stakeholders. A number of studies such
as Hashim (2011), Chau and Gray (2010), and Wan Nordin (2009) conjecture that
family-controlled companies should improve the level of voluntary disclosure
provided in their annual reports because of the relationship between corporate

performance, corporate governance, and the level of voluntary disclosure.

In Malaysia, prior studies such as Hashim (2011), Ibrahim and Abdul Samad
(2011), Ho (2008), and Haniffa and Cooke (2002) have investigated family-
controlled companies’ governance mechanisms and voluntary disclosure. These
studies examined the relationship between board mechanisms such as board

composition and size, composition of nonexecutive directors, and audit committee

10



on the level of disclosure provided. Less focus was given to examining the
differences in, and the amount of, information provided voluntarily by family-
controlled companies. Furthermore, the empirical evidence from Hashim (2011),
Ibrahim and Abdul Samad (2011), and Haniffa and Cooke (2002) does not

explicitly discuss or consider the concept of the family-controlled companies.
1.5 Research purposes and objectives

The purpose of this study is to develop a best practice model of voluntary disclosure
for family-controlled Malaysian listed companies. The study aims to develop and
apply a voluntary disclosure framework applicable to the context of the listed
Malaysian family-controlled companies. To achieve this purpose, the study has the

following objectives:

a. To develop a disclosure index, from users and preparers’ perspectives, for
assessing the nature and extent of information disclosed in Malaysian listed
family-controlled companies’ annual reports, and to incorporate a voluntary
disclosure framework within the disclosure index

b. To identify the level of voluntary disclosure practices in Malaysian listed
family-controlled companies from 2009 to 2013

c. To discuss the findings and assess the voluntary disclosure practices in
Malaysia from users and preparers’ perspectives.

In order to develop the best practice framework of voluntary disclosures, three
research questions are explored: 1) What information should be voluntarily
disclosed in the companies’ annual reports? 2) Is there a difference in the level of
voluntarily disclosed information in family-firms’ annual reports compared to those
of other listed companies? and, 3) What factors influence family firms to provide

voluntary disclosure?
1.5.1 Focus of the study

To investigate the level of voluntary disclosure in family-controlled companies, a
comparative analysis of the extent of voluntary disclosures of family-controlled and
nonfamily-controlled companies was performed. A mixed-methods (i.e.,

combination of quantitative and qualitative methods) research approach has been
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adopted. This research has a three-part structure. Part one examines the importance
of voluntary information, from the stakeholders’ perspectives. This first part
contributes to the construction of the disclosure index in this research. To meet its
objective, the study investigates the differences between different users’
perceptions, including those of fund managers, investment analysts, financiers,
accountants, corporate advisors, and business owners, on the importance of
information disclosure in the Malaysian listed family-controlled companies’ annual

reports.

In order to gather data across a number of years, a longitudinal research strategy
was also adopted. According to Campbell and Abdul Rahman (2010), a longitudinal
study enables the researcher to examine change processes within a particular social,
economic, and political context. The scope of this study is evaluation of voluntary
disclosure in 150 annual reports published by Malaysian listed companies over a
period of time. The study is confined to annual reports published in the period 2009
to 2013. The sample comprises the annual reports of 30 Malaysian listed companies
(i.e., 15 listed family-controlled companies and 15 nonfamily-controlled companies

over the 5-year period).

The final part of this study investigates the motivating factors that influence the
decision of managers’ of listed-family owned companies to provide voluntary
disclosure. In this phase, the data collection involved conducting semistructured,
face-to-face interviews designed to meet the third research objective. A face-to-face
interview was conducted with eight different groups of managers involved directly

in preparing and utilising the information from annual reports.
1.6 Research contribution

This thesis extends voluntary disclosure reporting research by focusing on the level
of voluntary information provided in the annual reports of listed family-controlled
companies in Malaysia. To date, only a limited number of studies on voluntary
disclosure (see, for example, Ghazali, 2008; Haniffa & Cooke, 2002; Hashim &

Mohd Salleh, 2007) have investigated Malaysia’s listed family-owned companies.

This study, therefore, provides recent empirical evidence and addresses the dearth

of academic literature in the area of family-controlled companies’ disclosure
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practices. Furthermore, in order to externally validate the findings of previous
empirical studies on the relationship between corporate-specific attributes and the
level of voluntary disclosures, more empirical studies into different types of
ownership are needed, particularly in the area of family businesses (Melin et al.,
2013; Salvato & Moores, 2010). The empirical findings of the current study are
expected to offer significant knowledge and benefits for studies conducted in

voluntary disclosure areas.

This research also contributes to the voluntary disclosure domain through the
creation of a viable index instrument for future application. This index makes an
important contribution because various stakeholder groups have an increasing
demand for reliable and relevant information (Ghazali & Weetman, 2006).
Furthermore, this research will provide descriptive and critical analysis on the
extent and quality of voluntary disclosures in the annual reports of listed family-
controlled companies in Malaysia using both quantitative and qualitative methods.
Importantly, this research also presents a framework that explains the internal
factors such as demographic background and individual norms and belief, between
managers (or the board of directors) and voluntary disclosure practices within the

Malaysian socioeconomic and political context.

In addition, the empirical findings of this up-to-date study will provide significant
information for regulators, government agencies, investors’ relation managers,
business owners, and potential local and foreign investors. It will enable them to
assess the amount of information needed and available from listed family-
controlled companies for their decision-making processes. In addition, the findings
from this study are expected to provide capital market investors and other
stakeholders with insights when investing in family-controlled companies. For the
capital market regulators, the empirical findings reported in this study may provide
insight when conducting effective regulation and supervision of information
transparency among listed companies on the Bursa Malaysia Stock Exchange.
Moreover, the findings of this study may help the capital regulators to improve the

level of mandatory information in companies’ annual reports.
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1.7 Organisation of thesis

The thesis is structured as follows. Chapter 1, the introductory chapter, provides an
overview of the scholarly developments in voluntary disclosure that encompass
voluntary disclosure research. It also summarises core concepts of the voluntary
disclosure area and highlights the research’s contributions to knowledge. Finally,

motivations for conducting the research are outlined.

Chapter 2 explores the institutional setting perspectives of Malaysia. It includes a
review of background information on Malaysia, an overview of the overall
landscape of Malaysia’s social and economic background, and changes in
accounting systems and the regulatory environment (such as the disclosure-based
regime and corporate governance best practices). This chapter explores the
development and growth of Malaysia, along with government’s affirmative action
in supporting changes to the economic, social, and political environment. The focus
then moves to a discussion on voluntary disclosure practices and the level of such
information in Malaysian listed companies. The future direction for voluntary
disclosure-integrated reporting is also considered. The chapter concludes with a
brief explanation on the Malaysian socioeconomic and the financial reporting
environment in order to help readers to obtain a general understanding of the

background of this research.

Chapter 3 presents a review of the literature on the level of voluntary disclosure and
factors affecting its stances. The chapter categorises the literature into three themes.
These include: 1) the effect of regulatory changes in emerging countries on
disclosure levels; 2) voluntary disclosure as an embedded phenomenon (i.e., at the
organisational and institutional level); and, 3) not only factors affecting the level in
the annual reports, but also indices measurement used by prior scholars. This
chapter also sets out the current status of voluntary disclosure in emerging
countries, particularly Malaysia, and the issue of the low level of voluntary
disclosure in family-owned companies. The chapter concludes with a critical
reflection on the literature review in order to identify the knowledge gap and ways

in which this present research can contribute to the existing literature on the subject.
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Chapter 4 presents the background of researcher, her philosophy, and the
methodology that underpins this thesis. Chapter 2 is divided into two main sections.
The first section delineates the philosophical position, research paradigm, and
stance of the thesis. It also describes the mixed-methods employed to achieve the
research’s objectives. This section also offers a summary of the researcher’s
methodological decision-making in terms of the overall procedures carried out in
this thesis. The second section delineates the research design and explains the three
distinct procedural phases involved in the data collection and information analysis.

Section two of chapter 4 considers and discusses several methods and techniques
(such as questionnaire surveys, face-to-face interview/discussions, and documents
search). Pilot studies are then highlighted and their purposes in this thesis are
discussed. The chapter also describes the process used to develop disclosure indices
as an instrument to measure the level of voluntary disclosure in the companies’
annual reports. The next section of the chapter presents the reliability and validity
procedures employed in the research in order to obtain a feasible research tool and
outcomes. The chapter also illustrates the ethical considerations process for this
research. The chapter concludes with a summary the mixed-methods procedures

employed in the study.

Chapter 5 explicates the development of the disclosure index instrument and its
associated coding scheme. This chapter discusses the research methods employed
in this phase. It explains how the Delphi technique was utilised in this research, and
presents the data analysis that resulted from that approach. Finally, this chapter
presents the method of scoring the voluntary disclosure items for the annual reports
analysed in this study.

Chapter 6 details the discussion of the results and analysis. The focus of this chapter
is on presenting the outcomes and results from the content analysis and the
discovery of differences between listed family-controlled and nonfamily-controlled
companies. This chapter reveals the differences in voluntary disclosure items, and
the amount (level) of voluntary information these companies reveal. This chapter
also examines the types of information that the companies provide in their annual
reports. It suggests reasons for variations that were found, and their links to the

social, political, and environmental context of Malaysia.
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Chapter 7 presents the relationship between company attributes and the level of
voluntary disclosures practices. This chapter details the importance of the family-
controlled corporate governance structure as a factor that influences the level of
voluntary disclosure practices. Here, the level of voluntary disclosure provided by
family-controlled companies was examined from three perspectives, namely
comparison between companies’ attributes, comparison between family-controlled

companies and others, and comparison between family-controlled companies.

Chapter 8 explores the views and perceptions of Malaysian annual reports users in
relation to current voluntary disclosure issues. It focuses on the reporting and
discussion of the results of the semistructured interviews with 41 executives. The
aim of this chapter is to address the third research question by defining the factors

that influence managers to provide additional information voluntarily.

Chapter 9 reports and discusses the study’s empirical findings on the level of

voluntary disclosure provided by listed family-controlled companies.

Chapter 10, the last chapter of the thesis, is designed to give a brief summary of the
research. The chapter revisits the research methodology and methods, the main
conclusions of the current research, and indicates its contributions, implications,

and limitations. Suggestions for further research are also provided in this chapter.
1.8 Scope and limitations

This research focuses on large and well-established family-controlled companies
listed on Malaysia’s main stock exchange, the Bursa Malaysia (formerly known as
the Kuala Lumpur Stock Exchange). A voluntary disclosure index framework was
developed through a Delphi technique. Forty panel experts from selected sectors
were consulted. The disclosure index framework that resulted from this consultation
process was used to examine 150 annual reports over the 5 years from 2009 to 2013.
To enhance the breadth and depth of understanding about voluntary disclosure
practices, interviews were also conducted. The research aims to provide a
significant platform for further research, and has implications for voluntary

disclosure in practice.
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This research may be constrained by certain issues. First, the study’s field of
corporate governance and voluntary disclosure is broad, and the scope of this study
encompasses the amount of information disclosed in the annual reports of the
selected companies. The aims of this research are to investigate (a) the differences
in the level of information disclosed voluntarily by family-controlled companies,
and, (b) the factors that drive managers to practise voluntary disclosure. Other
aspects of corporate governance (such as corruption, corporate governance
committee, risk management, and legal compliance) are beyond the scope of this

thesis.

Second, this study focuses on a specific geographical region, and the sample in this
study is limited to listed family-controlled companies in Malaysia. Therefore, the
results reflect only what was happening in that region to a specific sample within a
specific timeframe. Finally, as annual reports' disclosures are the main focus of this
study, other forms of media used for disclosure purposes are beyond the scope of

this research.
1.9 Chapter summary

Chapter 1 lays the foundation for this research. It presented an introduction to the
study, the background of the research field, the research propositions, and identifies
the research issues and objectives. The motivation driving the research and the
contribution of the study were discussed with regard to prior studies and Malaysia’s
current setting. An overview of the structure of the thesis concluded the chapter,
along with a summary of the sections that follow. The next chapter will present the
literatures pertinent to Malaysia’s socioeconomic and political setting that guide the

research objective
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CHAPTER TWO

THE MALAYSIAN SOCIOECONOMIC AND THE
FINANCIAL REPORTING ENVIRONMENT

2.1 Introduction

Chapter 2 provides an explanation of the social, economic, and political
environment in which this research is situated. An understanding of the Malaysian
environment is relevant as this study embraces the social and economic perspectives
within which the corporate reporting system operates in practice. The chapter
provides a general overview of Malaysia in terms of its social and economic
background, and significant developments. This chapter also describes the key
elements of the regulatory process, developments in it, and their implications for

the evolution of voluntary disclosure.

This chapter is structured as follows. It begins by briefly introducing the social
history of Malaysia. It then discusses the role of the government in the nation’s
economic development through various policies. The chapter proceeds with an
explanation about the legislative framework and the financial reporting framework
in Malaysia’s capital market. It then outlines the role played by the regulators’
initiatives in relation to voluntary disclosure practices. The final section explores
the development of voluntary disclosure. Here the emphasis is on corporate
governance in Malaysia. Thereafter, the section introduces the concept of integrated
reporting and discusses it as a future direction for achieving quality disclosure by

listed companies.
2.2 Socio and economic perspectives in Malaysia

Malaysia was under British rule for 80 years before gaining its independence in
1957 (Hui & Jomo, 2010; Lee, Gomez, & Yacob, 2012; Lim, 1987). The British
influence on the Malaysian system was both pervasive and substantial. One
particular consequence of colonial rule is the involvement of different ethnicities in

different economic sectors (Barlow, 2001; Fraser, Zhang, & Derashid, 2006; Hui &
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Jomo, 2010; Lee et al., 2012; Siddiqui, 2012). Previous studies such as Siddiqui
(2012), and Hui and Jomo (2010) reported that before independence the Malaysian
economy revolved predominantly around farming and mining and the British
encouraged an influx of Chinese and Indian labourers to work in the various tin
mines and rubber estates (Lee et al., 2012; Siddiqui, 2012). The British colonial
government introduced a divide and rule policy in the late 19" century before
independence. This policy introduced a practice of segregating economic activity
along racial lines and resulted in a society that was very much multilayered, and

economically and racially segregated (Lee et al., 2012).

In 1957, Malay workers accounted about 52% of the workforce. Malays were
mostly involved in the traditional and low income agricultural sector. The Chinese
comprised approximately 37 % of the workforce population. They were mainly
engaged in sectors such as banking, trade, and plantation management. The
remaining population comprised Indians and other ethnicities engaged in general
work such as labouring in mining and rubber plantations (Lee et al., 2012; Siddiqui,
2012). As a result of these multicultural influences, Malaysia has become a
diversified society comprised of a variety of ethnic groups with different affiliations
and cultures. The principal ethnic groups are Malays, followed by Chinese and
Indians. Other significant groups are the indigenous peoples of Sarawak and Sabah.
They and the Malays are known as Bumiputera, which translates as ‘son of the soil’
(Fraser et al., 2006; Yunos, Ismail, & Smith, 2012). As of 2012, the population of
Bumiputera (Malay) was 14,772,000. Other Bumiputera (i.e., those from Sarawak
and Sabah) made up 3,479,300 of the population. There were 6,517,400 Chinese
and 1,959,900 Indians (Department of Statistics Malaysia, 2012).

In the early stage of Malaysia’s economic revival, there was a structural imbalance
between ethnicity and economy involvement. For example, most of the corporate
and manufacturing industries were dominated by the Chinese. According to
Siddiqui (2012), prior to Malaysian independence, Britain’s policy of divide and
rule had created different forms of employment opportunities for different races.
Hence, to restructure this social-economic imbalance, the Malaysian government
introduced a new economic instrument called the New Economic Policy (1971-
1990) (Lee et al., 2012; Lim, 1987; Siddiqui, 2012). The policy was an equity
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distribution strategy. Its aim was to eradicate poverty and to enhance the economic
status of the country (Fraser et al., 2006; Lim, 1987). The policy was also designed
to encourage the indigenous population to participate in economic activities. The
policy requires 30% of Bumiputera, 40% of other Malaysian, and 30% of foreigners
to be involved in the corporate and business sector. The implementation of this
policy has brought about an overall improvement in Malaysia’s economic growth,
particularly for the manufacturing sector. According to Bank Negara Malaysia
(2010), economic growth for the period 1987-2010 increased at an average of 6.0%

annually.

In addition to the New Economic Policy, the government has introduced a number
of other important development policies intended to cultivate and support domestic
enterprise over the past four decades. These included development of a number of
other economic and social policies and plans to guide national development
(Barlow, 2001; Hui & Jomo, 2010; Jesudason, 1989; Lee et al., 2012; Rasiah &
Shari, 2001), for example, the National Development Policy (1991-2010), and the
National Vision Policy (2001-2010) (Iskandar & Pourjalali, 2000; Lee et al., 2012;
Lee, Mohamad Yusof, & Ojo, 2011). These policies were established to promote
balanced socioeconomic improvements. They also aimed to expand and modernise
the economy so as to benefit all ethnic groups (Ali, Lee, & West, 2008; Hui & Jomo,
2010; Iskandar & Pourjalali, 2000; Lee et al., 2012).

The continuous formulation of Malaysia’s economic policies appears to have
encouraged business and corporate opportunities, especially among the
Bumiputeras (Fraser et al., 2006; Haque, 2008). To strengthen the cultivation of
Bumiputera participation, the Bursa Malaysia legislated that Bumiputera should
hold 30% equity ownership in any listed company (Marimuthu, 2010; Securities
Commission Malaysia, 2012a; Siddiqui, 2012). This equity ownership also can
indicate the controlling power of a company, and can be segregated by race or
ethnic group (Lee et al., 2012; Salleh, 2009; Siddiqui, 2012). However, a review of
Malaysia’s corporate history over these past four decades reveals that no
Bumiputera has ownership of a top 10 quoted company. The government presently
has majority ownership of more than half of the top 10 publicly listed companies
through what is known as government-linked companies (GLCs), while the

21



remainder are Chinese-held (Akhtaruddin et al., 2009; Hashim, 2012; Yunos et al.,
2012). Most companies in the top 100 are Chinese-owned. However, while these
equity ownership and control outcomes are commendable, most Malay-owned or
Bumiputera-owned companies are involved in construction, property development,

and the telecommunications industry.
2.3 Accounting perspective in Malaysia

The growth of Malaysia’s economy and business activities has led to a call for
companies to provide greater transparency and accountability for their business
activities and their impact on the external stakeholders (Ho & Taylor, 2013;
Muniandy & Ali, 2012). In the context of transparency and accountability, and the
capital market advancement, Malaysia has experienced several changes to its
accounting regulatory framework and capital market regime (Muniandy & Ali,
2012). For the purpose of this research, discussion of the accounting system in
Malaysia is based on the post-independence era, which began in 1957. To
summarise, Table 1 below shows the accounting system initiatives undertaken in
Malaysia between 1958 and 2012.

Table 1. The accounting system in Malaysia after independence.

Year Details

1958 | Formation of Malaysian Institute of Certified Public Accountants

1966 | Companies Act 1965

1967 Accountants Act 1967

- Establishment of Malaysian Institute of Accountants

1978 | Adoption of IAS

1997 | Financial Reporting Act

- Establishment of Financial Reporting Foundation and
Malaysian Accounting Standards Board

1999 Issuance of Malaysia Accounting Standards

2012 | Adoption of full IFRS
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The real and enduring changes in Malaysia’s social and economic spheres have also
affected the country’s corporate reporting and accounting information regulatory
framework (Ali et al., 2008; Saudagaran & Diga, 2000; Selvaraj, 2005). Leaving
aside a few facets of the new economic policy, the private sector is now considered
as one of the engines of the economy as a result of the government’s beginning a
series of programmes to facilitate the expansion of private sector businesses. These
programmes included the implementation of various strategies to upgrade the
regulatory framework such as accounting regulation, the listing requirement,
operation of the Bursa Malaysia Stock Exchange, and amendments to the
Companies Act 1985 (Ali, 2007; Saudagaran & Diga, 2000; Siddiqui, 2012). The
government foresaw that these changes would play an important role in
strengthening Malaysia’s economic resilience and competitiveness. They would

also provide quality public information to the stakeholders.

Accounting regulation in Malaysia was modelled on the British system (Ali et al.,
2008; Iskandar & Pourjalali, 2000; Lee et al., 2011; Saudagaran & Diga, 2000;
Selvaraj, 1999). During British rule, many of the audit and accounting firms that
operated in Malaysia were international firms. These professional firms are still
operating there. Their presence constituted a matter of much concern, especially
since there was no local accounting profession at the time of independence.
Malaysia, however, accepted the British professional model accounting. One of the
factors that contributed to Malaysia’s adoption of the British-style accounting
regulatory framework lay in the country’s history (Ali et al., 2008). As stated by the
American Accounting Association’s Committee on International Operations and
Education (1977), most developing countries have ended up following the model

of their former colonial ruler.

The first professional body established in Malaysia was the Malaysian Institute of
Certified Public Accountants (MICPA), and The Malaysia Companies Act was
developed on the basis of the UK Companies Act 1908 (Ali, 2007; Lee et al., 2011,
Selvaraj, 1999). Between 1978 and 1999, Malaysia adopted International
Accounting Standards and enacted the Financial Reporting Act 1997. The
enactment of the Financial Reporting Act 1997 led to the establishment of the
Malaysian Accounting Standards Board. Its responsibility is to oversee accounting
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development in line with economic and environmental changes (Malaysian
Accounting Standards Board, 2008).

2.3.1 Development of accounting regulations in Malaysia

Between 1957 and 1967, the accounting and reporting regulations were based on
the Malaysia Companies Act 1965 (The Act), and Malaysian Association of
Certified Public Accountants (MACPA) (Ali et al., 2008; Selvaraj, 1999; Sood,
2006). These provide the main practical source of guidelines in preparing
companies’ financial statements. The Act provides guidelines for the accounting
process. They include record keeping, and minimal disclosure requirements for
profit and loss, and the balance sheets of companies (Ali et al., 2008; Selvaraj, 1999;
Sood, 2006). On the other hand, the Malaysian Association of Certified Public
Accountants provides technical guidance, training, and examinations for its
members (Ali et al., 2008; Selvaraj, 1999; Sood, 2006). Since the accounting system
was founded mainly on the practices of foreign professional accounting bodies and
Western multinational companies, the system had its limitations. Many of the
accounting guidelines were not able to address specific accounting matters, for
example, revaluation of assets, the creation of goodwill, and disclosure reporting
(Ali et al., 2008; Muniandy & Ali, 2012; Selvaraj, 2005).

In 1997, the Financial Reporting Act 1997 was passed. This Act led to the formation
of the Financial Reporting Foundation and the Malaysian Accounting Standards
Board. The Financial Reporting Foundation was created as a trust to oversee the
operation of the Malaysian Accounting Standards Board. It was not involved with
the standard setting process. The Financial Reporting Foundation has 19 members
who include representatives from various government bodies, public listed
companies, public accounting firms, and the main council of the Malaysian Institute
of Accountants (Ali et al., 2008; Sood, 2006).

The Malaysian Accounting Standards Board is an independent standard-setting
body set up under the Financial Reporting Act 1997. The board consists of eight
members who have knowledge and experience in the financial reporting field. The
board consists of representatives from the accounting profession, government
agencies, and tertiary institutions (Iskandar & Pourjalali, 2000). The objective of
the board is to develop and promote high quality accounting and reporting standards
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that are consistent with international best practices. It seeks to contribute directly to
the international development of financial reporting for the benefit of users,
preparers, and auditors of financial reports (Ali, 2007; Sood, 2006). The Malaysian
Accounting Standards Board’s responsibilities include the issuance of approved
accounting standards, statements of principles for financial reporting, developing a
conceptual framework for the purpose of evaluating proposed accounting standards,
and determining the scope and application of accounting standards for the country
(Ali, 2007; Selvaraj, 1999).

The Malaysian Accounting Standards Board has promulgated its own accounting
standards since 1999 (Iskandar & Pourjalali, 2000; Malaysian Accounting
Standards Board, 2008; Sood, 2006). These accounting standards were put word-
for-word (i.e., using similar and consistent meaning) to the International
Accounting Standards Board (Malaysian Accounting Standards Board, 2008).
Here, ‘similar and consistent’ refers to standards that have been adapted and made
to accord with the Malaysian context. To clarify the standards’ application, the
Malaysian Accounting Standards Board provides explanations, guidance, technical
bulletins, and examples for the preparers (Malaysian Accounting Standards Board,
2008; Sood, 2006). Some of the initial accounting standards and changes in
accounting regulation led Malaysia to adopt the International Financial Reporting
Standards on 1stJanuary, 2012 (Malaysia Institute of Accountants, 2012; Muniandy
& Ali, 2012). The rationale for moving to the International Financial Reporting
Standards is that they provide a common global accounting or reporting language
(Leng, Lazar, & Othman, 2007).

The changes in the Malaysian accounting system play a vital role in strengthening
transparency and accountability (Liew, 2007; Muniandy & Ali, 2012). The
accountability and transparency focus increasingly attracted attention from the
regulators and, in turn, led to certain amendments to the Companies Act 1965 and
corporate regulations (Liew, 2007; Muniandy & Ali, 2012). These amendments
include disclosure requirements (for instance, disclosure of beneficial interests
(Sec. 690,) and interests in contracts and property (Sec.131) by the board of
directors) in the preparation of financial statements (Ali et al., 2008; Iskandar &
Pourjalali, 2000).
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2.3.2 Changes in capital market regulatory system

The amendments made in the Act resulted in two major capital market regulatory
framework changes. These were first, the shift from a disclosure-based regime
(DBR) in the capital market regulation in 1996, and second, the introduction of
corporate governance reforms in 2007. The Securities Commission had decided to
move from a merit-based regime to a disclosure-based regime to further ensure high
quality financial reporting. In the merit-based approach, market regulators have the
sole right to assess each company’s viability, quality, capabilities, and its suitability
for listing before approving any issuance proposal regarding the company’s
securities, because under the merit-based regulation market regulators are
expected to have more information than investors and, thus, need to protect the
investors’ interests (Liew, 2007; Securities Commission Malaysia, 1999).

However, the merit-based regulation was found to have some drawbacks (Haniffa
& Hudaib, 2006; Liew, 2007). The system was inefficient. The increased cost of
administration by regulators, and biased decisions by regulators in selecting
investing companies for the public (morale hazard) proved problematic. Because
the regulators, or the Securities Commission, approve the merits of a particular
company, there was a danger that investors would perceive an approved corporation
as a good investment (based on the Securities Commission approval) (Liew, 2007).
In other words, information about companies was prepared by the Securities
Commission with a view to the stakeholders, particularly the investors, and this
circumstance led to adverse selection from the limited information provided by the

Securities Commission (Liew, 2007).

On the other hand, a DBR system enables the public or stakeholders to access the
information provided by each listed company. Under this new disclosure system,
all information publicly communicated to stakeholders must be accurate and
relevant in accordance with accounting principles and corporate governance
parameters required by the securities laws and regulations. The basic principle of
disclosure-based regulation requires issuers and intermediaries offering securities
to provide investors with sufficient, accurate, and timely disclosure of all relevant
information such as a company’s business, prospects, finances, and the terms of the

securities in order to allow investors make better evaluations regarding the risks and
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merits of their investment (Rusnah, Suhaily, Yazkhiruni, & Nurmazilah, 2009). The
changes to this regime brought about two notable developments in Malaysia’s
capital market. First, there was an improvement in corporate disclosures and
second, corporate governance was enhanced especially through strengthening of the
role and responsibility of directors (Liew, 2007; Loh & Zin, 2007; Mohd Hassan
Che, Rashidah Abdul, & Sakthi, 2008; Zaimee, 2007).

It is argued that corporate governance, lack of transparency, and a lack of
accountability were among the major reasons for the Asian financial crisis of 1997-
1998. These issues have become major issues for stakeholders, particularly
investors. In the aftermath of the collapse of international companies such as Enron
and WorlCom (USA), Parmalat and Royal Ahold (EU), Renong (Malaysia), and
HIH Insurance (Australia) there has been a call for better corporate governance
(Liew, 2007; Saudagaran & Diga, 2000; Shim, 2006). Better corporate governance
is of particular importance as it is a way to strengthen the capital market, gain
investors’ confidence, and improve the credibility and accountability of financial

information produced by listed companies (Liew, 2007; Rahman & Ali, 2006).

In order to gain the stakeholders’ confidence and the credibility of the Malaysia
capital market, the securities regulators also has took an initiative to improve their
listing requirements (Liew, 2007; Nathan, Chiew, & Soo, 2000; Salleh, 2009;
Saudagaran & Diga, 2000). As a result, the Malaysian government revamped the
corporate governance structure after the 1997-1998 Asian financial crisis, and
issued a Malaysian Code of Corporate Governance (MCCG)®. Additional to the
amendments to the code of corporate governance in 2007, the Malaysia Stock
Exchange, Bursa Malaysia encouraged all listed companies to provide additional
information voluntarily in their annual reports (Securities Commission Malaysia,
2011). According to Y. Bhg Tan Sri Zarinah Anwar, the Securities Commission
Malaysia’s Chairman, in AIF International Symposium 2011, “voluntary disclosure
is perceived as in the best interests of a company and its people, and provides a
good assessment to stakeholders and shareholders of the company’s potential to

execute its business strategies successfully” (Bursa Malaysia, 2011).

5 MCCG first introduced in 1997 and revised in 2000, 2007, and 2011.
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Voluntary disclosure has been unveiled as an action plan to further drive greater
transparency and accountability. Through the financial and nonfinancial
information reported it provides deeper insights into overall business activities. A
study by Ghazali and Weetman (2006) found that one of the benefits of disclosure
is to help corporations strengthen their defences against frequent criticisms that

their operations are opaque.
2.4 An overview of economic sectors in Malaysia

Bursa Malaysia (Malaysia’s Stock Exchange) offers a choice of two listing boards
for companies that wish to be listed in Malaysia. These are primary listing, and
secondary listing (Securities Commission Malaysia, 2008). The primary listing
(also known as main board listing) offers listing for both local and foreign
companies. The secondary listing is offered to foreign companies. Listed companies
in Malaysia are required to comply with the listing requirements stipulated in the
Bursa Malaysia listing requirements. These requirements include qualitative and
quantitative criteria. Some examples of quantitative requirements are the paid-up
capital, uninterrupted profit records of 3 consecutive years, and the minimum length
of a business’ existence in the market (i.e., at least 5 years). For example, to be
listed on the main board, a company must have minimum paid-up capital of RM60
million (i.e., equivalent to USD15 million). The paid-up capital required for listing
on the second board is RM40 million (i.e., USD 10 million), and companies are
subject to compliance with other requirements, as noted earlier. As for the
qualitative requirements, aspects such as business, competition, and industry
performance must be fulfilled and demonstrated by companies (see Appendix A)

As of May 2013, 930° companies with a total market capitalisation in excess of
RM1,611.8 billion” were listed on the main board. These companies are typically
involved in major sectors such as manufacturing, mining, services, and
construction. Figure 1 shows the structure of Malaysian production from 1980 to
2013. Reports by the Malaysian Economic Planning Unit recently indicated that the
size of market capitalisation in Malaysia was MYR1,611.8 billion (USD402.95

® https://www.mswg.org.my/files/editor_files/file/doc2014/Key-Statistics-2009-2013.pdf
7 http://www.epu.gov.my/documents/10124/2257e64f-b08d-41b7-bed0-b6e6498c38a3
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billion) based on the percentage of gross domestic product (GDP) of MYR789.9
billion® (USD$197.475 billion).

Percentage (%)
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60 DBDDD,DDD
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o B E E B E E E =

1980 1990 2000 2007 2008 2009 2010 2011 2012 2013
Al Manufacturing 17.2 24.6 30.9 27.2 26.1 24.2 252 25.1 25.0 250

[= | Mining 12.1 94 106 11.9 11.1 710.5 9.8 88 85 83
A services 43.7 46.8 49.3 509 532 532 53.2 542 54.5 54.8
I Construction 2.7 3.5 3.9 2.9 2.8 3.7 3.0 3.0 3.3 3.5
Bl Agriculture 21.0 16.3 8.6 7.9 7.8 7.9 7.6 7.7 7.3 7.2

Figure 1. The trend of Malaysia economic sectors.

From Business Opportunities in the Manufacturing and Services Sector in Malaysia, 2013 by the
Malaysian Investment Development Authority (MIDA).

2.4.1 Public listed companies on Bursa Malaysia

The Bursa Malaysia listing rules require at least 25% of outstanding shares of a
company to be issued to the public (Bursa Malaysia, 2013). It appears that the
purpose of this provision is to sanction those substantial shareholders deemed as
“public.” However, in reality these listed companies barely meet this listing
requirement due to the companies’ major shareholders and controlling rights.
Samad (2004) found that 69.5% of companies listed on the main board have five
top shareholders who own more than 50% of the controlling shareholdings. The

data obtained were based on 512 companies listed on the main board.

Concentrated ownership is also known as block-holders or substantial shareholders
(a company which has ultimate owners who owned more than 5-20% voting rights)
(Hashim, 2011; Ibrahim & Abdul Samad, 2011; Ibrahim & Samad, 2010). Based
on the total market capitalisation of companies with ownership data, the top five
shareholder category companies can be:

1. A state-controlled entity

8 http://www.epu.gov.my/documents/10124/2257e64f-b08d-41b7-bed0-b6e6498c38a3
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2. An institution such as bank
3. A foreign company

4. A family or an individual
5. A widely held corporation

6. Another corporation, for example, a voting trust or a cooperative.

According to Samad (2004), about half of the publicly listed companies had five
shareholders owning approximately 60% of total equity in the corporate sectors.
The largest shareholders held, on average, 30.3% of the shares in a company. Samad
(2004) also documented that the predominant shareholdings are held by family
shareholders. This finding suggests that Malaysia’s corporate sector is dominated
by large shareholders, implying that control of the company is largely in the hand

of substantial owner(s), which leads to concentrated shareholdings.

Malaysia has amongst the highest concentration of family-based or family-
controlled companies in the Asian region (see for example Claessens et al., 2000;
Wolfenzon & Morck, 2005). It ranks third highest in terms of family-based business
after Indonesia and the Philippines (Ibrahim et al., 2008). Many of the Malaysian
companies, including small, medium to large companies, are mixed or combined
with the family controlling ownership structure (i.e., concentrated ownership) or
they even begin with a family-owned business (Shamsir Jasani, 2002). A number
of studies such as Barontini and Bozzi (2011); Gomez-Mejia, Haynes, Nufiez-
Nickel, Jacobson, and Moyano-Fuentes (2007); Morck and Yeung (2003);
Wolfenzon and Morck (2005) reported that this type of company makes a major
contribution to a country’s economy and national gross domestic product (GDP).
According to Sciascia and Mazzola (2008), family-controlled companies refers to
an organisation which the family controls the business through involvement in
ownership and management positions. Family involvement in ownership and
family involvement in management is measured as the percentage of equity held by
family members and the percentage of a company’s managers who are also family

members. (p. 338)

In Malaysia, over 43% of the listed companies on the main board of Bursa Malaysia
from 1999 to 2005 had family ownership (Ibrahim et al., 2008). The performance
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of family ownership is evidenced through the country’s gross domestic product
(GDP) which reported 76% of the contribution was accounted for by the outputs of
the 15 top family-controlled pyramid of companies in Malaysia (Wolfenzon &
Morck, 2005).

2.5 The quest for voluntary disclosure in corporate reporting

The promulgation of the Companies Act and accounting standards led the Bursa
Malaysia to require all listed companies on the Stock Exchange to follow those
standards in the preparation of their financial statements as stipulated in the listing
requirements (Iskandar & Pourjalali, 2000; Leng et al., 2007). All listed companies
on Bursa Malaysia are obliged to publish annual reports in accordance with the
Ninth Schedule of the Companies Act 1965 and must follow accounting standards

issued by the Malaysian Accounting Standards Board.

In Malaysia, many of the initiatives aimed at improvement (such as a strengthening
of the accounting system, national economic policy, and listing requirements) have
been implemented in order to facilitate and strengthen the market participants’
confidence, which had been weakened as a result of the adverse markets’
phenomenon (Ghazali & Weetman, 2006; Nathan et al., 2000; Tam & Tan, 2007).
These initiatives include complying with the Sarbanes-Oxley Act 2002 and other
Bursa Malaysia Listing Requirements — Chapter 9, which set out the continuing
disclosure requirement that must be complied with by a listed company as outlined
under 9.02 — Corporate disclosure policy, and 9.03 Immediate disclosure of material
information. Sarbanes-Oxley requires amongst others (a) corporate responsibility —
management to take individual responsibility for the accuracy and completeness of
corporate financial reports by the Chief Executive Officer, and (b) enhanced
financial disclosures — enhanced reporting requirements for financial transactions.
It requires internal controls for assuring the accuracy of financial reports and
disclosure, and the reporting of material changes in financial condition (see, for
example Nasir & Abdullah, 2004; Wan Nordin, 2009). In line with the Sarbanes-
Oxley requirements, the Bursa Malaysia has also mandated a disclosure of the
Statement of Corporate Governance in the annual reports of listed companies. This
requirement is designed to promote greater corporate transparency (Ghazali &
Weetman, 2006).
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In line with the regulatory requirements, the Securities Commission and the
Malaysia Accounting Standards Board are striving for quality financial reporting
by encouraging companies to comply with ‘best practices’ requirements such as the
MCCG which was revised in 2000 after the economic downturn (Nathan et al.,
2000; OECD, 2003). The Malaysian regulatory bodies have continued their efforts
to strengthen disclosure practices as reflected in the corporate disclosure framework
(i.e., in Chapter 9) under the Bursa Malaysia Listing Requirement through the
introduction in 2004 of the Best Practices in Corporate Disclosure document. The
Best Practices in Corporate Disclosure is a voluntary practice. Its aim is to advocate
greater disclosure by listed companies in line with the disclosure-based regime
implemented in 2001 (Ho & Taylor, 2013).

Following the requirement to comply with ‘best practices’ under the Malaysian
Code of Corporate Governance, the National Annual Corporate Report Awards
(NACRA) were introduced by the Malaysian Institute of Accountants (MIA), the
Bursa Malaysia, and the Malaysian Institute of Certified Public Accountants
(MICPA) to encourage and enhance the importance of disclosure in companies’
annual reports (Gomes, 2010). NACRA’s main objective is to promote a quality
corporate reporting environment in Malaysia (Gomes, 2010). These awards are
deemed important in encouraging all listed companies to provide useful and

relevant information to the public at large (Gomes, 2010).

A recommendation by the OECD in its corporate governance report highlighted that
boards of directors or managers should have a better understanding of the merits of
greater disclosure (OECD, 2011). According to the OECD, the board of directors’
knowledge and awareness about the importance of voluntary disclosure is important
in addressing issues relating to the information gap between companies and
stakeholders. In the Malaysian context, Malaysia’s Code of Corporate Governance
blueprint sets out the guidelines for corporate governance best practices in relation
to companies’ annual reports, the extent to which they complied with the best
practices, and an explanation of the circumstances that led to any disclosure
decisions (Securities Commission Malaysia, 2012b). In line with the OECD, the
Bursa Malaysia has undertaken several important actions in improving the

information usefulness of the annual report in Malaysia’s capital market
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(Akhtaruddin et al., 2009; Bursa Malaysia, 2011; Muniandy & Ali, 2012; Rusnah
et al., 2009). This initiative can be seen through a series of revisions that have
significantly increased the information that listed companies are mandatorily
required to disclose in relation to corporate governance, for example, ownership
structure, professional and education background of directors, and management
personnel (Ho & Goi, 2012; Muniandy & Ali, 2012). This information typically
informs the stakeholders about the capabilities of the managers who steer the
company’s direction, and their accountability in utilising scarce resources for

business activities.

2.5.1 Voluntary disclosure in Malaysia

In Malaysia, as reported by Tan, Kidam, and Cheong (1990), the evolution of
voluntary disclosure started in the late 1990s. Since then a number of debates among
researchers, typically about the level, quality, and type of voluntary disclosure in
companies’ annual reports, have continued (see for example Amran & Devi, 2008;
Ghazali, 2008; Ghazali & Weetman, 2006; Haniffa & Cooke, 2002; Hashim &
Mohd Salleh, 2007; Ho, 2008; Hossain, Adams, & Tan, 1994; Tan et al., 1990;
Thompson, 2002). Some of these studies argue that there was a considerable
divergence between the level of voluntary disclosure practised by Malaysian listed
companies, and the level of disclosure perceived by various sets of user groups.
These differences are typically related to the corporate governance, control, and
ownership factors (Akhtaruddin et al., 2009; Ghazali & Weetman, 2006; Haniffa &
Cooke, 2005; Haniffa & Hudaib, 2006). Additionally, companies in Malaysia are
also believed to be influenced by external factors such as changes in the capital
market regulatory framework. Based on a longitudinal Malaysian study spanning
from1996 to 2006, Ho, Taylor, and Tower (2009) reported that the regulatory
regime change in the country had significant implications for listed companies in
terms of their disclosure level. Based on their study’s findings, Ho et al. (2009)
contended that a country’s regulatory changes can be one factor that influences the
level of voluntary disclosure of the companies, particularly in the case of the
introduction of the Malaysian Code of Corporate Governance in early 1999 after

the Asian financial crisis.
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Another study in Malaysia by Ghazali and Weetman (2006) focused on the
disclosure process after the economic crisis in 1997 in relation to company’s
ownership structure. Their findings revealed that government initiatives and
industry competitiveness influence the extent of voluntary disclosure in Malaysian
companies’ annual reports. However, Ghazali and Weetman (2006) argue that
direct ownership and family control on the board of directors can limit the
managers’ motivation for voluntary disclosure. Ghazali and Weetman (2006)
inferred that the government initiative to enhance corporate governance did not
have substantial effect on family-controlled companies, as the predominant cultural
ownership outweighs the initiatives taken by the government. However, Ghazali
and Weetman (2006) study did not differentiate the level of voluntary disclosure
analysis onto all family control companies in Malaysia.

Another reason for the rise in demand for voluntary disclosure in Malaysia lies in
the enforcement of mandatory requirements in preparing a company’s annual
report. Prior to 2001, there was no regulation that specified or recommended good
additional information disclosure. Much was left for the company to decide. The
shift from a merit-based to a disclosure-based regime, however, brought attention
to the importance of additional information in the company’s annual reports.
Moreover, in its effort to enhance disclosure quality, Malaysia adopted quarterly
reporting of financial information for the public listed companies in 1999. This
change was followed by the harmonisation of Malaysian accounting standards with

the International Accounting Standards.

Subsequently, the Malaysian Code on Corporate Governance (MCCG)® was
introduced through the amendments to the Bursa Malaysia listing requirements in
2001 (Malak, 2015). One of the Malaysian Securities Commission’s
recommendations was a mandatory disclosure on the state of compliance with the
MCCG, which was issued in the revamped exchange listing requirements. The
MCCG aims to improve and strengthen corporate governance practice for higher
corporate performance in the capital market. To achieve this aim, Malaysian listed
companies are also required to include in their annual report a narrative statement

of how they apply the governance principles. Corporate reporting transparency is

% Issued by the Malaysian Institute of Corporate Governance (MICG) in 1999.
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also applied in the company Memorandum and Article (M&A) which requires a
higher standard, which is equivalent to international best practice of corporate
disclosure and behaviour, from the parties involved. In addition, Bursa Malaysia
has also issued its “Best Practices in Corporate Disclosure” as a means of guiding
the listed companies on how to perform their disclosure obligations in accordance
with the listing requirements and securities law (Zulkafli, Abdul Samad, & Ismail,
2007)

Since then, studies have documented that, through various best practices and
recommendations, the listed companies in Malaysia have make a substantial effort
to disclosed additional information voluntarily in their annual reports (Amran &
Devi, 2008; Ghazali, 2008; Liew, 2007). Although the new amendment regulations
did not change the mandatory requirements for accounting disclosure, the
Malaysian Institute of Corporate Governance (MICG) does expect all listed

companies can improve their accountability through greater transparency.

Given the capital market regulations are changing and moving to better
transparency and accountability, the professional accounting bodies are also
playing their part in improving the regulatory system (Amran & Devi, 2008;
Ghazali, 2008; Liew, 2007). As noted by Liew (2007), timely information reporting
is made available to stakeholders to enhance disclosure and transparency, and to
reduce the possible manipulations by management. Therefore, accurate disclosure

can be used as an argument for management to disclose at a minimum level.

Accompanying the increased attention to corporate governance and disclosure in
Malaysia are many considerations that could influence a company’s overall policy
decision on voluntary disclosure. These factors include: the extent, frequency, and
method of disclosure (Ghazali, 2007, 2008); the company’s objectives with
disclosure (Ghazali, 2008); the size, and listing status (Akhtaruddin et al., 2009;
Ghazali, 2007). Haniffa and Cooke (2005) also point to the importance of societal
background; the complexity of the company such as its size, type, and the
background of the company’s shareholders; the cost of disclosure; and, the
favourableness of the news. Some studies articulate that companies simply provide
information voluntarily to meet the minimum requirements of corporate governance

best practices and listing purposes (for example Campbell & Abdul Rahman, 2010;
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Haniffa & Hudaib, 2006; Ibrahim & Abdul Samad, 2011; Nasir & Abdullah, 2004;
Wahab et al., 2007).

Several recent studies (such as Akhtaruddin et al., 2009; Ghazali, 2008; Hashim,
2011; Ho, 2008) juxtapose the adequacy of voluntary disclosure and the demand
for information. These empirical studies found that current voluntary disclosure
practices in Malaysia are inadequate to satisfy the information needs of users of
corporate annual reports. Ghazali and Weetman (2006) reported that the preparers,
who are usually guided by management, are reluctant to disclose more than that
which is required by regulations. Users, on the other hand, have a need for more
information that is useful for effective investment or economic decision-making.
This situation creates challenges for both preparers and users in terms of what is
material, what is relevant, and how much data is enough. According to Ball,
Jayaraman, and Shivakumar (2012), the information available to the users must be

useful (informative) in order for them to make an effective economic decision.

In terms of understanding the problems relating to voluntary disclosure in
companies’ annual reports, it would seem pertinent to consider the perceptions of
other stakeholders (such as accountants, suppliers or creditors, analysts, nonprofit
organisations, and government employees) rather than just those of shareholders
and investors (Ghazali, 2008; Jaffar, Jamaludin, & Mara Riduan, 2007).
Stakeholders are the people who utilise, assess, and evaluate information within the
annual reports. As for the information required and needed by stakeholders, the
conflicting interests between information preparers and information users can lead
to low quality information in the annual reports. This was a grim signal that low
quality disclosure can be a continuous problem in corporate reporting if there is no
appropriate approach to manage voluntary information criteria (Ghazali, 2008;
Gomes, 2010; Tregidga, Milne, & Lehman, 2012). However, the response to the
call for quality disclosure in corporate reporting has been encouraging.

2.5.2 The future direction of voluntary disclosure

Nowadays, much of academia, professional bodies, and accounting practitioners
have begun to move towards greater understanding and quality voluntary
information. Conceding there has been increasing demand for more information in

companies’ annual reports, the corporate reporting trend is gradually shifting from
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traditional reporting towards more holistic corporate reporting, for instance,
independent sustainability reporting (Global Reporting Initiatives (GRI)
Guidelines, G3 in 2006), and, in 2009/10, integrated reporting through South
Africa’s King III Code of Governance Principles (de Villiers, Unerman, Rinaldi,
Stubbs, & Higgins, 2014; Wild & van Staden, 2013). Within the accounting
literature, the move from traditional reporting is vital in order to address the demand
of stakeholders who see voluntary disclosure in annual reports as important, and to
improve the flow of useful information in external reporting for the effective
functioning of the capital market (Bozzolan, Favotto, & Ricceri, 2003). These types
of reports are deemed important as they provide concise and material information
by linking capital used and financial results (Jensen & Berg, 2012; Wild & van
Staden, 2013).

As for Malaysia, the integrated reporting topic had been raised and still caught many
by surprise (Malaysian Institute of Accountants, 2011). The move was described as
very drastic and the framework as a precarious framework. Consequently,
integrated reporting is still at the infancy stage of acceptance by organisations in
Malaysia (Malaysian Institute of Accountants, 2011). Although many Western
companies advocate publication of one report that comprises both financial and
nonfinancial information, several important factors such as a country’s regulatory
framework, nature of companies, capital market environment, and socio and
economic environment influence most companies’ decision to adopt this type of
reporting (de Villiers et al., 2014; Jensen & Berg, 2012). While regulators indicate
the benefits of integrated reporting for companies and stakeholders in general, the
system has a number of substantial limitations. These include the fact the reporting
framework or guidelines will differ from one country to another. The concept of
integrated reporting is typically practitioner-driven, and evidence on it is based on
limited case studies of experimental practice (Jensen & Berg, 2012). In addition,
integrated reporting is also a voluntary practice and the company has to bear the

cost of production.
2.6 Summary

In this chapter, the institutional setting of this study which comprises Malaysia’s

social, economic, government policy, accounting profession, and reporting
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environment is discussed. The legacy left by the colonial government raises some
important implications for the sociology and economy of postcolonial societies, as
shown in the case of Malaysia. One legacy of British rule in Malaysia has been the
creation of a multiethnic country in which each ethnic group specialised in specific
employment areas. For instance, those of Malay ethnicity specialised in agriculture
and plantations (Fraser et al., 2006). As the political and economic landscape
changed after independence in 1957, the government was drawn into the role of a
mediator and manager of interethnic tension that resulted from the competition for
economic resources and rights between ethnicities (Fraser et al., 2006; Siddiqui,
2012).

The emerging economy led the Malaysian government to take affirmative action
and to implement several national policies (such as the New Economic Policy and
New Development Policy). Furthermore, consistent with the market development,
the government empowered the Malaysian Accounting Standards Board with the
authority to regulate accounting practices. In line with the government initiatives
undertaken, the Securities Commission simultaneously issued the Malaysia Code
on Corporate Governance in order to encourage best governance practice which is
based merely on self-regulation. The Bursa Malaysia Securities Berhad also took
an initiative to strengthen the new disclosure regime by incorporating disclosure as
part of the listing requirements. The development of accounting practices emerged

continuously until Malaysia became fully convergence with IFRS in 2012.

The enforcement and regulation of accounting practices and reporting promulgated
a series of development strategies to enhance disclosure. The debates questioning
the relevance and usefulness voluntary disclosure demanded from the users (such
as potential investors, creditors, suppliers and analysts) made further research by
academics increasingly necessary. The progressive strategies implemented by
Malaysia’s government, regulators, and accounting bodies may drive board of
directors’ attitudes towards voluntary disclosure especially for listed companies.
The preparers (i.e., board of directors) must be able to safeguard the level of
investors and stakeholders’ confidence in financial reporting and their ability to

evaluate companies on the basis of the information given.
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Companies in Malaysia, especially family-owned businesses, have been criticised
for the corporate governance and voluntary information included in their annual
reports. Research has shown that corporate governance factors such as owners or
family members being directly involved in the management of the company make
any tendency for family-owned companies to disclose information voluntarily
unlikely. The next chapter presents a review of the literature that forms a basis upon

which to examine the factors, level, and quality of voluntary disclosure.
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CHAPTER THREE

REVIEW OF PREVIOUS EMPIRICAL RESEARCH
ON THE LEVEL OF DISCLOSURE

3.1 Introduction

As indicated in chapter 1, the aim of this study is to investigate the level and extent
of voluntary disclosure by Malaysian listed family-owned companies. In order to
position the thesis this chapter, therefore, provides a discussion of the relevant
literature. The intention here is to present the empirical work done by various
scholars in the field and to highlight gaps in the literature in terms of themes. The
chapter outlines the literature along three themes: voluntary disclosure in emerging
countries; the impact of organisational structure and social environment on the
disclosure behaviour of firms; and, prior studies on the voluntary disclosure
measurement. Furthermore, this chapter clarifies the rationale for the thesis by
indicating its position in an emerging country and the level of voluntary information
disclosed in the annual reports in an emerging economy. The chapter concludes by
providing a synthesis of the existing literature in order to identify the knowledge
gap and ways in which this study might supplement what has been written about
the subject.

3.2 Theme 1: Literature on voluntary disclosure and regulatory changes

In emerging countries

Malaysia has undergone a series of important regulatory regime and governance
changes since 1997 (Liew, 2007; Siddiqui, 2012; Tam & Tan, 2007). This section
reviews the literature on the implications of regulatory changes in emerging
countries and the link between the economic environment and companies’
disclosure practices. Given these important changes, the subject of information

disclosure is seen to be a fundamental mechanism in corporate reporting.

According to Broberg et al. (2010), regulatory regime changes can cause variation
in the content of information voluntarily disclosed. Regulatory changes in market

structure, financial reporting systems, corporate governance, and business models
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have made information disclosure an important issue in respect of the companies’
long-term growth and sustainability in the capital market. However, many of the
earlier studies evaluated the extent of voluntary disclosure made by companies in
developed countries rather than examining corporations in emerging countries
(Ahmed & Courtis, 1999; Akhtaruddin & Hasnah, 2010; Haniffa & Cooke, 2005).

Prior studies (such as, Ahmed & Courtis, 1999; Camfferman & Cooke, 2002; Healy
& Palepu, 2001; Kang & Gray, 2011; Uyar & Kilig, 2012; Wang et al., 2013) argued
that it is important to improve the extent of voluntary disclosure in companies’
annual reports. Several factors have been considered in the prior literature. First,
the subject of voluntary disclosure is limited not only to the reports’ exclusive users
but also extends to others in the society such as professional institutions, creditors,
government, and other decision-makers. Second, voluntary disclosure in annual
reports provides benefits for the stakeholders’ economic decision making, as that

disclosure complements the existing statutory information in the annual reports.

The majority of studies found that an absence of a well-organised regulatory regime
and corporate governance systems shapes low disclosure compliance by listed
companies in emerging countries such as Jordan (Al-Akra, Eddie, & Ali, 2010;
Naser, Al-Khatib, & Karbhari, 2002), Qatar (Hossain & Hammami, 2009), Egypt
(Hassan, Romilly, Giorgioni, & Power, 2009), India (Hossain, 2008), Kuwait (Al-
Shammari & Al-Sultan, 2010), and Malaysia (Akhtaruddin et al., 2009; Ghazali,
2008; Hashim & Mohd Salleh, 2007). According to Carnegie, Edwards, and West
(2003), and Ball, Robin, and Wu (2003), the majority of emerging countries
inherited their regulatory systems from the colonial powers which once ruled them
and this inheritance usually has a direct impact on the economic and business
systems in those countries. Given these countries have high economic growth
potential as a result of globalisation, their corporations are ultimately exposed to
competitive advantage. In effect, however, the vast opportunities to extend their
businesses are impeded because of a low level of information disclosure (Allegrini
& Greco, 2013; Haniffa & Cooke, 2002; Soliman, 2013).

The economic and social changes in emerging countries show that domestic
institutions play an important role in determining how corporates behave in

response to the pressure of globalisation (Belal, Cooper, & Roberts, 2013; Patel,
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Balic, & Bwakira, 2002; Wang & Claiborne, 2008). W.ithin the last century,
improvements brought about by the industrialisation of nations have inevitably
resulted in the diminishing of boundaries between countries, a rise in international
trade and business alliances, an increase in international investment, and changes

in the competitive environment (Belal et al., 2013; Boesso & Kumar, 2007).

In response to the rise of international business activities, much of the economic
policy of a country has gone through several processes of corporate legal
reformation, which have, in turn, led to the changing of social policies (Campbell,
2007). First, domestic institutions need to ensure that organisations have a common
regulatory framework and standards for business activities. Second, the impact
from globalisation has led to increased demand for capital, which usually refers to
individuals and organisations as capital providers. Since a market system needs to
be operated efficiently, the domestic institutions must ensure sufficient and valuable
information flows in the market in order to enable the providers of capital to make
efficient economic decisions (Bushman, Piotroski, & Smith, 2004; Healy & Palepu,
2001). Thus, the role of domestic institutions and market pressure can lead to

increasing voluntary disclosure in companies’ annual reports.

However, the effect of globalisation on the relationship between domestic
institutions and voluntary disclosure is mainly empirically evidenced in Western
countries or in developed nations (see, for example, Adams, Hill, & Roberts, 1998;
Boesso & Kumar, 2007; Camfferman & Cooke, 2002; Cormier, Magnan, & Van,
2005). Many of the developed nations and international financial organisations have
directed efforts towards improving corporate reporting and issued several
guidelines, for example, triple bottom line reporting, corporate governance best
practices, and sustainability reporting (Beretta & Bozzolan, 2008; Boesso &
Kumar, 2007; Financial Accounting Standards Board, 2001). Indeed, these efforts
have led many Asian business legal systems to adopt the Western disclosure
reporting style. Those reports and guidelines provide investors and other
stakeholders with better access to detailed information than they had before, readily
enabling them to assess a company’s nonfinancial information relative to its

business performance in that economic context.
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The Asian economic crisis created a new international consensus about the need for
increasing and timely information to sustain developing markets (Ghazali &
Weetman, 2006; Mitton, 2002). The globalisation process in corporate reporting in
emerging markets has taken the form of moving towards adopting international
standards developed by multilateral bodies such as the Financial Accounting
Standards Board, the Cadbury Report, and the OECD (Mitton, 2002). There is also
evidence that corporate law has been reviewed and reformed since the financial
crisis (Ghazali & Weetman, 2006; Madan Lal, 2010; Mitton, 2002; Wang et al.,
2013). The main objective of this regulatory change is to create a sustainable
economic recovery. For example, in Malaysia, the National Economic Action
Council (NEAC) was established in January 1998 to formulate plans for ensuring
the sustainable growth of the nation. The NEAC recommended that restoring
market confidence could be achieved by improving and enhancing transparency and
accountability through disclosure and corporate governance (Ghazali & Weetman,
2006).

Many of the disclosure practices in the emerging countries (such as Qatar, Jordan,
Egypt) are imitating those of developed countries and also continuing to follow the
systems they had inherited from developed countries (Belal & Owen, 2007,
Muniandy & Ali, 2012; Yunos et al., 2012). The preparation of disclosure in annual
reports is often based on models laid down in developed countries’ regulations,
accounting systems, and laws that are compatible with their own local environments
(Carnegie et al., 2003; Cooke & Wallace, 1990; Muniandy & Ali, 2012; Patel et al.,
2002). A number of factors have led many developing and emerging countries to
adopt disclosure reporting from developed countries. because, first, there is no local
specific framework or guidelines for them to adhere to (Muniandy & Ali, 2012),
and second, these companies are seeking opportunities to raise external funds from
multiple countries (Bozzolan et al., 2003; Ferreira & Rezende, 2007; Newson &
Deegan, 2002). Finally, they are responding to the demand for more accountability
and transparency (Bushman, Piotroski, et al., 2004; Patel et al., 2002). Hence,
impact from developed countries on disclosure reporting is noticeable. However,
some companies may not adopt such reporting as they may consider statutory
disclosure to be sufficient (Lundholm & Winkle, 2006), while others may be

influenced by a number of reasons that may limit the level of voluntary disclosure
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(Chen, Tan, Cheng, & Gong, 2013; Haniffa & Cooke, 2005; Huafang & Jianguo,
2007).

The shifting trend towards voluntary disclosure in many emerging countries can be
regarded as a social and institutional practice, rather than a technical aspect (see,
for example, Belal et al., 2013; Belal & Owen, 2007; Campbell, 2007; Hossain &
Hammami, 2009; Lundholm & Winkle, 2006). The majority of studies found that
voluntary disclosure was a way of communicating a company’s image and
reputation. In some cases, voluntary disclosure provided a way not only to achieve
social and institutional conformity, but also to report additional information that
was deemed to be of importance to the external stakeholders. Stakeholders,
particularly potential investors and society, have been identified as the force factors
that drive managers to provide disclosure. This phenomenon is evidenced in Islam
and Deegan’s (2008) study in Bangladesh. Their results show that potential
investors (i.e., multinational companies) are the major group pressurising
companies to provide voluntary disclosure. It is claimed that companies provide
voluntary disclosure in order to attain institutional conformity or gain legitimacy
when seeking further external investment. Although, the response of companies has
led to improvement in voluntary disclosure and greater transparency, the corollary
implies that external stakeholders have an explicit influence on managers’ decision
to disclose. In China, Liu and Anbumozhi (2009), and Yuen, Liu, Zhang, and Lu
(2009) found that governmental pressure for corporate disclosure policy exerts a
coercive pressure on companies to provide voluntary disclosure. Similarly, Qu et
al. (2012) found regulatory and policy changes in the Chinese stock market have
contributed to the increase in the level of voluntary disclosure in the annual reports

of listed companies.

The implementation of policies, standards, and professional regulations can be seen
as an instrument that allows authoritative bodies and agencies to change and control
disclosure practices. For example, the execution of such policy regimes via listing
requirements and market scrutiny enables the securities commissions to control all
aspects of financial and corporate disclosure. It is important to note that information
disclosed in annual reports is useful to regulators, preparers, investors, and other

stakeholders as they are the providers of capital in the market cycle. As it is

45



challenging for companies to obtain investment, regulators can use this information
to evaluate the current standard of corporate reporting, and determine whether the
information is sufficient to attract greater number of stakeholders for capital

mobilisation.

Companies that are involved in industries that have a high impact on society,
particularly in terms of pollution, health, and safety, must follow the industry
regulations and they are expected to disclose levels of information that go beyond
statutory requirements. According to Milne and Chan (1999), voluntary disclosure
in areas such as social responsibility impacts on the decision made by the investors
to a certain degree (see also Barako, Hancock, & Izan, 2006; Camfferman & Cooke,
2002). Disclosure on social responsibility by companies suggests that the existence
of an organisation relies on the support of society in general. It would appear that a
society has the right to either support or disapprove of a firm on the basis of its
social activities, which implies that a number of different stakeholder groups,
especially those with authoritative influence, may preserve their own self-interest
within the system through their interrelationship with others (Williams, 1999).

3.2.1 Voluntary disclosure in emerging countries

For the purpose of this thesis, the terms ‘emerging countries’ or ‘market business
system’ refer to a broad range of countries that are rapidly entering the world’s
global economy. In other words, these countries have high-growth potential (Belal
et al., 2013; Elsayed & Hoque, 2010; Hossain & Hammami, 2009; Huafang &
Jianguo, 2007). Due to their phenomenal economic growth, this sector of the global
market has become a key focus for personal and institutional investors. These
emerging markets include some Eastern European countries, Asian countries, (for
example, some provinces of China), Malaysia, Thailand, Indonesia, the Philippines
and some of the Latin American countries. While some listed companies in
emerging countries (such as China, Thailand, and Malaysia) practise voluntary
disclosure in their annual reports, these disclosures are insufficient and descriptive
in nature (Ho & Wong, 2001; Hossain & Hammami, 2009; Huafang & Jianguo,
2007).

Voluntary disclosure practices in emerging countries are often associated with low
levels of quality and quantity (Akhtaruddin et al., 2009; Chau & Gray, 2010; Chau
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& Gray, 2002; Hossain & Hammami, 2009; Jaggi & Low, 2000). Despite listing
agencies and securities commissions’ requiring listed companies to comply with
accounting standards and disclosure provisions, it is often alleged that companies’
annual reports do not contain sufficient information of a type that exceeds the
disclosure requirements stipulated by the regulators (Akhtaruddin et al., 2009;
Haniffa & Cooke, 2002; Ho & Wong, 2001; Rouf & Harun, 2011). This
shortcoming has resulted not only in poor voluntary information disclosure, but also
in poor disclosure compliance on the part of the listed companies (Akhtaruddin,
2005; Healy & Palepu, 2001; Ho & Wong 2001; Leuz & Wysocki, 2008).

The business environment and voluntary disclosures are seen by some as a
mechanism that organisations utilise in order to enhance their benefits, to fulfil the
stakeholders’ demands, and to discharge their accountability to society as a whole.
According to Guthrie and Parker (1989), the primary objective of disclosure in
annual reports is a) to reflect the public perceptions, b) to respond to government
pressure, and c) to protect corporate prerogatives and projected corporate images.
It has been suggested that the relationship between those objectives and voluntary
disclosure represents the ‘interplay of contradictory forces’. That perceived
relationship has led some to question the intention of managers in providing such
disclosure (Depoers, 2000; Dilla & Janvrin, 2010; Neu, Warsame, & Pedwell, 1998;
Stanton, Stanton, & Pires, 2004). The advantage and/or disadvantage of voluntary
disclosures for the firm reside in the credibility of the information disclosed
(Bhojraj et al., 2004). If the voluntary disclosure has a positive influence on the
firm’s performance and values, then such disclosure can be seen as positive.
Conversely, a firm has to trade off the positive effects of voluntary disclosure if

other companies use the information to their strategic advantage (Depoers, 2000).

International comparative studies of voluntary disclosure are limited. They also
tend to be largely descriptive in nature and to focus on developed nations,
particularly the United Kingdom, Australia, and countries in Western Europe. The
lack of consensus on the factors that influence the decision of managers to engage
in various voluntary disclosure practices may be one factor inhibiting intensive
investigation of this phenomenon, particularly in emerging countries (Wang &
Claiborne, 2008). A few attempts have, however, been made to identify the level
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of voluntary disclosure, and to explain significant variations in emerging countries,
for example, Naser et al. (2002) on Jordan; Hossain and Hammami (2009) on Qatar;
Khodadadi, Khazami, and Aflatooni (2010) on Iran; Tsamenyi, Enninful-Adu, and
Onumah (2007) on Ghana; Hassan et al. (2009), and Elsayed and Hoque (2010) on
Egypt; and, Wang et al. (2013) on China. Even though regulatory changes and
different economic issues have plagued some emerging countries over the past
couple of years, due to their relative stability and good economic prospects these
developing countries have attracted the interest of researchers.

Naser et al. (2002) studied the extent of disclosure in 152 Jordanian companies
listed on the Amman Stock Exchange in 1998. When comparing their study with a
prior study by Solas (1994), Naser et al. (2002) found that there had been a
significant improvement in the level of voluntary disclosure. Their study
conjectures that the revised Companies Act 1997 and Investment Promotion Law
1998, in accordance with the adoption of IAS/IFRS in 1998 by all listed companies,
provides a reasonable explanation for the impact of regulatory changes on the level
of information disclosed. Ultimately, these regulatory changes have improved the

level of domestic and foreign investments for the benefit of Jordan’s economy.

Hossain and Hammami (2009) study in Qatar investigated the implications for the
country’s economy Of regulatory changes in the form of financial regulation for
voluntary disclosure on Qatari financial reporting. They examined the extent of
disclosure in the annual reports of 42 Qatari companies listed on the Doha Securities
Market (DSM), and also determined the underlying factors that affect the level of
disclosures. The results showed that development and growth of a company in an
emerging capital market like Qatar have a significant association with the level of
voluntary disclosure in annual reports. Using the Ordinary Least Square (OLS)
regression model, the results indicate that age, complexity of business, and assets-
in-place are significant in terms of their relationship to the level of voluntary

disclosure.

Wang et al. (2013) analysed the effect of voluntary disclosure on a firm’s value
during a financial crisis. They documented how accounting regulations and legal
systems amendments in the Chinese capital market have significantly enhanced

voluntary disclosure and forced listed firms to provide it in their annual reports. In

48



line with such regulatory changes, China’s Securities Regulatory Commission has
enforced compliance with the Code of Corporate Governance for listed companies.
Wang et al.’s (2013) study used as it sampled the annual reports of 714 companies
listed on the Shanghai and Shenzhen Stock Exchanges over a period of 5 years from
2005 to 2009. The study employed a regression model (two-stage OLS). The model
used the ratio of the computed voluntary disclosure score (unweighted) of a firm to
the total expected number of voluntary disclosure items disclosed. The two-stage
OLS was used to identify the voluntary scoring and applied to firm-value
regression. The results show that changes in the accounting regulations and better
supervision of corporate management have a significant impact on the level of
voluntary disclosure in the companies’ annual reports. In addition, the findings
show that the increase in voluntary disclosure during the research period improved
the firms’ value. However, Wang et al. (2013) research findings also show that the
level of voluntary disclosure and firm value have a significant negative relationship

for firms with more state ownership.

In the Egyptian context, Hassan et al. (2009) argued that the lack of capital market
regulations enforcement creates freedom of choice in terms of disclosure practices
in companies’ annual reports. Hassan et al. (2009) suggest that more severe
enforcement of penalties should be put in place to encourage managers towards
greater disclosure. The study’s results also reveal that voluntary disclosure
complements statutory information and ultimately increases the firms’ value.
However, in that research, Hassan et al. (2009) did not consider the implication of
changes to listing rules on the level of voluntary disclosure in the companies’ annual
reports. Rather, the voluntary disclosure items were based on those of the Center
for International Financial Analysis and Research (CIFAR) and refined by the
authors through manually surveying the annual reports. This method, however,

involved outdated items and personal judgement.

By contrast, Khodadadi et al. (2010) examined the changes in the corporate
governance regulatory environment in Iran. The study sample used 106 listed
companies’ annual reports to test the relationship between corporate governance
factors and the extent of voluntary information. Khodadadi et al. (2010) highlighted
the importance of an oversight board (such as an audit committee); the dual roles
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of the chairperson and chief financial officer; and, the composition of institutional
investors on the level of voluntary disclosure in companies’ annual reports. The
results indicate that strong corporate governance regulations in the capital market
can enhance the level of voluntary disclosure in companies’ annual reports. With
regard to corporate governance, the study also argues that the ownership of
companies can be an issue that inhibits managers from disclosing more voluntary

information.

For Al-Razeen and Karbhari (2004) the influence of market systems and accounting
regulations are important in determining the level of voluntary disclosure. They
examined the annual reports of 68 companies in Saudi Arabia and found that the
current compliance regarding statutory disclosure by companies in Saudi Arabia
can influence the level of voluntary disclosure in the companies’ annual reports.
The study identifies the voluntary disclosure items, as those are closely related to
the mandatory information. Attention was given to the mandatory items and the
detail and description of these items in the requirements. The main finding of this
study reveals that there is no consistent pattern of relationship between compliance
with mandatory disclosure and the types of voluntary disclosure made by the
companies. The findings also reveal that a company’s industry type has a positive
significant relationship with the extent of voluntary disclosure in the annual reports
due to the intervention of the Saudi government (via subsidisation for nonprofit
making companies). However, the authors suggest that companies that are
complying with mandatory disclosures are not necessarily disclosing most of the

information voluntarily.

In contrast with the aforementioned studies, Ho and Wong (2001) argued that the
changes in accounting systems and regulatory changes are insufficient to resolve
the issue of information disclosure in annual reports. According to Ho and Wong
(2001), improvement in the level of voluntary disclosure has to be augmented by
companies’ corporate governance systems and structure. Ho and Wong (2001)
contended that differences in regulatory and cultural environments, either in
Western or Eastern economies, can affect corporate disclosure practices. Compared
to the regulatory environments in the US and the UK, Eastern economies have

relatively lax disclosure requirements, and corporate ownership encompasses
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mostly listed family- or individual-controlled firms. Consequently, in their Hong
Kong study, Ho and Wong (2001) concluded that a company’s ownership and

structure determined the level of voluntary disclosure.

According to Akhtaruddin et al. (2009), little research attention has been paid to the
association between voluntary disclosure and corporate governance regulation.
Hence, their study focuses on specific corporate governance variables (such as the
composition of the board of directors, proportion of audit committee, independent
nonexecutive directors, and ownership control) that can stimulate the institutional
mechanism. The sample in Akhtaruddin et al.’s (2009) study drew on the annual
reports of 105 listed companies in Malaysia. Their findings revealed that the mere
adoption of rules and regulations to improve disclosure is not effective. In this
respect their findings differ from those of previous studies which looked at Western
countries. Akhtaruddin et al. (2009) conjecture that concerted efforts from the
boards of directors, those in charge, and those who have direct responsibility play
a vital role in improving the level of voluntary disclosure in companies’ annual

reports.

Furthermore, with regard to the issuance of the Malaysian Code of Corporate
Governance in 2000, Haniffa and Cooke’s (2002) study in Malaysia found a
statistically significant association between the structure and composition of the
board of directors and the degree of information disclosed. They found a negative
relationship with nonexecutive directors and a positive relationship with family
board members in terms of the level of voluntary disclosure. Although this study
found that board composition can influence the level of voluntary disclosure, the
study did not explore the reasons for the low level of disclosure in the annual
reports. Thus, a study that investigates the reasons behind the low level of disclosure

in the Malaysian context can provide further insight into this area.

Previous discussions in the literature review on voluntary disclosure levels in
emerging countries point to a degree of consensus among those researching this
issue in emerging countries. First, with the exception of Ho and Wong (2001),
Haniffa and Hudaib (2006), and Akhtaruddin et al. (2009), scholars conclude that

voluntary disclosure is associated with regulatory changes and that changes in
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accounting systems and capital market regulations can stimulate the level of

voluntary disclosure in companies’ annual reports.

Secondly, Ho and Wong (2001), Haniffa and Hudaib (2006), and Akhtaruddin et
al. (2009) all argue that the level of voluntary disclosure in emerging countries is
influenced not only by the need for compliance with regulatory changes but also by
a company’s own internal control systems. Given emerging countries, including
Malaysia, are often faced with myriad problems (for instance, the need for
improvements in legal controls (Cheah, Lim, & Yen, 2012; Ishak & Napier, 2006),
government intervention (Azham, Teck Heang, Yusof, & Ojo, 2007; Selvaraj,
1999), less investor protection (Ishak & Napier, 2006), and highly concentrated
ownership (Amran & Ahmad, 2009; Samad, 2004), such features can lead to
varying levels of voluntary disclosure. According to Haniffa and Cooke (2002),
given the different business landscape and regulatory changes in Malaysia, the
country has been under researched in terms of the level of voluntary disclosure,
despite the substantial growth in its economy. Since there has been significant
growth in the Malaysian economy, potential investors, market participants,
financial institutions, and regulators from other emerging markets would like to

obtain a better understanding of the corporate reporting environment of Malaysia.

The previous discussion also highlighted some limitations on the level of voluntary
disclosure associated with regulatory changes. One of these limitations is that
earlier studies focus too much on the effect that regulatory factors (such as
accounting systems, corporate governance systems, and securities commission
requirements on mandatory compliance) exert on the level of voluntary disclosure.
No attention is given to analysing and describing the variation in the levels of
voluntary disclosure in terms of different ownership structures, or uncovering the

reasons for undertaking voluntary disclosure in the annual reports.

Even though prior studies are agreed that voluntary disclosure is distinguishable
from one country to another, their distinctions lack clarity. For instance, Naser et
al. (2002), Hossain and Hammami (2009), Wang et al. (2013), and Hassan et al.
(2009) consider regulatory changes such as the introduction of new listing
requirements and implementation of accounting standards but overlook the

possibility that, in some cases, more severe enforcement of penalties on statutory
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compliance does not affect the managers’ decision to provide voluntary disclosure.
In fact, Khodadadi et al. (2010) highlighted the importance of an oversight board
and company ownership on the level of voluntary disclosure. However, the study
did not make in-depth distinctions in the levels of voluntary disclosure for different

types of ownership.

Furthermore, Cheng and Courtenay (2006) contended that changes in market
regulations can influence the monitoring role of the internal management in a
company. For instance, between 1998 and 2000 Singapore experienced a transition
from a predominantly merit-based philosophy to a predominantly disclosure-based
regime. The transition resulted in changes to the minimum requirement for board
independence, whereby at least one-third of the board should be nonexecutive
directors. Cheng and Courtenay (2006) found that a change in the board
composition had significant effects on the level of voluntary disclosure in the listed
companies examined. Their results indicated that the level of voluntary disclosure

in the companies’ annual reports was higher in 2000 than it had been in 1998.

Research in most emerging countries has found that regulatory frameworks for
corporate governance are important (Akhtaruddin et al., 2009; Cheng & Courtenay,
2006; Haniffa & Cooke, 2002; Ho & Wong, 2001). However, prior studies focused
on listing statistical associations between corporate governance variables and

voluntary disclosure practices.

Earlier studies on voluntary disclosure in emerging countries have also been unable
to take into account the crucial role of the managers’ background and the reasons
for voluntary disclosure. Since voluntary disclosure is a managerial decision, the
quality and quantity of the levels of the information disclosed in the annual reports
call for a distinct explanation, particularly in relation to different corporate
ownership structures. Even though variations exist between companies, the
managers, to some extent, must be able to exercise their discretion and judgement
on how to ensure that voluntary disclosure contributes to the company’s long-term

growth and sustainability.

It is also noticeable that the earlier studies on the level of voluntary disclosure were

mainly undertaken by scholars from the Western and developed countries. Their
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reasoning would be largely influenced by their understanding of Anglo-Saxon
business systems, as well as the sociological and political views they subscribed to
(see, for example, Brammer & Pavelin, 2006; Camfferman & Cooke, 2002; Cooke,
1989; Donnelly & Mulcahy, 2008), thus, potentially making their explanations
inappropriate in the context of emerging countries as voluntary disclosure cannot
be totally disassociated from its environment. Extant literature (such as Ali et al.,
2007; Chau & Gray, 2010; Haniffa & Cooke, 2005) suggests that it is difficult to
ignore the idea that changes in regulatory systems and stakeholders’ perceptions
affect the level of voluntary disclosure in annual reports. However, the phenomenon
may not work well in many emerging countries, which are characterised by their
strong collectivist society, due to the high proportion of family businesses in those
countries. For this reason, Denis and McConnell (2003) suggested that examining
the interrelationships between external and internal corporate governance
mechanisms can provide a better understanding of organisation-specific internal
governance mechanisms such as the board of directors. Given that changes in the
external regulatory regime are likely to have an impact on a company’s internal
governance, board monitoring may change across different regulatory regimes in

response to regulatory emphasis.

3.3 Theme 2: The impact of board and social influences on the disclosure

behaviour of firms

An organisation provides a setting where management is in control and responsible
for any decisions executed in its daily business activities, including reporting.
Management (i.e., the board of directors) is required to discharge its responsibility
and actions effectively. However, management can operate effectively only when a
good corporate governance system is in place. According to the OECD (2003),
corporate governance is a system that indicates the overall function of an
organisation. Corporate governance systems emphasise the accountability and
transparency of the board of directors in executing their roles and responsibilities.
One way of expressing the accountability and transparency of management is
through providing additional information about the company’s activities through

voluntary disclosure (Boesso & Kumar, 2007; Eng & Mak, 2003).
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Since the Asian financial crisis of 1997-1998, both regulators and members of the
business community have called for greater corporate transparency. Poor levels of
disclosure have been identified as one of the factors that contributed to the Asian
financial crisis and to the challenges of securing economic recovery in the region,
especially in equity markets (Ghazali & Weetman, 2006; Mitton, 2002). Regulators
in the United States, United Kingdom and elsewhere have argued that equity
markets require better disclosures in order to function effectively. However, prior
studies document that disclosure decisions are complex and influenced by a number
of national and corporate factors (Archambault & Archambault, 2003; Bushman,
Chen, Engel, & Smith, 2004; Khanna, Palepu, & Srinivasan, 2004).

Listed companies in the same national environment will comply with local
regulations and act according to their domestic institutional environment (Belal et
al., 2013; Jaggi & Low, 2000; Mir, Chatterjee, & Rahaman, 2009). However,
voluntary disclosure is an unregulated practice which often relies on the company’s
management decision. Along with the increase in global businesses, certain areas
of emerging markets are showing a disproportionate increase in voluntary
disclosure practice. The majority of studies in emerging markets argue that several
corporate factors such as ownership structure, and cultural and social belief are
among the factors that can influence the level of voluntary disclosure (for example,
Haniffa & Hudaib, 2007; Haniffa & Cooke, 2005; Jaggi & Low, 2000). Research
to date has revealed that the company’s controller can determine the level of

voluntary disclosure on the basis of the current business environment.

3.3.1 Effects of board monitoring on the level of voluntary disclosure

The vast majority of the empirical research into voluntary disclosure has been in
relation to corporate governance. Disclosure and board of directors form two
components of corporate governance. Disclosure in corporate governance systems
is one of the mechanisms used to encourage companies to improve their
transparency through annual reports (Agca & Onder, 2007). In an accounting
context, disclosure can provide accounting users with economic information —
whether financial or nonfinancial, quantitative, or otherwise — concerning a

company’s financial position and performance (Owusu-Ansah, 1998).
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The board of directors is a group of individuals who control and monitor the overall
operations of a firm. The board of directors is important in a corporate governance
system because their roles and responsibilities have consequences for the company,
and also for the growth of a country’s economy. The directors are the main
determinants of the company’s direction (Eng & Mak, 2003; Haniffa & Cooke,
2005; Ingley & Van Der Walt, 2008). The board of directors is noted as being an
important factor in the value of a firm (Haniffa & Cooke, 2005; La Porta & Shleifer,
1999; Shleifer & Vishny, 1997), and an important control mechanism (Eng & Mak,
2003; Ho & Wong, 2001; Ingley & Van Der Walt, 2008; Shleifer & Vishny, 1997).

A considerable body of research has focused on the relationship between voluntary
disclosure and corporate characteristics. Voluntary disclosure has been analysed
and examined in terms of its relationship with board characteristics, for example,
board size, proportion of independent executive directors, and Chief Executive
Officer/Chairman duality. Ownership structure such as institutional and family
ownership have also been investigated. In the context of ownership structure, Miller
and Le Breton-Miller (2006) contended that family businesses share two common
characteristics. First, these companies successfully ensure their survival and
viability across generations of the family; secondly, each generation of owners
added value to the business during its tenure. However, these companies have been
criticised because of their corporate governance system (Amran & Ahmad, 2009;
Chau & Gray, 2010; Klein, Shapiro, & Young, 2005), and low level of voluntary
disclosure (i.e., lack of transparency) (Al-Akra & Hutchinson, 2013; Ali et al.,
2007; Chen, Chen, & Cheng, 2008; Eng & Mak, 2003).

Akhtaruddin and Hasnah (2010), Cheng and Courtenay (2006), and Lim, Matolcsy,
and Chow (2007) documented a positive relationship between board characteristics
and voluntary disclosure. Akhtaruddin and Hasnah (2010) based their findings on
a sample of 124 public listed companies in Malaysia. They found a positive
relationship between independent executive directors and a board’s audit committee
with regard to the level of voluntary disclosure. They concluded that the presence
of a high proportion of independent executive directors and an audit committee can
increase disclosure levels and reduce information asymmetry. Similarly, Chau and

Gray (2010) found that in Hong Kong the appointment of an independent chairman
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has a positive relationship with the level of voluntary disclosure in family firms.
Their results show that an independent chairman can mitigate the influence of
family ownership and thus increase the level of voluntary disclosure. Therefore, the
importance of board characteristics on the level of voluntary disclosure can be seen
in two areas; first, the board’s composition, and second, the proportion of

independent executive directors on the board.

Similarly, Cheng and Courtenay (2006) found a positive relationship between
independent directors and the level of voluntary disclosure in Singapore. They
found that the presence of external governance mechanisms, that is a regulatory
framework (i.e., disclosure-based regime), has a direct impact on the proportion of
independent directors on the board. The study covered two regulatory frameworks
(merit-based and disclosure-based regime), and the results show a greater
proportion of independent directors in the disclosure-based regime compared to the
merit-based regulation. Cheng and Courtenay (2006) concluded that the new
disclosure-based regime can strengthen the governance mechanisms and lead to an

increase in the level of voluntary disclosure in the companies’ annual reports.

Lim et al.’s (2007) study based on 181 Australian companies drew a positive
relationship between voluntary disclosure and board composition. The result shows
that the presence of independent boards can lead firms to provide more voluntary

disclosure on forward-looking and strategic information.

In contrast, Al-Shammari and Al-Sultan (2010) found no association between board
characteristics and the level of voluntary disclosure in Kuwait. Similarly, Rouf
(2011) study on Bangladesh found that the extent of voluntary disclosure has no
relationship with the proportion of independent executive directors. Furthermore,
Hossain and Reaz (2007) in India, found board composition to have no relationship

with the level of voluntary disclosure.

Previous studies show that corporate governance systems in a company situated in
less emerging country has low effects on the level of voluntary disclosure. This
analysis also shows that lack of enforcement by national authorities on corporate
governance system lead to less or no voluntary disclosure in a company’s annual

reports.
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Chau and Gray (2002) suggest that differences, or contradictory results, in the
extant research could be investigated by looking at the ownership structure of the
firms. Ownership structure refers the composition of the companies’ board of
directors. For example, institutional ownership (external) is usually large and
influential, and, at the same time, gains significant ownership concentration. Chau
and Gray (2002), Eng and Mak (2003), and Barako et al. (2006) find a statistically
significant relationship between the level of disclosure and external ownership.

On the other hand, in a family-owned company, the impact on the level of voluntary
disclosure is more complicated and arguments can be made in either direction (Ho
& Wong, 2001). In one instance, the degree of voluntary disclosure may be greater
in order to reduce information asymmetry. On the other hand, family firms also tend
to disclose less information. According to Eng and Mak (2003), and Chau and Gray
(2002), family firms tend to disclose less additional information, as the disclosure
has no additional benefits for the family members. Family members have access to
the information given because they are more involved in the management of the
firms they control (Chau & Gray, 2002; Gomez-Mejia et al., 2007). Under these
circumstances, controlling family members, who are both members of and
substantial shareholders in the company, will have direct access to the company’s
financial and nonfinancial information and, as a result, have less need for voluntary

disclosure.

Furthermore, the company can also avoid the additional cost of disclosing extra
information. For example, Al-Akra and Hutchinson’s (2013) study in Jordan found
that family firms provide less voluntary disclosure compared to others. The results
show that family firms are inclined to comply with statutory requirements in order
to avoid the additional operating costs incurred through voluntary disclosure. This
result also supports the view that regulatory enforcement strengthens family firms’
willingness to comply with statutory requirements rather than provide more

voluntary disclosure.

The corporate governance system in family firms can influence the amount of
information disclosed. Chau and Gray’s (2002) study on the effect of ownership
structure on voluntary disclosure levels also found that the amount of information

disclosed is less in family ownership firms. The authors claim that family firms
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have a weak corporate governance policy compared to that of nonfamily firms. This
view is supported by other scholars such as Akhtaruddin et al. (2009), Chakroun
and Matoussi (2012), Eng and Mak (2003), and Ho and Taylor (2013). They argue
that companies with a weak policy on corporate governance are found to disclose
less or lower levels of information and this lack of information, in turn, creates a

high information gap between managers and (external) interested parties.

A weak corporate governance policy is often associated with companies in
emerging countries. First, most of the companies there are dominated by family-
owned businesses (Al-Akra & Hutchinson, 2013; Chau & Gray, 2010; Hashim,
2011). The second issue is political and economic influence. It is believed that most
emerging countries demonstrate some elements of duality in that their legal,
political, and economic systems have evolved around a number of different
practices (Claessens & Fan, 2002; Haniffa & Cooke, 2002; Madan Lal, 2010). In
addition to having high numbers of listed family-owned companies and long-
established capital markets, their lack of control on ownership structure directly
affects the amount of voluntarily disclosed information in those countries
(Claessens & Fan, 2002; Solomon, Lin, Norton, & Solomon, 2003). However, in
terms of firm performance, listed family-owned companies demonstrate better
performance compared to other listed companies (Kowalewski, Talavera, &
Stetsyuk, 2010; Noor Afza & Ayoib Che, 2010). Wolfenzon and Morck (2005)
attribute this situation to the fact that the family members are long-term investors
and that they need to ensure the firm can be passed on to the later generation. The
inherited relationship-based style of corporate governance is one of the fundamental

drivers of concentration of ownership.

In relative terms, family-owned companies are found to be unique in that there is a
strong family relationship between family members (Anderson & Reeb, 2003; Chau
& Gray, 2010; Patelli & Prencipe, 2007). Although some family companies are
listed publicly on the securities board, the combined number of shares held by the
family is large. The aggregate number of shares held makes them the majority
shareholders in the company. Most studies (e.g.,Anderson & Reeb, 2003; Patelli &
Prencipe, 2007) reveal that family-owned companies focus on retaining family
ownership and management of the company in the long term, while also
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maintaining the company’s performance and existence in the market. Given the
current focus on voluntary disclosure in companies’ annual reports, it is worth
noting that the priorities and practices of family firms are, by contrast, often linked
to different preferences for information. This difference appears to be attributed to
family owners’ strong influence on corporate decisions, and this influence enables
them to shape corporate disclosure in line with their preferences. However, as
discussed above, it remains unclear whether or not there are differences in the extent
of voluntary disclosure between listed family-owned companies and nonfamily-
owned companies. Thus, the question of whether or not differences exist in the

annual reports of family-owned companies is ultimately an empirical one.°

3.3.2 Social and business environmental influences

A number of long-standing studies claim that voluntary disclosure in annual reports
is a socially and environmentally embedded phenomenon (see, for example Adams
et al., 1998; Haniffa & Cooke, 2005; Jaggi & Low, 2000). A variety of social and
environmental factors affecting voluntary disclosure have been identified in the
prior literature, some examples being Jaggi and Low (2000), Cooke and Wallace
(1990), Elsayed and Hoque (2010), and Haniffa and Cooke (2002). These factors
include the cultural and social attitudes that affect the corporate reporting
environment. Moreover, traditional and national characteristics are instilled in a
society, which suggests that differences would exist in their accounting systems,
and that these culturally-based values may also help to explain the differences

around voluntary disclosure in companies’ annual reports (Newson & Deegan,
2002).

One explanation for the level of voluntary disclosure in a company’s annual report
is based on the management’s responsibilities towards the company stakeholders
(Adams et al., 1998; Muniandy & Ali, 2012; Newson & Deegan, 2002). Additional
information is demanded by outside stakeholders as a mechanism for conflict
resolution between various stakeholders for both explicit and implied contracts, for

example, between the organisation and society. Firms not only have the incentive

10 This research focus on the differences in the level of voluntary disclosure reported in the
companies’ annual reports between listed family-owned companies and nonfamily-owned
companies and distinguished the types of information disclosed.
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to provide this additional information to raise capital or reduce the cost of capital,
but also to reduce risk in the interest of society and other stakeholders (Boesso &
Kumar, 2007; Elsayed & Hoque, 2010).

Disclosure of information involves the interaction between individual and other
environmental factors, for example, regulations and informal activities in which the
social values are embedded (Boesso & Kumar, 2007). Emerging countries such as
Saudi Arabia, Kuwait, Indonesia, Egypt, Tunisia, and Iran have social systems
based on Islamic values. Their societies, therefore, differ from those of their
Western counterparts (see for example Aribi & Gao, 2010; Fatima & Ousama,
2012; Syafri Harahap, 2003). However, although Malaysia forms part of the Islamic
bloc of countries, its multiracial society and creation of prominent business
conglomerates promote greater demands for corporate reporting. Since Malaysia is
a multiracial society its national culture may not represent the culture of each
individual ethnic group within the country (Haniffa & Cooke, 2002). Empirical
evidence on the voluntary disclosure practices provided by Haniffa and Cooke
(2005), Hashim (2011), Yunos et al. (2012), and Ho and Taylor (2013) have
considered the Malaysian social and culture environment in their research.
However, none of these studies provides evidence on the extent to which a society’s
attitudes influence the level of voluntary disclosure in isolation from other factors
such as the economic and political structure of the country. For example, in a
country where the level of power distance is high, voluntary disclosure may be low
in practice, and the society may be reluctant to invest in businesses with low
voluntary disclosure due to the higher levels of uncertainty involved (Gray, Meek,
& Roberts, 1995; Haniffa & Hudaib, 2006).

Another instance where social and environmental issues may influence the level of
voluntary disclosure relates to the relationship between corporations and
stakeholders (either internal or external) (Lepineux, 2005). Despite the increasing
research on voluntary disclosure, many of the studies often associate social and
environmental factors with social disclosure. This research often links those factors
and focuses on the impact they have on corporate social responsibility disclosure
(see, for example, Belal & Owen, 2007; Htay, Rashid, Adnan, & Meera, 2012;
Islam & Deegan, 2008; Li, Luo, Wang, & Wu, 2013). Given this limitation,
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exploration of the relationship between social and environmental influences and the
level of voluntary disclosure can offer future research possibilities, especially in the

area of listed family-owned companies in emerging countries.

Social and environmental*! factors may serve as influential factors on the level of
voluntary disclosure because the information available to the public is believed to
promote a company’s sustainability (Uyar & Kilig, 2012; Wang & Hussainey,
2013) in an economy. It is argued that, as a consequence of the company’s existence
in the capital market, the need to gain investors and other stakeholders’ confidence
through the traditional market mechanism (demand and supply of product/services)
is inadequate. Accordingly, these companies rely to a considerable extent upon their
organisation’s behaviour and practices in terms of social and environmental
relationships to provide both resources and opportunities for their long-term growth
and sustainability. This phenomenon is referred to as social interaction (Campbell
& Slack, 2008; Cho & Patten, 2007). In particular, this social relationship or
interaction enables companies to gain access to resources by strengthening their
image and reputation (Campbell & Slack, 2008). Moreover, Cho and Patten (2007)
points out that the social and environmental will always entail a sense of
institutional integration which embraces all kinds of residual forms of sense-making

practices (voluntary disclosure) (see also Adams, 2002).

The rationale behind the social and environmental relationship with voluntary
disclosure lies in the elements of accountability and transparency (Boesso &
Kumar, 2007; Epstein & Birchard, 2007). This relationship incorporates and
generates competitive challenges for managers to be explicit about the overall
business operational activities being reported. The idiosyncratic nature of social and
environmental variables in business activities can play a vital role in establishing or
breaking corporate reputation (Bushman, Piotroski, et al., 2004; Hess, 2007). The
terms social and environmental are said to differentiate the firms’ reporting style.

The extant literature suggests that the social and environmental variables enhance

™ Here, “social’ is referring to a set of societal or community values that stems beneath the stakeholder term ((Newson &
Deegan, 2002)). On the other hand, the environmental factor is regarded a company’s community involvement, human
capital, and peer relationship or networking.
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the level of voluntary disclosure in annual reports (Belal et al., 2013; Haniffa &
Cooke, 2005; Mir et al., 2009; Sharma & Davey, 2013).

Every corporation evolves within a broader social and economic environment, often
being affected by a wide range of elements in that society. In terms of the long-term
existence and growth of companies, information disclosed in the annual reports can
benefit the company through the proliferation of useful information which is not
regulated (Bushman, Piotroski, et al., 2004). Voluntary disclosure is not regulated
and, thus, one company’s disclosure reporting differs from another’s. This
statement is confirmed by many studies (such as, Broberg et al., 2010; Elsayed &
Hoque, 2010; Ho & Taylor, 2013; Newson & Deegan, 2002). In comparing the
differences in voluntary disclosure information, these studies found significant
differences in corporate governance and social and environmental information. For
example, Ho and Taylor (2013) study’s in Malaysia examined the differences in
corporate governance information (i.e., corporate and strategic directions, directors
and senior management, financial and capital markets, forward-looking
projections) with companies’ specific characteristics (size, leverage, and industry).
The study found significant increases in the level of such information, and the
industry within which a firm operates, is a positive significant factor in the

differences in information.

Within the industry and capital market context, companies tend to be influenced by
their peer industry environment. In other words, companies tend to follow or imitate
the voluntary disclosure practices of some prominent corporations. According to
Nikolaeva and Bicho (2011), as a result of the increased concern about social and
environmental policies in a capital market, companies tend to disclose information
voluntarily by following multinational corporations’ practices. However, in
response to a lack of proper guidelines or any proper system of voluntary disclosure
reporting, companies are faced with the question of which set of indicators to
choose in order to place themselves in the most favourable light. As a result,
imitating or following other companies’ reporting has become one approach to
voluntary disclosure. In this scenario, as the voluntary disclosure practices become
more institutionalised, companies pick up more information from prior adopters
(Cormier et al., 2005; Nikolaeva & Bicho, 2011).
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To summarise, social and environmental factors can influence managers’ views on
providing additional information in their annual reports. Asian countries are
collectivistic in nature. Claessens et al. (2000) found in their sample that managers
of closely held firms consist of relatives of the controlling shareholder’s family,
specifically with trusted individual. Business alliances and networks are
fundamental capabilities. They enable the firm to respond effectively to changes in
the business environment as it tries to generate and maintain competitive advantage
(Gbémez-Mejia et al., 2007; Li et al., 2013; Luo, 2008; Wang & Claiborne, 2008).
Given the social and environmental demands for transparency through market
information, voluntary disclosure provides a favourable option for managers.
Voluntary disclosure enables a company to position itself as one of the major
players in the capital market so as to capture the economic edge.

Moreover, the debate on the beneficial effects of ownership structure as a corporate
governance mechanism on the level of voluntary disclosure generates two
competing arguments, namely that it is efficient or that it is opportunistic. First,
given that the board of directors has major control in the management of the
company, board members are able to influence the decision on voluntary disclosure.
Secondly, managers provide and use voluntary disclosure to downplay the response
from the business environment towards the organisation. It has been shown that
differences in the corporate governance structures of companies can significantly
influence the level of voluntary disclosure in their annual reports. In this research,
one question of interest that needs to be addressed is whether the ownership
structure and social and business influences can explain the level of voluntary

disclosure in companies’ annual reports.

3.4 Theme 3: Measurement of voluntary disclosure and factors

associated with voluntary disclosure

Understanding the extent of voluntary disclosure in annual reports by listed family
firms is the focus of this thesis and forms the discussion for this section. The
disclosure criteria approach, which stems from the mandatory disclosure concept
and interpretation (International Accounting Standard Board, 2007), can be used to
examine the extent of the voluntary disclosure in the annual reports. That approach

places less emphasis on the kind of disclosure that might be important to
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stakeholders (Beattie, Dhanani, & Jones, 2008; Leuz & Wysocki, 2008; Singhvi &
Desai, 1971). Rather, the focus is on the high quality of the disclosure, how
disclosure benefits companies, and its long-term advantages.

Voluntary disclosure is an information-consuming strategy used by managers to
integrate their companies’ performance and potential results in a competitive
advantage. Hence the pursuit of voluntary disclosure practices requires criteria that
play an essential role in delivering the desired messages (Bhojraj et al., 2004), and
reflecting the stakeholders’ responses (Holland, 1998; Wang et al., 2013). The
relevance (Banghoj & Plenborg, 2008; Boesso & Kumar, 2007; Chau & Gray,
2002; Hooks, Coy, & Davey, 2002; Owusu-Ansah, 1998), and the adequacy (Al-
Shammari & Al-Sultan, 2010; Wallace & Naser, 1995) of information provide the
basis for all forms of voluntary disclosure.

The relationship between the level of voluntary disclosure and its criteria in the
annual reports are both uncertain. Given the current criteria for capturing this
phenomenon, finding practical ways to measure the level of disclosure remains a
challenge for researchers (Beattie et al., 2004; Campbell & Abdul Rahman, 2010;
Coy & Dixon, 2004; Hooks, Coy, & Davey, 2001).

When trying to construct a relevant disclosure index to measure the level of
voluntary disclosure in companies’ annual reports, prior studies have adopted a
classic methodology. Disclosure is commonly measured on the basis of experts’
perceptions of what is useful and important to investors. Depending on the research
objectives and country being examined, the disclosure index comprises different
voluntary disclosure items. Those indices fall into two groups: weighted (either
subjectively by the researcher(s) or by the researcher(s) using weights elicited from
surveys of users’ perceptions), and those that are unweighted and score each item
equally. For example, the disclosure indices developed by Standard & Poor and the
Center for International Financial Analysis and Research-CIFAR are among the
most commonly used weighted indices (see, for example, Botosan, 1997; Buzby,
1975; Firth, 1979; Hope, 2003; Omaima et al., 2011). Others such as Cheng and
Courtenay (2006); Francis et al. (2008); Gul and Leung (2004); Meek, Roberts, and
Gray (1995); Webb, Cahan, and Sun (2008) use a researcher-created dependent

variable.
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Previous studies also show that the use of unweighted and weighted scores for the
items disclosed in the annual reports can make little or no difference to the findings.
Firth (1979), for example, pointed out that unweighted and weighted scores show
similar results. However, recent work on the level of voluntary disclosure shows
that the weighted scores approach can reduce the subjectivity and increase
reliability as that approach can achieve the objective of the scoring method for all
categories of voluntary disclosure on the basis of the relevance and adequacy of
information for annual report users (Wang & Claiborne, 2008). Unlike the study of
a specific category of voluntary disclosure such as intellectual capital reporting and
corporate social responsibility (CSR), both approaches can produce either scores
with similar results or those with no difference. A study which employs a single
category of voluntary disclosure can effectively focus on the technical information
that is required for the research and this approach works well when a research study
has no intention to measure the quality of such information (for example, Campbell
& Abdul Rahman, 2010; Ousama & Fatima, 2010).

Disclosure items can vary from a minimum of 24 (Chow & Wong-Boren, 1987) to
a few hundred items of information (Hassan et al., 2009; Hossain & Hammami,
2009; Omaima & Marston, 2010). Some of these items are across segments,
longitudinal, and from similar groups across countries. Disclosure index
methodology has improved over time, from matched-pair statistical procedures
(Buzby, 1975; Singhvi & Desai, 1971), to a multiple regression procedure, and to
sophisticated analysis such as stepwise multiple regression, rank-order correlations
and regressions (Hassan et al., 2009; Omaima et al., 2011). For example, Hassan et
al. (2009) uses a stepwise multiple regression (OLS) technique for different dummy
variable manipulation procedures, while Li et al. (2013) demonstrates the use of
two-stage rank (OLS) regression to cater for the monotonic behaviour of disclosure

indices following a change in independent variables.

The level of voluntary disclosure and ownership relationship can be influenced by
corporate governance and internal factors such as cultural and religion belief.
Previous studies examining this relationship find that certain variables exist as
moderators and/or controls of this relationship. Common control variables include

company size, firm age, industry type, financial performance, and number of
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shareholders (Boesso & Kumar, 2007; Chen & Jaggi, 2000; Lim et al., 2007). The
level of voluntary disclosure in the annual reports lies in the firm-specific
characteristics (especially of large companies), and corporate governance structure
(Al-Shammari & Al-Sultan, 2010; Eng & Mak, 2003; Haniffa & Cooke, 2002;
Lakhal, 2005). Corporate characteristics and governance structure in large and
widely-held companies can improve the level of voluntary disclosure and enhance
decision-making which is crucial in dynamic and competitive environments for
listed companies (Eng & Mak, 2003; Lakhal, 2005).

In listed family-owned companies, research on the relationship of the level of
voluntary disclosure and factors that can influence the managers is scarce or
remains equivocal. While family-owned companies dominate the economic
landscape (Kowalewski et al., 2010; Morck & Yeung, 2003) and outperform their
nonfamily counterparts (Al-Akra & Hutchinson, 2013; Bartholomeusz &
Tanewski, 2006; Chau & Gray, 2010), there is still uncertainty as to whether family
firms present voluntary disclosure differently (in comparison to listed nonfamily-
owned firms), and how a region’s cultural and religion beliefs may influence such
differences. This equivocality highlights the need for greater research on the level
of voluntary disclosure and its relationships to other elements in the listed family-
owned companies context, especially in terms of individual decision-making (Chau
& Gray, 2010; Haniffa & Cooke, 2002; Hutton, 2007; Jaggi & Low, 2000).
Therefore, the intention of this thesis is to better understand the underlying reasons

that lead to the differences in the level of voluntary disclosure in annual reports.

In summary, the review of disclosure level studies finds no common understanding
of the range of disclosure. In terms of its measurement, prior studies have
recognised the use of disclosure indices to measure disclosure level. The index can
be either weighted or unweighted. In addition, there is no agreement on the number
of items in the index. However, the items provide a framework for academics to use
in future research in measuring the level of voluntary disclosure. Without some
measurement mechanism, it is mere conjecture that the degree of voluntary

disclosure is associated with and influenced by certain factors.

The notion of voluntary disclosure practices is better understood using the
integration of external (regulations and stakeholders pressure) and internal
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(corporate governance and cultural belief) factors. Review of previous literature
(for example, Agca & Onder, 2007; Chakroun & Matoussi, 2012; Chau & Gray,
2010; Haniffa & Cooke, 2005; Wang et al., 2013) on voluntary disclosure has
identified that several dimensions from both external and internal perspectives can
be sources of advantage, and explains how combinations of managers’
competencies can contribute to the differences in voluntary disclosure. the approach
places emphasis on the internal attributes that managers are influenced by, how they
have employed the strength of voluntary disclosure for their company’s benefits,
and how they will evolve. In the context of listed family business, the approach is
appropriate because it emphasises the nature of ownership and management
credibility that have winning characteristics when those companies are compared
to other companies.

3.5 Synthesis of the literature and identifying the knowledge gap

This thesis centres on the challenges for voluntary disclosure within the listed
companies’ annual reports of an emerging country — Malaysia — in moving towards
quality corporate reporting in an economically advancing society. The literature has
acknowledged that voluntary disclosure has long been associated with globalisation
(i.e., economic progress), regulatory changes, and corporate governance systems
(particularly the ownership structure). Different ownership structures in companies
are an indicator of the level of voluntary disclosure. Ownership structure is directly
associated with the unique attributes and characteristics to be found in family
businesses. Hence, there is a possibility that these attributes and characteristics play
a more dominant role in those companies’ management decisions than they would
in nonfamily-owned corporate enterprises (Al-Akra & Hutchinson, 2013; Ali et al.,
2007; Chau & Gray, 2010; Chen & Jaggi, 2000). The literature also shows that
voluntary disclosure could be affected by contextual factors such as ethnicity, and

social and peer influences.

In general, the prior research agrees that voluntary disclosure varies and is to a great
extent associated with cost and benefits (Akhtaruddin et al., 2009; Broberg et al.,
2010; Healy & Palepu, 2001; Uyar & Kilig, 2012). Large, highly profitable, and
listed-status companies are seen to be more likely to engage in greater voluntary

disclosure in the annual reports. In addition, region of origin and industry also
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influence disclosure levels. There is, however, limited written material on the
differences in voluntary disclosure in listed family-owned companies and the
factors driving these companies to provide information voluntarily in their annual
reports. It is also important to note that the methods used to measure voluntary
disclosure have come mainly from Western scholars whose reasoning could be
largely influenced by their capitalist or laissez faire economies, as well as their
political and sociological experiences. This background could make their
measurement unsuitable in the context of an emerging market and society such as
Malaysia. The literature has acknowledged that the level of voluntary disclosure
has long been associated with firms’ specific characteristics and globalisation. The
literature also shows that environmental factors such as ethnicity, and social and
peer influence can affect the level of voluntary disclosure.

The absence of research on voluntary disclosure in listed family-owned companies
has resulted in much of the literature’s tendency to generalise results and findings
to emerging countries. Those researching in the field of family-owned business
(Chau & Gray, 2010; Hashim, 2011; Salvato & Moores, 2010; Takashi, Keiichi,
Hitoshi, & Eri, 2012) continue to ponder the question of whether family managers
have a greater propensity towards voluntary disclosure than do other forms of
business ownerships. This question has been addressed mostly by considering
family members’ involvement, the most popular of the corporate governance
dimensions researched, within the listed companies. Some researchers have found
family involvement, as part of the board of directors or management team, to be
characteristic of family business. Bartholomeusz and Tanewski (2006) find that,
because of their different corporate governance structures, family firms have a
greater propensity to lead to performance differential. Furthermore, Takashi et al.
(2012) find that the monitoring and long-term orientation lead to better quality of
accounting disclosure compared to that of other companies. In contrast, other
researchers have found family business corporate governance needs greater
attention for higher transparency (Al-Akra & Hutchinson, 2013; Chau & Gray,
2010). Chau and Gray (2010) found that having an independent chairman has an
influential impact on mitigating the influence of family members in the business

decision-making process. Similarly, Huafang and Jianguo (2007) find that having
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more independent directors in a concentrated ownership business leads to an

increase in the volume of voluntary disclosure.

The arguments for weaknesses and strengths in family-owned companies can be
attributed to the voluntary disclosure advantage and disadvantage factors
respectively (Salvato & Moores, 2010). For the purpose of this research, the
uniqueness of listed family-owned firms is set against nonfamily firms in the same
country to further examine the drivers behind voluntary disclosure in listed family-
owned companies in Malaysia. Given the overview of Malaysia’s overall political
and social landscape in chapter 2, this research will examine the influence of
regulatory changes in the capital market, accounting systems, and corporate
governance to identify the level of voluntary disclosure practices in companies’
annual reports. This research will also demonstrate that in-depth studies on listed
family-owned companies are scarce and difficult to locate. It is the intention of this
thesis to fill these gaps and to contribute to a better understanding of the problem
with regard to the level of voluntary disclosure practices in listed family-owned
companies. The next chapter will outline the methodology adopted for this study in
order to establish the logical link between the study’s objectives, data generation,

and analysis.
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CHAPTER FOUR

RESEARCH METHODOLOGY AND METHODS

4.1 Introduction

This chapter provides a brief introduction to the research methodologies and
methods available in the literature and to those that could help the researcher in
developing a suitable research methodology and methods to undertake the current
study. Chapter 1 of this thesis earlier presented the research philosophies,
approaches, and design adopted and used to achieve the research objectives. That
chapter also justifies the methodological choices made for the current study (Byrne,
2001; Laughlin, 1995).

Chapter 4 now discusses in detail the research methods chosen and applied in this
study, including the research preparation phases, the data collection and sample
selection process, and the research instruments and procedures followed. In
addition, this chapter outlines the data analysis techniques adopted in the present

study.

The chapter is organised as follows. Section 4.2 explains in detail the research
methodologies and methods available in the literature. Section 4.3 discusses the
background of the researcher in order to reflect the philosophy underlying the
research. Section 4.4 introduces the paradigm and methods chosen for the research.
Section 4.5 discusses the research methods, including the research preparation,
methods for data collection and analysis, as well as data interpretation. Finally, this

chapter ends with a summary in section 4.6
4.2 Methodology

4.2.1 Background to the methodological framework

The choice of a suitable methodology is made on the basis of the ontological and
epistemological assumptions about the aspect of reality being investigated and the
best approach to gain access to its nature (Burrell & Morgan, 1980; Byrne, 2001,
Laughlin, 1995; Modell, 2010; Zagzebski, 2009). Ontology relates to the nature of
reality and its characteristics. Ontology, therefore, refers to how a researcher
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embraces the idea of reality. On the other hand, epistemology refers to the
relationship between the researcher and the participants being studied.
Epistemology is a concept where knowledge is gained and obtained through what
the observer sees and experiences; thus, knowledge can come from different
perspective (Hines, 1988; Morgan, 1988; Robson, 1992; Zagzebski, 2009).

Given this thesis is situated within the accounting discipline, it is important for it to
gather information from external perspectives. Knowledge gained from different
perspectives can lead to a better understanding of the epistemology (Modell, 2010;
Morgan, 1988; Zagzebski, 2009). The epistemological process can also help the
researcher to recognise, understand, and highlight the hindrances that perspective
imposes in the generation of knowledge (Hines, 1989; Morgan, 1988; Zagzebski,
2009). In the accounting context, the idea of viewing accounting practices, and
managers’ behaviour from external perspectives is still under researched and has
received rather scant attention, particularly in emerging countries (see, for example,
Ghazali, 2008; Kuasirikun, 2005; Qu et al., 2012; Sharma & Davey, 2013).

To arrive at an understanding of the voluntary disclosure practices in Malaysia, it
is important to explore the multiple influences that both external factors (i.e., the
country’s background, regulatory changes, and social culture), and internal factors
(i.e., a company’s corporate governance) have within Malaysian companies.
Studies of managers’ decision-making proliferated in the late 1970s and early
1980s, and marked an extant change in accounting and organisational studies
generally (Burrell & Morgan, 1980; Smircich, 1983). Roberts and Scapens (1985)
in their study stated one can understand the accounting practice through
investigating it in terms of different situations, persons, its origins, and
consequences. Roberts and Scapens (1985) suggest that this approach would enable
the researcher to elaborate upon the accounting system and structure, as well as the
organisational culture, in a more specific area such as shaping and maintaining

particular patterns of accountability within organisations.

Drawing upon Roberts and Scapens (1985) assumptions on the nature of
accounting’s system and organisational culture, a researcher’s assumptions about
the worldview that guides his/her methodology are based on interrelated sets of

assumptions regarding ontology, human nature, and epistemology. Table 2 provides
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a general overview of the relationships between ontology, human nature,
epistemology, and methodology that have evolved over time. Thus, researchers’
views and belief systems can be viewed as worldviews that guide them in the
research process (Burrell & Morgan, 1980; Guba, 1990; Laughlin, 1995; Modell,
2010).

Table 2. Network of basic assumptions characterising the subjective — objective

debate within social science.

Objectivist Subjectivist
Ontological reality as a | reality as a | reality as a | reality as a | reality as a | reality as a
assumptions concrete concrete contextual realm of | social projection of

structure process field of | symbolic construction human
information discourse imagination
Assumptions researcher asa | researcheras | researcher as | researcher as | researcher as a | researcher as pure
about human | responder an adaptor an an actor, the | social spirit,
nature information symbol user constructor, the | consciousness,
processor symbol creator | being
Epistemologic | to construct a | to study | to map | to understand | to understand | to obtain
al stance positivist systems, contexts patterns  of | how  social | phenomenologica
science process, symbolic reality is | | insight,
change discourse created revelation
Research lab historical contextual symbolic hermeneutics exploration  of
methods experiments, analysis analysis  of | analysis pure subjectivity
surveys Gestalten

From “The Case for Qualitative Research,” by G. Morgan and L. Smircich 1980,.
Academy of Management Review, 5(4), 491-500.

This table also illustrates a broader worldview approach to the investigation of
social science disciplines rather than simply providing two discrete paradigms i.e.,
the positivist versus the constructivist (Creswell, 2012; Johnson & Onwuegbuzie,
2004; Morgan & Smircich, 1980).

As a result of researchers continuously seeking for and debating research
worldviews, pragmatism has risen to prominence across multiple disciplines
(Feilzer, 2010; Morgan, 2007). Pragmatism draws from both dominant ways of
thinking: the objectivist and subjectivist. According to Creswell and Plano Clark
(2011), the pragmatic researcher is free from both mental and practical constraints.
The approach avoids the contentious issue of truth and reality, and enables a

researcher to solve problems in the real world (Creswell & Plano Clark, 2011).

Pragmatism acknowledges that the world is an experiential world with different

elements — some objective, some subjective, and some a mixture of the two
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(Creswell, 2014; Johnson & Onwuegbuzie, 2004). The pragmatic view contains a
blend of the stable and a number of layers of analysis process in its aim for the truth
(either in objective or multiple, relative realities). Regardless of the type of truth
obtained, pragmatism attempts to produce knowledge that best corresponds to, or
represents, reality (Johnson, Onwuegbuzie, & Turner, 2007; Morgan, 2007;
Tashakkori & Teddlie, 1998). This view suggests that pragmatists are concerned
with the practical use of knowledge, and thus would adopt the ways and methods
most suitable for the researched phenomenon.

Scholars who support the pragmatic approach believe that both quantitative and
qualitative methods are compatible and enable researchers to utilise both methods
optimally (Cibangu, 2010; Creswell, 2012; Creswell & Plano Clark, 2011,
Tashakkori & Teddlie, 2002). Pragmatists believe not only that both quantitative
and qualitative methods are compatible, they also believe that is best to use the most
appropriate methods based on the research questions posed (Creswell, 2012;
Tashakkori & Teddlie, 1998). However, this stance does not indicate that
quantitative and qualitative methods are mutually exclusive. A researcher can use
a combination of both quantitative and qualitative methods in order to make use of
the strengths of each in an appropriate place. Scholars such as Tashakkori and
Creswell (2008) who subscribe to the pragmatism approach argue that research on
any given question, at any point of time, falls somewhere on the research cycle.

Figure 2 depicts the research cycle.
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Figure 2. A research cycle: Cycle of scientific method.
From Mixed Methodology: Combining Qualitative and Quantitative Approaches
(Vol. 46), by A. Tashakkori and C. Teddlie, p. 25.

The mixed methods approach has gained popularity in various areas of social
science research including accounting and management accounting (Grafton, Lillis,
& Mahama, 2011; Modell, 2010). The growth of the mixed methods approach in
accounting research can be seen in the numbers of empirical studies conducted
(Elijido-Ten, 2007; Elsayed & Hoque, 2010; Graham, Harvey, & Rajgopal, 2005;
Hooks et al., 2002; Lee, 2012). The mixed methods approach enables researchers
to complement quantitative and qualitative approaches respectively. According to
Grafton et al. (2011), the mixed methods approach allows researchers to extend
their findings beyond those evidenced using a single method. The use of mixed
methods may also identify empirical flaws that might otherwise be overlooked, and
may establish confidence to quantify findings from different perspectives of the
research (De Silva, 2011; Modell, 2005).

Modell (2010) argues that through bridging both the positivist stream and
constructionist paradigm mixed methods help researchers in analysing findings.
The mixed methods approach enables the researcher to articulate between
theoretical propositions and their interfaces with complementary explanations.
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Furthermore, Grafton et al. (2011) contend that data obtained through mixed
methods are richer and deeper and can lead to valuable divergent findings. The
combination of quantitative and qualitative techniques serves to clarify meaning by
identifying different ways the phenomenon is being seen (see also, De Silva, 2011).

The emergence of mixed methods has opened new avenues for researchers. For
years, the choices of research approaches were strictly dichotomous: either
quantitative or qualitative design (Johnson & Onwuegbuzie, 2004; Tashakkori &
Teddlie, 1998). In today’s accounting literature, a number of scholars now accept
that debates over paradigms are at an end, and a wide range of methodologies are
accepted as valid by researchers (see, Creswell, 2014; Grafton et al., 2011; Johnson
& Onwuegbuzie, 2004; Tashakkori & Teddlie, 1998). Tashakkori and Teddlie
(1998) classified contemporary methods into three categories including:

a. The monomethod (also known as monostrand) or purist era, where a
researcher can adopt a purely quantitative or qualitative approach

b. The mixed methods approach where quantitative and qualitative approaches
are combined into a single study

c. The mixed methods approach where both quantitative and qualitative
techniques are combined within the different phases of the research process

or constitute a distinct continuum through from data collection to analysis.

Tashakkori and Teddlie (1998) further recommended several taxonomies for mixed
methods designs and mixed model designs (see also, Creswell & Plano Clark,
2011). There are sequential studies (involving two phases), parallel/simultaneous
studies, equivalent status designs, dominant/less dominant studies, and multilevel
designs. Creswell and Plano Clark (2011) outlined two basic types of mixed model
procedures but with different designs. Creswell and Plano Clark (2011) labelled

these models as follows:

a. Sequential (explanatory/exploratory/transformative): This procedure is
used when a researcher seeks to elaborate or expand on the findings of one
method with another.

b. Concurrent: Here a researcher combines both quantitative and qualitative

data so as to provide comprehensive analysis and findings for a research
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problem. A researcher who undertakes this design can simply validate and
substantiate the findings. This concurrent procedure can be applied to
various triangulation techniques as referred to by other authors (such as,
Greene, Caracelli, & Graham, 1989; Leech & Onwuegbuzie, 2009; Small,
2011).

In addition to those two mixed model procedures, Creswell and Plano Clark (2011)
also added transformative procedures. Transformative procedures are those in
which a researcher uses a theoretical perspective within a design that encompasses
both guantitative and qualitative data. The evolution of the pragmatism paradigm
led Tashakkori and Teddlie (1998) to suggest that a further aspect (i.e., causal
linkages) could be introduced into the four predominant paradigms for
consideration when researchers are deciding on the methods to employ in their

research. The aspects of these four paradigms are detailed in Table 3.

Table 3. Paradigm comparison in behavioural and social science.

P A R A D | G M S

Positivism Postpositivism Pragmatism Constructivism
Method Quantitative Primarily Quantitative + | Qualitative
quantitative Qualitative
Logic Deductive Primarily Deductive  + | Inductive
deductive Inductive
Epistemology Objective Modified dualistic | Both objective | Subjective
dualistic and subjective
Axiology Value-free Values may be | Value Value-bound
controlled considered.
Chose the
results that fit
best
Ontology Naive realism | Critical External Relativism
Transcendental reality — Best
outcome
Causal linkages | Real  causes | Some lawful | There may be | Everything is
temporally stable causal simulations
precedent to or | relationships. relationships shaping
simulations Cause are | but we never | everything else —
with effects probabilistic and | know them Cannot distinguish
change over time difference
between cause and
effects

From “Mixed Methodology: Combining Qualitative and Quantitative Approaches
(\Vol. 46), ” by A. Tashakkori and C. Teddlie, p. 23
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4.3 Background of the researcher in the research

This section introduces the researcher’s background to clarify her position in this
research. After Malaysia’s independence in 1957, cultural dimensions in terms of
values and ideas such as education, communications, and language emanating from
the Western society began to spread into the local societies (including the researcher
herself) (Lee, 2004; Siddiqui, 2012). Within the context of societal living, this
phenomenon is one of a globalisation process, which has led societies to become
more flexible and adaptive. According to Riahi-Belkaoui (1995) amongst others,
the growth in education, language, laws, politics, and social organisation indicates
that all societies in general and organisational behaviour are actually responding to
the changes. For example, the democratic government style adopted by one country
has changed and responded to some sociopolitical aspects such as human rights and
governance (see, for example, Ali, Lee, & West, 2008; Siddiqui, 2012; Stafford,
1997). The changes in socio and political aspects have enabled the nation to respond
to technological, sociological, and economic developments.

Being a Malay-Muslim female, the researcher was raised by an Islamic family.
Born in Malaysia with its multiracial population, both Islamic teaching and
Westernised culture were inculcated in some ways into the researcher’s upbringing.
Along with Malaysia’s multicultural heritage of other religions such as Buddhism,
Christianity, and the philosophies of Hinduism, the Malaysian education system

enabled the researcher to adapt to and follow the current changes in daily activities.

As a result of these influences, the researcher believes that everything that exists
and happens has a definite objective and has been destined. This social world is a
field of ever-changing form and activity based on the transmission of information.
Consequently, form and activity in a given time reflect a pattern of differences that
have become part of the basis of learning and the principles of a human being. It is
important to note that whether a researcher is a Muslim or otherwise, the religious
values and culture that have been inculcated into individuals can influence their
response to certain events. However, this internal landscape differs due to human

perceptions, views, and choices made in different situations.
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The researcher believes that the nexus between belief and action can be understood
and interpreted in many ways. The way in which belief is interpreted is influenced
by different spheres of human existence (see, for example, Haniffa & Cooke, 2005;
Rashid & Ho, 2003; Storz, 1999). Cultural beliefs, norms, values, and context can
affect the way people approach ethical decisions relating to politics and business
(Jaggi & Low, 2000; Mir et al., 2009; Riahi-Belkaoui, 1995). In politics, for
instance, this nexus would mean taking an ethical approach to power. In the
economy, it would mean a more ethical approach to profits, and producing and

marketing goods and services.

A fusion of Muslim and Westernised values, as well as the implication of living in
a multiracial society, have influenced the researcher’s cognitive thinking and views
about how the world operates. The researcher believes that the integration of these
background factors serves as a valuable tool for elucidating a deeper understanding
of the potential issues in this thesis and enhancing her competency as a researcher.
These factors also enable the researcher to fit within the framework of other
societies’ beliefs, enabling her to balance her view and acceptance of change.

The researcher holds to the philosophical stance that reality is a fact but that the
human brain interprets and analyses facts in different ways on the basis of each
person’s previous experiences and history (Hines, 1988; Tashakkori & Teddlie,
1998). In describing the existence of reality at a certain point in time, the
interpretation and view given by an individual can be constructed into another
reality, an imagination (Hines, 1988). The imagination is only recognised and
acknowledged when it becomes real, for example, when a research hypothesis for
unknown or untested material is suggested. This hypothesis can only be accepted
or rejected at a certain value of significance when based on an examination of the

findings.

Reality is structured on the basis of how the brain organises and analyses what an
individual sees. Thus, the brain will organise and analyse knowledge, experiences,
and history. While this reality is organised, it is not fixed or limited and it can
change if new information emerges to modify previous experiences (Hines, 1988;
Laughlin, 1995; Tashakkori & Teddlie, 1998). Therefore, it can be argued that a
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systematic mechanism can be used to measure and communicate the overall picture

of the reality.

As discussed above, the researcher believes that a researcher should have the
freedom to select any research methods to achieve the current research objectives.
In this case, those are to measure the volume of voluntary disclosure, and the factors
that influence managers in making the disclosure decision (Johnson &
Onwuegbuzie, 2004; Laughlin, 1995; Tashakkori & Teddlie, 1998). The researcher
uses both quantitative and qualitative methods in the current study. She believes
that a combination of both methods is the most appropriate means to produce the
desired results. Table 4 illustrates the researcher’s view of each philosophical

stance.

Table 4. Researcher’s view on philosophical assumptions.

Philosophical Researcher’s view on each philosophical assumption

assumptions

Ontology Reality as a contextual field of information

Epistemology Subject to the researched phenomenon; both objective and subjective

points of view are accepted — researcher map contexts

Axiology Issues or problems in this world are created by the human mind
(consciousness), and no research study can be free from the

researcher’s value and biases - researcher as an information processor

Methods Any ways and methods that are most suitable for the researched
phenomenon are appropriate. These can be either solely quantitative or
qualitative (monomethods); a combination of both quantitative and
qualitative (either equivalent, dominant/less dominant or, multilevel

approaches).

Taken from “Mixed Methodology: Combining Qualitative and Quantitative
Approaches (Vol. 46),” by A. Tashakkori and C. Teddlie, 1998 and modified for

this research.

Having addressed the philosophical stance held by the researcher for this thesis, the
next section of the chapter presents the fundamental background to research

methodology in order to indicate how the research methods decision was arrived at.
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4.4 Pragmatism paradigm and methods used for this research

This study utilises a pragmatic approach in order to investigate differences on the
level of voluntary disclosure and the driving factors for additional information that
exist in Malaysia’s listed family-controlled companies. A number of studies on
voluntary reporting have employed a pragmatic approach to address the research
problem, and have used various approaches to understand the problems (such as
Belal et al., 2013; Campbell, 2004; Campbell & Abdul Rahman, 2010; Campbell
& Slack, 2008; Gray, 2013).

The rationale for this present research’s use of a pragmatic approach rests largely
on the premise of the thesis’ research objectives. Because the voluntary disclosure
practices involve the individual’s perceptions and decisions, the pattern of the
practices and volume of information disclosed may vary due to social, political, and
economic factors. In order to investigate the disclosure pattern, a longitudinal
research approach was used to measure the pattern of change, and to obtain factual
information (Campbell & Abdul Rahman, 2010). Therefore, the mixture of both
quantitative and qualitative data and analysis can be seen as appropriate methods
for use in this research. An outline of the study’s methodological approach is

provided in Figure 3.
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Figure 3. Outline of methodological design employed in this research.

“Mixed Methodology: Combining Qualitative and Quantitative Approaches
Tashakkori and C. Teddlie, 1998 (Vol. 46),” by A. Tashakkori and C. Teddlie,
1998, p. 127, and “Designing and Conducting Mixed Methods Research, ” by J. W.
Creswell and V. L. Plano Clark, 2011, p. 63 and modified for this research.

The methodological approach illustrated in Figure 3 was developed on the basis of
a transformative procedure described by Creswell and Plano Clark (2011). Data
obtained in phases one and two form an essential part of the research as the analysis
of these data will be transformed into a reasoned explanation of the level of
voluntary disclosure in the annual reports. The procedures in both phases allow the
disclosure practices among listed family-firms to be analysed from institutional and
social contract perspectives. The next section of this chapter will present the
application of thesis” mixed methods in line with available and appropriate research

methods.
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4.5 Research process

The research process involves creating a general plan and direction for how the
research will be carried out and presented in order to achieve its particular purposes
and objectives. The process involves the formulation, execution, and analytical
phases. It comprises several steps and it indicates the research methods that will be
employed. Figure 4 illustrates the research process of this study. Each phase is
presented in order.

— Research

O preparation

1) .

_C - Define research

Q. interest: Review
literature and identify o
issues - Identification of - Findings from

voluntary disclosure previous studies

items

Data collection ™M Results
and analysis interpretation

)
(2]
* Quantitative _CCU - Identified theoretical
methods Q. framework

- Identifiy research

objectives

. - Preconsultative
- Determine research

methods > SIS >
- Delphi technique

- Content analysis of
annual reports

- Statistical analysis

* Qualitative methods

- Semistructured
interviews

Figure 4. Research design in this study.

4.5.1 Phase 1: Research preparation

Research interest definition

The issue of voluntary disclosure in companies’ annual reports is one of the most
exigent matters faced by stakeholder (Broberg et al., 2010; Cahan, Rahman, &
Perera, 2005; Eng & Mak, 2003; Patelli & Prencipe, 2007; Qu et al., 2012; Qu et
al., 2013; Uyar & Kilig, 2012; Wang et al., 2013). The vast majority of these studies,

however, have been conducted in Western countries rather than emerging countries
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like Malaysia. Haniffa and Cooke (2002), and Ibrahim and Abdul Samad (2011)
pointed out that listed family-owned companies have a strong relationship with
voluntary disclosures. However, since neither of these studies focused on voluntary
disclosure and family-owned companies as the subject of the research, this
circumstance demonstrates that research into family-owned companies is still
lacking in Malaysia. It is, therefore, important to have a better understanding of the
current state of voluntary disclosure in listed family-controlled companies in the
Malaysian context since this type of company constitutes about 43% of all listed

companies on the main board listing on Bursa Malaysia (Amran, 2011).

The existing literature on voluntary disclosure practices in emerging
countries/developing countries spanning the period from 1990 to 2012 was

reviewed. A number of issues pertinent to the research interest were identified:

a. Empirical evidence shows that companies in emerging countries provide
less voluntary disclosure than their Western counterparts do (see, for
example, Akhtaruddin et al., 2009; Al-Akra & Hutchinson, 2013; Al-
Shammari & Al-Sultan, 2010; Ghazali, 2008; Hassan et al., 2009; Hossain,
2008; Hossain & Hammami, 2009).

b. The sample groups of companies used in previous studies were frequently
selected randomly from listed companies (Akhtaruddin et al., 2009; Al-Akra
& Hutchinson, 2013; Ali et al., 2007; Chau & Gray, 2010; Chen & Jaggi,
2000; Chen et al., 2008; Hashim, 2011; Ho, 2008; Hutton, 2007).

c. Factors relating to voluntary disclosure comprise the external and internal
aspects of an organisation. External factors consist of regulatory
frameworks, domestic law, culture, social influence and corporate
governance system enforcements. Internal factors include firm-specific
characteristics and board characteristics (Adams, 2002; Adhikari &
Tondkar, 1992; Archambault & Archambault, 2003; Broberg et al., 2010;
Chakroun & Matoussi, 2012; Chau & Gray, 2002; Haniffa & Cooke, 2005;
Meek et al., 1995; Ousama & Fatima, 2010; Qu & Leung, 2006; Qu et al.,
2013; Wang & Claiborne, 2008).

d. Empirical evidence documented that voluntary disclosure is subject to the
perceptions of the board of directors or managers (see, for example, Barako
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et al., 2006; Chau & Gray, 2010; Chau & Gray, 2002; Elsayed & Hoque,
2010; Lundholm & Winkle, 2006).

e. The self-constructed voluntary disclosure index approach has received little
attention as evidenced from the studies reviewed (see Elsayed & Hoque,
2010; Ghazali & Weetman, 2006; Haniffa & Cooke, 2005; Ho & Taylor,
2013; Jaffar et al., 2007; Ousama & Fatima, 2010; Qu & Leung, 2006; Qu
etal., 2013).

Research objectives identification

The objectives of this research are:

a. To develop a disclosure index, from stakeholders’ perspectives, for
assessing the nature and extent of information disclosed in listed Malaysian
family-controlled companies’ annual reports, and to incorporate a voluntary
disclosure framework within the disclosure index

b. To identify the drivers behind voluntary disclosure in listed Malaysian
family-controlled companies

c. To review and discuss with users and preparers the findings on voluntary

disclosure practice in Malaysia.

Determination of research methods.

The research methods were determined by the research objectives. The details of

the methods for this research are described in the following section.

4.5.2 Phase 2: Data collection and analysis

The research employed a sequential explanatory design of inquiry in that
quantitative data were collected and analysed to identify the level of the voluntary
disclosure. Qualitative interviews were then conducted to provide further insights
into the findings. More specifically, data from the companies’ annual reports and
databases (quantitative data) were collected and analysed to identify the factors
associated with the level of voluntary disclosure. The interviews with top
management executives (qualitative data) were useful to explain the driving factors,
and provide insights into the preparers’ attitude towards voluntary disclosure in the

annual reports. This sequential explanatory design is appropriate for the current
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study as it allows explanation and interpretation of the findings of the study,
particularly in the case of unexpected results arising from the quantitative analysis

(Creswell, 2014).

This research employed three different data collection techniques: Delphi approach,
content analysis, and interview. These techniques were used in order to complement
the results obtained by both quantitative and qualitative methods. Figure 5

illustrates the process and phases employed in this current study.

¢ Development of voluntary disclosure index

e Selection of voluntary disclosure

¢ Delphi rating for the importance of the voluntary
disclosure index

e Construction of scoring scheme for coding scheme

* Pilot test for coding scheme

 Annual reports content analysis

e Sample selection: 30 (i.e., 15 family-controlled and 15
nonfamily-controlled companies) of the largest 150
companies that are listed in Bursa Malaysia's main market

e Evaluation and scoring of the annual reports (from 2009 -
2013) of sampled companies

e Data analysis - Quantitative and qualitative data

e Quanititative: (a) The comparative results examining the
level of voluntary disclosure items provided by the sample
companies from 2009 until 2013, (b) Companies' attributes
and the level of voluntary disclosure

¢ Qualitative: Discussion with interview participants

Figure 5. Summary of data collection and analysis processes in phase 2.

The quantitative and qualitative methods used in both the data collection and

analysis phases are discussed in the sections that follow.

Stage 1: Development of voluntary disclosure index

As explained in section 4.5.1, phase 1 comprised the processes involved in the
development of the voluntary disclosure index. The disclosure index was then used
to examine the level of voluntary disclosure in the annual reports provided by
Malaysia’s listed companies. The procedures undertaken in the development of the

voluntary disclosure index are explained in detail in chapter 5.
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The development of the voluntary disclosure index involved three major stages.
Both quantitative and qualitative methods were employed. In an effort to enhance
and determine the relevance of the current research framework’s voluntary
disclosure items compared with those of earlier studies, a preconsultative procedure

with 12 stakeholders was carried out before the actual research work commenced.

Second, the Delphi technique was employed in order to validate the list of voluntary
disclosure items obtained from the preconsultative procedure. To validate the
disclosure items, 40 panel members were approached. All panellists were required
to give a rating on the importance of each voluntary disclosure item presented in a
questionnaire. A 5-point Likert rating scale (1-5) was used, in which 1 indicates
least favourable; 2 indicates less favourable; 3 indicates of intermediate importance;
4 indicates important; and, 5 indicates the item is highly important. In this research,
respondents also had the option of choosing 0 which indicated ‘not applicable’
(N/A) if they had no opinion about the item. All rating points given for each item
were summed and divided by 40 (the total number of panel members) to obtain a

mean scale of importance for each item.

This Delphi approach took two rounds for confirmation. In the first round, face-to-
face meetings were carried out. During this first meeting, an interview and
discussion session were also conducted. The procedure allowed the panellists to
explain their reason/s for giving a particular rating to an item. The researcher was
also able obtain the panellists’ views and perceptions towards the current practices
of voluntary disclosure in the companies’ annual reports. The second round
involved email and telephone conversations to confirm the ratings given for each

item, so that the voluntary disclosure items could be finalised.

The next step was to create the scoring criteria for the coding scheme. The scoring
criteria for the coding scheme were developed in order to assess the reliability and
validity of the disclosure index. This process involved two pilot tests. The aim of
the pilot tests was to assess and ensure the reliability of the scoring criteria of the
voluntary disclosure index. First, the index was tested on six companies listed on
the Bursa Malaysia main board. Two assessors were involved in this process. Data
from both assessors were compared using Kripendorff analysis to establish the
appropriateness of the disclosure index. Several amendments to the technical
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guidelines were made after the first pilot test, but no major changes were required
for the disclosure index. The second pilot test was carried out to test the coding
scheme and disclosure index once again. The purpose of the second pilot test was
to ensure that no further amendments to the coding scheme would be necessary.
Following Krippendorff (2004), and Guthrie, Petty, Yongvanich, and Ricceri
(2004), for reliability and validity purposes, a test-retest procedure was conducted

to ensure that the coding scheme would be ready for use.

Stage 2: Content analysis of annual reports

The second phase executed in this current study was a content analysis of 150
annual reports of 30 listed companies in Malaysia from 2009 to 2013. This phase
involved two procedures: the selection of family-controlled and nonfamily-
controlled companies in Malaysia, and content analysis of their annual reports.

Listed family-controlled companies were chosen as the main focus in this study
because, first, family-controlled companies comprise the largest proportion in the
share market, particularly in an emerging country like Malaysia. As noted in chapter
2, a study by Amran and Ahmad (2011) found that about 690 companies listed on
Malaysia’s main board are run by families. These companies are considered to be
the top companies and to have higher performance than others. Most of the family-
controlled companies constitute the richest family businesses. Many of them are not
only the leaders but also the highest performers in their respective industries and
sectors. Thus, the influence of these companies could be considered as an ideal

indicator for the evaluation of the level of voluntary disclosure in annual reports.

Second, these companies are often known for their complex ownership type in the
context of business management, particularly in relation to their governance
system. As pointed out by Miller and Le Breton-Miller (2006, p. 83), family
businesses have “so many disputes about the behaviour and performance.”
Disputes around matters related to governance could also influence the corporate
reporting tradition which can be markedly different from that of nonfamily-
controlled companies (see also, Ali et al., 2007). The involvement of family
members in a business has been identified as one of the factors affecting company
practices and decision-making. A family business can comprise several generations

of the family, levels of individual knowledge, and culture and belief values. The
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combination of these elements can influence and shape the preferences of a founder
or owner of the company because of the family’s values and obligations.
Additionally, a family business owner might give higher priority to family rather

than to the company’s financial returns in order to maximise his overall benefit.

Finally, as described in chapter 3, this research recognises the effect of managers’
behaviour as regards voluntary disclosure, particularly in family-controlled
companies. As substantial shareholders'? in a family-controlled company have the
ability to control the amount of additional information beyond the mandatory
information required by the public, the decision to disclose or not to disclose is their
prerogative. However, given these companies are among the best performers, they
tend to respond to the effects of social beliefs and values embedded in the
organisational environment as well as the institutional pressure in the business
context (Ferndandez & Nieto, 2005; Sharma, 2004). As most of the sample
companies are their industries’ top performers, it was expected that the level of

voluntary disclosure in their annual reports would have improved over time.

Ownership structure

In order to select the sample of companies, the ownership structure and control of
a company were identified on the basis of individual/institutional controlling
interest and rights in a company. For the purpose of this study, the ownership
structure refers to a situation where the managers (the board of directors) are the
main shareholders of the company. Company shareholders refers to the controlling
interest and rights of the individual/institutional in a company. This aspect is often
defined in accordance with a country’s national act, and the International Financial
Reporting Standard (IFRS). The definition of control is explained under IFRS 10.
The standard states that control must comprise three elements: (a) power over an
investee, (b) exposure, or rights, to variable returns from an investee, and, (c) the
ability to use power to affect the reporting entity’s returns. The standard further
indicates that the individual/institution can have power over a company (investee)
even if the individual/institution holds less than 50% of voting rights in the

company. However, the power to direct the relevant activities of the company can

12 A person in the company is deemed to have an interest, when he/she is entitled to exercise or control the
exercise of not less than 15% of votes from the total voting shares in the company ((Malaysian Companies Act,
1965 Section 4 C & 122 A)
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be exercised separately (unilaterally) by an individual/institution. Under IFRS 10,
power arises either individually or in combination, from rights: (a) in the form of
voting rights or potential voting rights, (b) to appoint, reassign, or remove members
of key management personnel in any part of the investee (company), and, (c) to
direct the investee (company) to enter into or make changes to transactions for the

benefit of the investor®s,

Consistent with IFRS 10, in the Malaysian context, control is defined as the
authority over the course of action of a company (Amran & Ahmad, 2013; Loh &
Zin, 2007; Rasiah, 2012). Citing Schleifer and Vishny’s (1997) study, Rasiah
(2012) says there are two elements that make up ownership structure: first,
ownership concentration, and second ownership composition. Ownership
concentration typically explains the distribution of power between the board of
directors and shareholders, while ownership composition describes the people or

individual/s who belong in the controlling group (Rasiah, 2012).

Every company incorporated in Malaysia must have at least two directors who may
or may not have a controlling interest in the company (Malaysian Companies Act,
1965). A person is deemed to have an interest in the company when he/she is
entitled to exercise, or control the exercise of, not less than 15% of the votes of the
total voting shares in the company (Malaysian Companies Act, 1965 Section 4 C &
122 A). The Malaysian Companies Act, 1965, section 5, subsections (1) and (2),
and 6A, subsection (4) define ‘control’ as ... a person who controls more than half
of the voting power...” and “holds more than half of the issued share capital of the
corporation.” The term is used to demonstrate the ultimate and significant
influences and rights of that individual or group of people.

In Malaysia, many family-controlled companies hold both a large stake of equity
as well as key management positions in their organisations. In other words, both
ownership and control are not separated in these companies (see, for example Fan
& Wong, 2002; Johnson, Boone, Breach, & Friedman, 2000; Rasiah, 2012). Control

is often referred to as a shareholder with the ability to exercise “significant control”

13 http://www.ifrs.org/Current-Projects/I ASB-Projects/Consolidation/Consol-disclosure/IFRS-10-
Consolidated-Financial
Statements/Documents/IFRS1012_ConsolidatedFinStatementsDisclosure_UpdatedJanuary2012.pd
f
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through votes or the shareholding proportion of equity (Ibrahim & Abdul Samad,
2011). The criterion was also used by La Porta and Shleifer (1999), Claessens et al.
(2000), and Ibrahim and Abdul Samad (2011) on the basis that corporate ownership
structures in Malaysia are associated with indirect/substantial ownership.

To identify the shareholding proportion, the fraction of equity ownership can be
calculated by referring to the direct and indirect/shareholdings of the family
members. These proportions can be extracted from the annual reports. The details
of the sum of shares owned, directly or indirectly, by a shareholder can be found
under the shareholders’ statistics or substantial shareholders section in the annual
reports required by the Malaysian corporate governance best practices (Ibrahim &
Abdul Samad, 2011; Punitharaja, Zulkafli, & Masron, 2011; Wan Nordin, 2009).
Furthermore, the Malaysian Code on Corporate Governance requires all Malaysian
publicly listed companies to disclose: (a) the significant or substantial shareholders
owning more than 5% of issued shares, (b) the top 30 shareholders and respective
sizes of their shareholdings and, (c) the family relationships between major
shareholders, directors and/or top executives (Ibrahim & Abdul Samad, 2011; Ishak
& Napier, 2006; Punitharaja et al., 2011). In other words, the ownership and control
of the company will be determined by the percentage of shares and equity being

held in the company.

A family-controlled company must satisfy three requirements:

a. the family has (direct and indirect shareholdings) of a minimum of 30% of
voting rights in the company in the Malaysia context; 20% of voting rights
to be sufficient to give effective control of a company (Hashim, 2011;
Ibrahim & Abdul Samad, 2011; La Porta & Shleifer, 1999),

b. the family must be a substantial shareholder (Hashim & Devi, 2009), and

c. at least two family members on the board must have executive authority
(Ali et al., 2007; Hashim, 2011; Hashim & Devi, 2009; Ibrahim & Samad,
2010).

Among the 150 listed companies, only 15 met the criteria and they are the top
family-controlled companies that contribute to Malaysia’s gross domestic product

(GDP). As noted in chapter 2 of this thesis, 69.5% of the companies listed on the
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main board are owned by a number of different families. These families also owned
more than 50% of controlling shareholdings in other companies listed on Bursa

Malaysia. Therefore, these 15 companies were used as the research sample.

Since the aim of this research is to identify the differences in the level of voluntary
disclosure in listed companies using a longitudinal analysis, an additional 15
nonfamily-controlled companies were selected and paired with the sample of
family-controlled companies for comparative purposes. The selection of these
companies was based on the number of years they had been listed on the Bursa
Malaysia (i.e., must have been listed for more than 10 years). The other criteria
were that the companies operated in a similar type of industry, and that each
company’s market capitalisation was within the range of the selected sample of
family-controlled companies as at 31 December 2013. The annual reports of these

30 companies were manually collected.

Some public companies were excluded from the sample. These were financial firms
such as banking, insurance, and companies in sectors such as oil and gas, marine
hull, and leasing companies because they use sector-specific accounting principles.
Their financial statements are, therefore, not comparable with those of other
economic sectors (Ibrahim & Abdul Samad, 2011; Ibrahim et al., 2008; Ibrahim &
Samad, 2010). The activities of the insurance and banking industries are, for

example, heavily influenced by regulatory requirements.

The second step carried out under Stage 2 was to evaluate and score the content of
the annual reports of the sampled companies in order to determine the level of
voluntary disclosure. The study adopted a qualitative method known as content
analysis to quantify the data. Content analysis is a method of codifying the text
(content) of an annual report into several categories according to specified criteria
(Beattie & Thomson, 2007; Campbell & Abdul Rahman, 2010). It is used to make
valid inferences from the text. Different researchers can thus analyse the same
phenomenon in different contexts. According to Krippendorff (2014, p. 18),
“content analysis is a research technique for making replicable and valid inferences
from texts (or other meaningful matter) to the contexts of their use.” Content
analysis was chosen in this thesis because this approach relates integrally to the first
objective of the research.
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The “text unit” of analysis used in the current study was at the level of phrase,
clause, or theme (Campbell & Abdul Rahman, 2010). Using the sentences and
paragraphs of the annual reports, the researcher coded sentences as possessing one
theme with several subcategories of information. The coder was required to assess
the content in the annual reports based on the meaning of the sentences in relation
to the index using a coding scheme. Here a 5-point scale (i.e., the 1 to 5 scale

developed and tested earlier in phase 1) and recorded in an Excel spreadsheet.

The content of the annual reports was then evaluated. Four sections were used: (1)
Chairman’s Statement or Statement to Shareholders, (2) Review of Operation or
Business Review, (3) Management, Discussions, and Analysis, and (4) Others —
Business Management and Operational Summary. For the purpose of evaluation, a
detailed Excel spreadsheet was created for each of the sampled companies. All the
voluntary disclosure indexes were inserted, and calculation formulas were
developed and added into the spreadsheet. All the data examined in each annual
report were carefully coded in order to ensure their credibility and consistency. The
completion of the annual report examination led to the final phase, that is, the data

analysis.

Stage 3: Data analysis

All data collected in this research were quantified and analysed in line with the
research objectives. This stage involved two procedures:

a. the statistical analysis of the coding data, and

b. analysis of interviews.

a. Statistical analysis.
In order to examine the level of voluntary disclosure practices, and the differences
in the disclosure categories against ownership type, several statistical tests were
used. Amongst others, univariate tests, significance test, and a post hoc test were
used to measure the level of voluntary disclosure practices. Tests were also used to
examine the association between the voluntary disclosure practices, company
attributes, and influence in family-controlled companies (i.e., numbers of family
members, generations to which family members belonged, and knowledge

acquired).
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Univariate tests such as cross-tabulation, one sample t test, and Chi-square analysis
were used to identify the tabulations included in a frequency distribution (Hair,
Money, Samouel, & Page, 2007). The one sample t test was used in this study to
determine the mean (average voluntary disclosure score) of the level of voluntary
disclosure practices for each item provided in all the companies sampled and to
identify any differences in the level of voluntary disclosure practices between
family-controlled and nonfamily-controlled companies. Finally, to describe a set of
relationships, a cross-tabulation using Chi-square was used.

Once the preceding two tests had been performed, the comparison of means in each
category of the voluntary disclosure category were assessed using ANOVA. The
means for all five categories were tested using the following attributes of each
company. They were (a) market value, (b) industry, and (c) ownership type.
According to (Hair et al., 2007), in order to use ANOVA, the variables used must
be categorical (i.e., nonmetric). ANOVA enables the researcher to reach a
conclusion on the statistical differences present between group means only.
However, it does not identify where the differences lie. For this reason, a follow-up
test known as a post hoc test was performed to assess significant differences
between group means. Post hoc tests are also widely utilised in many areas of the

literature (Hair et al., 2007). The analysis comprises:

¢ the results of average voluntary disclosure scores between categories
e the results of average voluntary disclosure scores between company

attributes.

A number of previous studies such as Chen et al. (2008), Akhtaruddin et al. (2009),
Ho and Taylor (2013), and Barako et al. (2006) performed correlation tests to assess
the relationship between the level of voluntary disclosures and companies’
attributes. Previous studies have frequently used this technique to assess the effect
of a company’s attributes on the extent of the different disclosure levels (see
previous studies by Akhtaruddin et al., 2009; Depoers, 2000; Owusu-Ansah, 1998;
Wallace & Naser, 1995). An alternative approach to Pearson correlation is
Spearman rho. The Spearman correlation was used to measure the association
between family-controlled companies’ attributes (i.e., number of family members,

generation of family members, number of Muslim directors, and knowledge
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acquired by family members). Since the data are nonparametric, the Spearman rho
is the appropriate correlation to calculate (Hair et al., 2007). The larger the
correlation coefficient, the stronger the level of association between the average
voluntary disclosure scores in each category and the family-controlled companies’
attributes. Results from the Spearman correlation enable the researcher to know

which category of voluntary disclosure is often emphasised.

b. Interview and discussion.

Interviews are one of the most commonly used research methods that researchers
employ for collecting primary data. They can be conducted with individuals or
groups, using face-to-face, telephone, email, or video (Bryman & Bell, 2011, p.
465). As noted earlier, the interview approach enables the researcher to gain insights
into an individual’s beliefs and his or her attitude towards a specific subject.
Interviews can be structured, unstructured, or semistructured. A structured
interview is based on an inflexible set of interview questions. Unstructured
interviews are also known as in-depth interviews; the interview begins with broad
questions, the interviewer then debates these with the interviewee in a general, open
manner. Subsequent interview questions are then very much dependent on the

answers given by the interviewees (Bryman & Bell, 2011; Hair et al., 2007).

A semistructured interview is a mixture of the structured and unstructured approach.
The interview is based on a list of questions on specific topics to be covered in it.
Interviewees are able to elaborate on certain points and raise specific questions or
topics (Bryman & Bell, 2011, p. 467). An additional advantage of conducting
semistructured interviews is that the views and opinions expressed during the
interview stem from a single source — the interviewee (DiCicco-Bloom & Crabtree,
2006). A common feature of the three interview methods is, therefore, that they
have more flexibility than printed questionnaire surveys do, and they give the
interviewees the chance to express their personal views and opinions in their own

words.

For the purpose of this study, a semistructured, face-to-face interview was carried
out, as this technique was seen as the most appropriate way to obtain accurate and

more detailed information from those involved in preparing companies’ annual
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reports. The semistructured interview method not only reveals and answers the
‘what’ and ‘how’ questions, but also places emphasis on exploring the ‘why’
questions (Bryman & Bell, 2011; Hair et al., 2007). Since the present study depends
on the data extracted mainly from the annual reports, the interview method provides
valuable supplementary information and explanations that cannot be found in the

annual reports themselves.

The interview respondents for this study were identified in three different ways: (a)
identified by the researcher on the basis of personal relationships and contacts, (b)
introduced by key respondents, and, (c) through snowballing, that is, one
respondent leading to another potential respondent. This approach resulted in 41
top management personnel involved in preparing annual reports agreeing to be
interviewed. Thirty-one interviews were conducted, along with two focus group
sessions. These groups comprised 4 and 5 people. To address ethical aspects,
interviewees were provided with a Participant Information sheet, and a Consent
Form (see Appendix B). A set of questions to be addressed were attached to these
ethical documents. Emails were sent to the participants in order to arrange an

appropriate interview meeting time and place. These were set by the participants.

At the beginning of each interview, the researcher introduced herself. She then
provided a brief overview of the research, and purpose of the interview. The
questions focused on the following topics: the participants’ understanding about
voluntary disclosure; the importance of disclosure items; and, factors or influences
in disclosure decision-making. The interviews took approximately 40 minutes each.
After permission had been granted, all the interviews were digitally recorded
(Harvey, 2011).

The Atlas.ti software program was used to transcribe and analyse the data. Content
analysis was used to analyse the interview transcripts. This process involved the

following steps:

Step 1 — Identify the main theme

Step 2 — Assign codes to the main themes

Step 3 — Classify responses under the main themes

Step 4 — Integrate themes and responses into the text of the report.
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4.5.3 Phase 3: Reporting results and interpretation

The analysis process carried out in phases 1 and 2 yielded a number of findings

regarding the level of and differences in voluntary disclosure in listed companies,

particularly family-controlled companies. This section highlights:

a.

the results relating to the level of voluntary information reported by sample
companies and interpretation of that information, based on the theoretical
framework established for this research.

the factors that drive these companies’ managers to disclose voluntary

disclosure. The results were interpreted using the interviewees’ information.

Therefore, the present research:

1.

acknowledges that regulations and enforcement are important in influencing
voluntary disclosure.

acknowledges that companies in emerging countries take a longer time,
compared to those in Western countries, to shift to a new corporate reporting
practice.

acknowledges that the evolution of common social values and culture can
influence the companies to disclose more of what is expected by the
stakeholders.

recognises the complexity of business management in a family-controlled
company (i.e., the governance system). This type of ownership is concerned
not only with financial returns but also with other nonfinancial aspects such
as identity, the ability to exercise family influence, and the continuance of

a family legacy.

4.6 Chapter summary

This chapter has discussed in detail the research methodology and methods

employed in the study to achieve the research objectives. It began by explaining the

research philosophy, approach, and strategy. It justified the reasons for the choice

of research design for the current study. It also outlined the research preparation

process in terms of defining the research strategies carried out.
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Additionally, it has described the construction of the research instrument and
processes followed to measure the level of voluntary disclosure in the annual
reports of each sampled company. A self-constructed voluntary disclosure rating
sheet was designed, and a scoring scheme and procedure were developed to obtain
a company’s disclosure score for each year studied. Finally, the chapter described
the semistructured interview approach adopted and the statistical analysis

techniques employed.

Chapters 5, 6, 7, and 8 which follow will report the results of the empirical research.
Chapter 5 will explain the development of the research instrument (i.e., the
voluntary disclosure index items) and research preparation procedures in detail.
Chapter 6 presents the results of the empirical analysis derived from measuring the
level of voluntary disclosure in the annual reports of 30 listed companies over the
period 2009-2013. Chapter 7 presents the company attributes that are associated
with the level of voluntary disclosure practices. Chapter 8 presents the results of the

semistructured face-to-face interviews.
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CHAPTER FIVE

DEVELOPING THE INSTRUMENTS: VOLUNTARY

DISCLOSURE INDEX

5.1 Introduction

This chapter describes the development of the disclosure index instrument and its

associated coding scheme. The disclosure index was developed to determine what

type of voluntary disclosure information is included in the annual reports. The

development of the instrument involved four major steps as shown below:

Step 1: Selection of voluntary disclosure

a. Review of previous studies/work, and scrutiny of a
number of annual reports in Malaysia (54 items) (as
discussed in Chapter Five)

b. Consultation process with (12) stakeholders, who are
also annual report users, resulted to an additional 13 items
(as detailed in Chapter 5)

c. List of voluntary disclosure items for the index
construction (67 items)

Step 2: Delphi rating for the importance of the voluntary
disclosure index

a. Delphi rating process - first round; computation of the
importance rating for each item and modifications (refined

items resulted to 65 items)

b. Delphi rating process - second round; finalisation of the list
of voluntary disclosure index (61-item index)

Step 3: Construction of scoring criteria for coding scheme

Step 4: Pilot tests for coding scheme

Section 5.2 presents the process of establishing the voluntary disclosure items,

while section 5.3 summarises the development of the voluntary disclosure index.

The chapter then presents the development of the scoring criteria for the coding
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scheme and the results of the testing of the scheme in section 5.4. Section 5.5

summarises the chapter.
5.2 Establishing the voluntary disclosure index items

The purpose of this section is to explain the method used to achieve the first
objective of this study i.e., to develop a disclosure index, from users and preparers’
perspectives, for assessing the nature and extent of information disclosed in listed
family-controlled companies’ annual reports, and to incorporate a voluntary
disclosure framework within the disclosure index. Measuring the level of the
voluntary disclosure in the annual reports of each sample company for a period of
5 years involved four steps: (i) selection of the initial voluntary disclosure, (ii)
scoring the voluntary disclosure index through Delphi technique, (iii) construction
of the scoring criteria for coding scheme, and (iv) pilot tests for the coding scheme.

A detailed description of each step is presented next.
STEP 1: The selection of preliminary voluntary disclosure items

Two procedures were followed to select voluntary disclosure items. The first
involved a review of previous national and international disclosure studies. The
second stage entailed an examination of Malaysian companies’ annual reports to
identify items that may not have been considered in previous studies. As noted in
chapter 5, this process yielded a list of 54 items. These items were then used in a
preconsultative procedure with 12 stakeholders to refine the items included in the
voluntary disclosure list. This process produced 67 items (see section 5.2.1.2).
Marston and Shrives (1991) acknowledge that in the process of selecting voluntary

disclosure items:

The validity of disclosure indices as a measure of information
disclosure cannot be accepted without question. However, no
other method for measuring disclosure has been developed ...

The fact that no one particular index has gained favour with
researchers illustrates another facet of the validity problem. Most
researchers adapt and tailor existing indices to meet their own
perceived needs. This is an attempt to create an index that is valid
in the particular research environment being investigated. (p. 198)
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Tables 5 and 6 illustrate the list of items obtained from the processes outlined above.

Table 5. Voluntary disclosure items and categories.

General corporate and strategic information

Financial highlights — 3 years

Brief history of the firm and nature of the business

Discussion of company's major products/services/projects

Images of major types of product

Information on new product development

Discussion of industry trend (past)

Information on acquisition and expansion of business activities

Statement of ways to improve product and service quality

OO |N|oO|OI W[N]

General statement of corporate strategy

(=N
o

Organisation structure/group chart

[E=N
[EEN

Information relating to the general outlook of the economy

RN
N

Discussion of competitive environment

[N
w

Information on disposal and cessation

[EEN
NN

A statement of corporate goal(s)

[N
ol

Vision and mission statement

[N
D

Description of marketing and distribution network for products/services

[N
-~

Generating value for stakeholders

[N
(o]

Statement of ways to improve customer service or satisfaction

=
[{e}

Actions taken during the year to achieve the corporate goal

N
o

Reasons for the acquisition and expansion (including planned capital expenditure)

N
[

Impact of strategy on current results

N
N

Discussion about major regional economic development

N
w

Reasons for the disposal and cessation

N
=

Description of research and development projects

N
(6]

Impact of competition on current market

N
(o]

Firm's contribution to the national economy

N
By

Corporate milestones

Information about management and shareholders

28

Background of the directors and management team (academic, professional
qualifications, and positions held)

29

Senior management responsibilities, experiences, and academic background

30

Brief details of senior management team

31

Analysis of distribution of shareholdings by type of shareholders

32

Domestic and foreign shareholdings breakdown
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Table 5 continued

Financial Information

33

Review of financial highlights related to financial statement

34

High level operating data and performance measurement that management uses to
manage the business and in the decision making

35

Share price and volume information (trend)

36

Share price and volume information (year-end)

37

Market capitalisation (year-end)

Corporate social responsibility (CSR) [include environmental, societal, and
employees]

38

CSR policy, a statement of compliance, and graphic images

39

Discussion of participation in government social campaigns

40

Discussion of community programs carried out (including health/education/charity)

41

Discussion of environmental protection program(s) implemented

42

Discussion of support rendered for public/private action designed to protect
environment

43

Corporate policy on employees' benefits and training

Discussion of employees' benefits and training

45

Breakdown of workforce by line of business distribution or categories of employees
by level of qualifications

46

Amount spent on employees' benefits and training

47

Retrenchmentment/redundancy information

48

Information about employees' workplace safety

49

Discussion of health and safety standards

50

Cost — average compensation per employee

Forward-looking and risk information

ol

Discussion of opportunities (firm's prospects in general and business strategy on
future performance in general)

52

Discussion of specific external factors affecting firm's prospects (economy, politics,
technology)

53

Discussion of future products/services research and development activities with
planned research and development (R&D) expenditure

54

Planned advertising and publicity expenditure
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Eight additional types of voluntary information were suggested by the participants

during the preconsultative process. These are listed in Table 6.

Table 6. Additional voluntary information suggested by the participants.

1 | Halal status of the product
Details of Shariah oversight board
Number of Muslim shareholders and their shareholdings

Riba/gharar/maysir activities
Zakat

Sadaga/donation

Wagf

Qard Hassan

O N[OO|jO |~ W|DN

Since the information suggested was general, further modifications based on
previous studies were made to each information item. Table 7 shows the refined

additional voluntary disclosure items in line with the participants’ suggestions.

Table 7. Additional voluntary disclosure items resulting from the preconsultative

process and previous works.

Business activities related to Shariah matters (if applicable)

Halal status of the product (if applicable)

Declaration of activities that involve alcohol and gambling (if applicable)

Analysis of distribution of shareholdings by type of shareholders, and number
of Muslim shareholders and their shareholdings

Details of Shariah oversight board (if applicable)

Any form of financing/investment or funding that contradicts Islamic law
(interest/gambling/uncertainties activities) (if applicable)

Zakat: method used/amount/beneficiaries (if applicable)

Sadaga/donation (description on the recipients and purpose) (if applicable)

[{o R e BN o))

Wagf (description on the policy and amount spent) (if applicable)

Qard Hassan-borrowing without profit and interest (details on the policy,
10 | accounting treatment, and recipients) (if applicable)

11 | Nature and cause of risks

Identification of major differences between actual business performance and
12 | previously disclosed opportunities, risks, and management plans

13 | Effects of opportunities and risks on future core earnings and cash-flows
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Following Ho and Taylor (2013)14, Amran, Abdul Manaf, and Che Haat (2009)15,
Qu et al. (2013)16, Jaffar et al. (2007)17, and Ghazali (2007)18, the 67 items (see
Appendix D) identified for this study were restructured and classified into the
following five categories of voluntary disclosure:

(@) General corporate and strategic information,

(b) Information about management and shareholders,
(c¢) Financial information,

(d) Corporate social responsibility information, and

(e) Forward-looking and risk-related information.
STEP 2: Scoring the importance of the voluntary disclosure items

The first step in measuring the importance of voluntary information in annual
reports involves scoring the disclosure items. In line with prior scholars (see
Campbell & Abdul Rahman, 2010; Coy & Dixon, 2004; Guthrie et al., 2004; Hooks
et al., 2002) who used a disclosure index in their research, emphasis was placed on
the validation of the items by experts who are familiar with and use annual reports
in their work. To fulfil the criteria, this study used a Delphi*® technique with 40

panel members (see Appendix C).

This Delphi panel further validated the voluntary disclosure items drawn from the
preconsultative process in the initial stage for their disclosure importance in annual
reports (Coy & Dixon, 2004; Hooks et al., 2001, 2002). As detailed in chapter 5,
the panellists were selected on the basis of their reporting knowledge, professional
backgrounds, and engagement with preparing and/or analysing annual reports in
their work over a period of at least 10 years. An invitation (consisting of a covering
letter, executive summary, participant information sheet, questionnaire, and consent
form) was sent to potential candidates in Kuala Lumpur, Malaysia 6 months before

the actual fieldwork was to be conducted. The invitation clarified the role and tasks

14 ysed 85 voluntary disclosure items

15 used 37 items for risk reporting

16 ysed 52 voluntary disclosure items

7 used 88 voluntary disclosure items, and

18 used 22 voluntary items for CSR reporting

19 The Delphi technique was developed in the 1950s. It is a systematic and iterative process by which
the opinions of a group of experts are obtained, reconsidered, and modified with the purpose of
reaching a consensus view among experts (Ponte, Gallego, & Rodriguez, 2009).
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for the panellists and asked whether they fitted into one or more of the stakeholder
categories (Chau & Gray, 2002, p. 247; Ho & Wong, 2001, p. 145). Each panellist
was asked to utilise his/her accounting knowledge as an annual report user when
assessing the voluntary items. The purpose of this process was to gain greater

understanding about the type of information users expected.
A. Delphi processes and results

This section explains the scoring used with the Delphi members. The Delphi
process involved two rounds to ensure consistency in the items rated (Coy & Dixon,
2004; Hasson, Keeney, & McKenna, 2000; Hooks et al., 2002). A description of
the Delphi approach adopted now follows.

I.  Delphi scoring process and guidelines

In the first round, two of the Delphi meetings were conducted as a group session,
with 4 people in each group. The remaining 32 Delphi members met individually
with the researcher. In this first round, the members were given a set of 67 voluntary
disclosure items, in questionnaire form, as noted earlier in chapter 4, section 4.4.2.
These items were to be rated on the scale of 1 to 5 where 1 is deemed, should not
be disclosed, 2 is can be disclosed but is of minor importance, 3 is intermediate
important, 4 is should be disclosed and item is important, and 5 is very important
and essential to be disclosed. The scoring scale was explained to the Delphi
members before they started the process. A score of 0 was to be given for items
which the panellist thought not applicable (Chau & Gray, 2002; Coy & Dixon,
2004; Ho & Wong, 2001; Marston & Shrives, 1991; Singleton & Globerman,
2002).

Within the first round of the Delphi process, this scoring and discussion procedure
was employed. The average session time was 50 minutes and the meetings were
conducted in a location of the participant’s choice. All meetings were digitally

recorded and transcribed.

Il.  The scoring computations and results

Results from the Delphi panels’ scoring process were calculated to identify the

average score for each item’s importance. The panels suggested several item
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modifications and refinements to the list during the Delphi process. This stage
determined a list of 65 voluntary disclosure items. The procedural process is

explained next.

a. Delphi: First round outcomes

Data from the scoring process were gathered to determine the importance of the
disclosure items. The scores given for each item by a panellist were entered into an
Excel database to determine the average weighting (i.e., mean) for each item (Coy
& Dixon, 2004; Hooks et al., 2002; Liu, 2014).

The weighted average rating of each item was then classified following the same
rules applied for the Delphi rating scales as shown in Tables 8 to 12. The five
categories of voluntary disclosure — with the items involved in this current research
— are presented with the frequency of each item scored and the item’s average score
as regards its importance. Tables for each category are presented and discussed as

follows?,

20 An example of the calculation for an item’s average score is provided as a note under Table 6.3.1
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(a) General corporate and strategic information

Table 8. Delphi scores for general corporate and strategic information.

Average score for level of

General corporate and strategic information Frequency importance
0 1 2 3 4 5
1|Financial highlights — 5 years 0 0 2 6 9 23 |4 — Important
4 — Important - Withdrawn as
it is a mandatory requirement
2|Brief history of the firm and nature of the business 0 0 1 8 16 15 |under the Bursa Malaysia
4 — Important - Withdrawn as
Discussion of company’s new major it is a mandatory requirement
3|products/services/projects 0 0 3 8 13 16 |under the Bursa Malaysia
4|Images of major types of product 1 3 8 11 10 7 |3 — Average important
5| Information on new product development 1 2 2 9 14 12 |4 — Important
6|Discussion of recent industry trends 0 1 4 12 15 8 |4 — Important
4 — Important - Withdrawn as
it is @ mandatory requirement
7|Information on acquisitions and expansion 0 0 1 8 11 20 |under the Bursa Malaysia
8|Statement of ways to improve product and service quality 0 2 4 14 13 7 |3 — Average important
9|General statement of corporate strategy 0 1 3 10 14 12 |4 — Important
4 — Important - Withdrawn as
it is a mandatory requirement
10|Organisation structure/group chart 0 0 1 12 9 18  [under the Bursa Malaysia
11{Information relating to the general outlook of the economy 0 1 10 12 14 3 |3 — Average important
12|Discussion of competitive environment 2 0 2 18 9 9 [3 — Awverage important
4 — Important - Withdrawn as
it is @ mandatory requirement
13| Information on disposal and cessation 1 0 2 11 10 16 [under the Bursa Malaysia
4 — Important and included in
the Bursa Malaysia disclosure
14|A statement of corporate goals 0 0 3 9 12 16 [guidelines (non mandatory)
15| Vision and mission statement 0 0 4 10 8 18 |4 — Important
Description of marketing and distribution network for
16|products/services 1 3 6 11 16 3 [3 — Average important
17|Information for generating value for stakeholders 1 0 1 13 12 13 4 — Important
18|Statement of ways to improve customer service 2 0 3 15 12 8  [3 — Awverage important
4 — Important and included in
the Bursa Malaysia disclosure
19| Actions taken during the year to achieve the corporate goal 0 1 3 10 11 15 |guidelines (non mandatory)
Reasons for the acquisitions and expansion (including 4 - Withdrawn - overlapped
20|planned capital expenditure) 1 0 1 8 11 19 |withitem 23
21{Impact of strategy on current results 0 3 0 11 15 11 |4 — Important
3 — Average important and
included in the Bursa Malaysia
Discussion about major regional economic development disclosure guidelines (non
22|pertaining to product and business 1 1 8 16 10 4 |mandatory)
4 — Withdrawn - overlapped
23|Reasons for the disposal and cessation 0 3 4 8 13 12 |with item 20
3 — Withdrawn - overlapped
with item under forward-
24| Description of research and development projects 2 2 7 10 10 9  |looking and risk review category
25|Impact of competition on current market 2 1 2 10 14 11 |4 — Important
26|Firm’s contribution to the national economy 2 6 14 10 7 |3 — Average important
27|Corporate milestones have been achieved 1 0 2 11 11 15 (4 — Important
28|Business activities related to Shariah matters (if applicable) 1 0 3 7 14 15 |4 — Important
29|Halal status of the product (if applicable) 1 0 3 9 11 16 |4 — Important
Declaration of activities that involve alcohol and gambling (if
30]applicable) if part of business 1 0 2 8 12 17 |4 — Important
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Note: The frequency signifies the number of participants (total of 40 panellists) who gave
each of the items a rating. The average = sum of (the ratings x frequencies)/40. Taking the
‘financial highlights of 3 years item’ as an example, the following sum demonstrates how
its result was calculated: [(2*2) + (6*3) + (9*4) + (23*5)]/40 = 4.33 (the average number

is rounded to the absolute number).

Table 8 shows that under the general corporate and strategic information category,
Delphi members rated all of the items as important, and as needing to be disclosed
in companies’ annual reports. On the basis of the panellists’ opinions, this category
of disclosure can provide insight into the nature of an organisation overall over the
period of its financial year. This conclusion is evidenced by 87% (comprised of
31% scoring 5, 30% scoring 4, and 26% scoring 3) of the panellists scoring general

corporate and strategic information as important.

Table 8 indicates that information such as financial highlights (average mean —
4.00), actions the company has taken during the year to achieve the corporate goal
(average mean — 4.00), the impact of strategy on current results (average mean —
4.00), information for generating value for stakeholders (average mean —4.00), and
information of new product development (average mean — 4.00) is perceived as
important by the panellists because this information provides an indicator of an
organisation’s continuous direction. The panel members were also of the opinion
that these items demonstrate how an organisation operates and employs its
competitive strategy to achieve the maximum possible value for its stakeholders in
specific economic conditions. Eighty-seven per cent of the Delphi members
indicated that general corporate and strategic information is important in their

analysis of company performance in general.

Based on the Delphi outcomes, items 2, 7, 10, and 13 (highlighted) were withdrawn
from the disclosure index as this information relates to the Bursa Malaysia
mandatory requirements?’. As overlapping and redundant information, items 20,
23, and 24 were also withdrawn from the index. As noted earlier in chapter 4

regarding the basis used for selecting the items, information included in the Bursa

21 Appendix 9C, Contents of annual reports, Part C (5)
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Malaysia disclosure guide as nonmandatory was included in the index because the

information is part of voluntary disclosure in the annual report.

(b) Information about management and shareholders

Table 9. Delphi scores for information about management and shareholders.

Average score for level of
Information about management and shareholders Frequency importance
0 1 2 3 4 5

4 — Important - Withdrawn as

Background of the directors and management team it is @ mandatory requirement
1|(academic, professional qualifications, and positions held) 0 0 3 7 14 16 |under the Bursa Malaysia
Senior management responsibilities, experiences, and
2|backgrounds 0 2 2 7 12 17 |4 — Important
A brief details about the company's senior management
3|team 0 2 5 10 11 12 |4 — Important

3 — Average important -

Analysis of distribution of shareholdings by type of Withdrawn as it is a mandatory
shareholders, and number of Muslim shareholders and their requirements under the Bursa
4|shareholdings 3 2 4 11 10 10 |Malaysia requirements
5(Details of Shariah oversight board (if applicable) 1 0 3 8 16 12 |4 — Important
6|Domestic and foreign shareholdings breakdown 0 0 3 5 16 16 |4 — Important

Table 9 indicates the frequency of scores given by panel experts for the
management and shareholders’ information categories. This table shows that 86%
of the panel members scored the items within the range 3 and 5, which indicates the
items are important. The discussions revealed that they believe that this category
assists annual report users in making judgements on the direction and monitoring
aspects of an organisation. They contended that the board of directors’ information
enables stakeholders to evaluate the influence on the company’s operational system
and processes of a particular individual on the board. The panellists also expressed
their belief that this disclosure can provide information on the credibility of the
board of directors — based on their directorship experiences — in managing the
company’s overall performance. In addition, the majority of the panellists who
responded believed that the disclosure of information often depended on the board
of directors’ objectives in disclosing it. They argued boards of directors are
concerned not only with the financial returns to the shareholders, but also the
nonfinancial aspects of the company such as their ability to maintain the company’s
continuous long-term growth, and ability to manage the business risks faced by the

company.
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Based on the Delphi outcomes, items 1 and 4 (highlighted) were eliminated from
the list as these items fall under the Malaysia Corporate Governance Code of best
practices and Bursa Malaysia listing requirements respectively?2,

(c) Financial information

Table 10. Delphi scores for financial information.

Average score for level of
Finaneial information Frequency importance
0 1 2 3 4 5

Review of fnancial highlights related to the fnancial
1|statenents 0 0 0 4 9 27 |5 — Veryimportant
High level operating data and perbrmance measurements
that management uses fo manage the bustness and in the
2|decision making 0 1 3 9 12| 15 |4=Tmportant
3|Share price information (frend) 0 2 3 9 10 | 16 |4=Tnportant
4|Share price information (year-end) 0 1 2 12 10 15 |4 = Inportart
5 M arket capitalisafion (year-end) 0 1 1 10 12| 16 |4—Tmportant
Any form of fnancinginvestient or finding that contradicts
with Islamic law (inferest/gamblinguncertainfies activiies)
6|(if applicable) 1 0 2 10 10 | 17 |4—TImportant
7|Zakat: method used/amount benefcianes (if applicable) 1 0 4 13 12| 10 |4—Important

As shown in Table 10, 42% of the 40 Delphi panellists rated items under financial
information as very important (5), and 26% rated them as important (4). The
panellists’ overall response to the financial information disclosure category
questions was very positive, with 92% believing that this category presents vital
data on how an organisation is performing and positioning itself in a given market.
The majority of the panellists also believed that financial information has an
influence on the stakeholders’ confidence — particularly investors who can use this
information to assess and anticipate the stability, long-term future growth, and the

efficacy of the company’s strategic actions.

Comparison of the above results reveals that only a small number of respondents
indicated that this category has minor importance, with 7% scoring financial
information between 1 and 2, and only 1% giving it 0. The 1% was for items 6 and
7 which received this score because two panellists rated each item as not applicable.
When asked about the subject, panel members (P4 and P5) commented that the

information associated with Islamic law parameters would be important for Shariah

22 Appendix 9C, Contents of annual reports, Part A (21)
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compliance organisations and a concern for Muslims. They did not believe that all
stakeholders would understand or be aware of the relevance of this information
when making economic decisions. This view was held by non-Muslim preparers
who are more familiar with conventional financing and tax operations. Although
familiar with Islamic financing structure and zakat activities, they did not consider

such information as applicable, even if the items were highly regarded by other

panel members.

(d) Corporate social responsibility (CSR)

Table 11. Delphi scores for corporate social responsibility (CSR) [includes

environmental and societal issues, and employees].

Average score for level of
Corporate social responsibility Frequency importance
0 1 2 3 4 5
1|CSR policy; a statement of compliance 0 1 3 7 16 13 |4 — Important
2| Discussion of participation in govemment sodal canpaigns | 0 2 6 12 13 7 |3 — Average important
Discussion of imvolvement in commumity programmes
3|(health/education/chanity) 0 1 5 15 13 6 |3 — Average mporiant
Discussion of emvironmental protaction programmes
4 |implemented 0 3 3 14 14 6 |3 — Average important
Discussion of ivolvement in public/private action designed
5|to protect the emvironment 0 3 3 14 13 7 |3 — Average mportant
6|Corporate policy onemployees” benefis 0 3 4 9 16 8 |4 — Important
7|Comporate policy onemployees raining 0 3 4 11 16 6 |3 — Averags important
8| Discussion of enployees” benefits 0 5 5 10 11 9 |3 — Average important
9|Discussion of eployees” training 0 4 7 10 11 8 |3 — Average mportant
Bre tkdown of workfbree by ine of busine ss distribufion o
10 |categories of employees by level of qualifications 0 5 6 14 7 8 |3 — Average mportant
11|{Amount spent on enployees” benefis and training 0 3 8 12 8 9 |3 — Average mporiant
12 [Retrenchment redund ancy informaton 0 4 8 11 11 6 |3 — Averags important
13 Information about employee workplace safty 0 2 3 13 13 7 |4 — Important
14 |Discussion of health and safty standards 0 3 5 14 11 T |3 — Average important
Sadaqa/donation (description on the recipients and
15 |purpose) (if applicable) 1 3 9 13 10 4 |3 — Average mportant
Wagf (description onthe policy and amount spent) (if
16|applicable) 1 4 7 12 13 3 |3 — Average important
Q ard Hassan-borrowing without profit and interest (detals
on the policy, accounting reaiment, and recipients) (if
17|applicable) 1 3 7 12 12 5 |3 — Average mporiant

Overall, items under the corporate social responsibility (CSR) category were rated
as of intermediate importance by the panellists. Thirty-one per cent of the 40

panellists scored CSR at 4 (important), 30% deemed it averagely important (3), and
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21% scored it between 0 and 2. Just 17% chose very important for the CSR
category, with 73%?22 of the panellists expressing their belief that the category is
viewed as a marketing tool and can reflect the company’s image to society. When
further explanation was required, the panellists indicated that companies are likely
to disclose CSR items to acknowledge, maintain, or strengthen their relationship
with stakeholders. In addition, the panel members contended that companies tend
to provide CSR information beyond the economic information to mirror their
strengths and contributions towards stakeholders because, since stakeholders are
not limited to investors alone, information about the organisation’s strengths and

contributions also need to be shared with other stakeholders.

A minority of panel members (22%) scored items between 0 and 2. Three panel
members scored items that fall within the jurisdiction of Islamic law (i.e., Sadaga?*,
Waqf?°, and Qard-Hassan) as not applicable (0). When asked why, they said that
these items are of importance only for Islamic or Shariah compliance organisations

and are religion related.

(e) Forward-looking and risk-review information

Table 12. Delphi scoring for forward-looking and risk review information.

Average score for level of
Forward-looking and risk review information Frequency importance
0 1 2 3 4 3

4 — Important - Included in the
Discussion of opporfurities (firm's prospectsin general and Bursa Malaysia disclosre
1|business sfrategy on fufure performance in general) 0 1 3 13 12 9 |guidelines (non mandatory)
3 — Average important -
Included in the Bursa Malaysia
Discussion of specific extemal factors affecing fim's disclosure guidelines (non
2 |prospects (2conomy, polifics, technology) 0 2 7 12 12 7 |mandatory)
Discussion of fifure products’services research and
development activities with planned research and
3 |development expendifure 0 4 3 12 14 7 |3 — Average important
4|Planned advertising and publicity expendifure 0 3 11 13 10 3 |3 — Average important
5[Nature and cause of risks 0 0 2 14 12 12 |4 — Important
Idenfification of major differences between actual business 4 — Importartt - Included inthe
performance and previously disclosed opportunities, risks Bursa Malaysia disclosure
6|and management plans 0 1 4 9 14 12 | guidelines (non mandatory)
4 — Important - Withdrawn as
Effects of opportunities and risks on fulure core earnings it is 2 mandatory requirement
7 |and cash flows 0 2 3 8 13 14 |under the Bursa Malaysia

23 The percentage consists of panellists who scored within the range 3 to 5.
24 Sadaqa is an act of personal devotion and piety (voluntary charity).
25 Wagf is similar to charitable foundations or trust funds.
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In response to the final category in the voluntary disclosure category, most (84%)
of the panel members indicated that the category is important. Only 16% gave it a
score of less than 3. The majority contended that forward-looking and risk review
information was important because its disclosure provides them with useful data
with which to interpret corporate strategy plans, actions, and financial performance.
They thought that these disclosures identified significant anticipated risk that the
organisation is exposed to and which may have a material effect on the company’s
overall performance. They also added that disclosures focusing on forward-looking
and risk review are regarded as complementary information to mandatory risk
disclosure. Item 7 (highlighted) was withdrawn from the list as this information is

included in the Bursa Malaysia mandatory requirements.

During the Delphi scoring process, a number of items were also suggested by the
panel members. The list of additional items included in the final draft of the

disclosure index is shown in Table 13.

Table 13. Items recommended by the panel members.

Categories of voluntary | Items recommended Panel ID
disclosure

Section A — General 1. Industry specialised operational statistics P14
corporate and strategic 2. Adoption of and/or used of supporting

information mechanism to enhance ethical practices P13
Section C — Financial 1. Market share in the industry P14
information

Section D — CSR 1. Retirement scheme through foundation or P2

other means

Section E— Risk review | 1. Environmental incidents — Implementation | P23, P28
information of procedures for managing materials
containing environmentally sensitive
substances — converting the production

processes
2. High degree of government regulation — p23,P28, P38
discussion on the ways to make appropriate

investment decision P33, P38

3. Technical failure — discussion on hiring and
retaining highly trained and experienced
staff/developing quality control system and
equipment maintenance/implementing
software that allows better design and
manufacturing process

4. Natural disasters (e.g., earthquakes, flood) | P23,P33, P19
— Discussion on engineering, administrative,
and operating staff to identify and develop
control programme
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The table indicates that the form of the risk review information refers to a dimension
of risk analysis with regard to the external environment around the company. When
further explanation was requested, the panel members commented that a number of
incidents related to risk mitigation in Malaysian organisations were in question.
One panel member (P23) provided an example regarding air pollution caused by
forest fires in Indonesia. According to the panel member, this geographical risk
factor caused problems for companies in Malaysia, particularly those in the
plantation, agricultural, and industrial sectors. This example highlighted the fact
that, although Malaysia does not experience many natural disasters, the country is
exposed to risks from incidents in the neighbouring country. The panel member
believes that these issues are of concern and need to be noted in risk mitigation
actions or plans provided by Malaysian companies.

This viewpoint was also shared by P33, who expressed the belief that risk
information can reflect the company’s health and accountability, which could
reduce stakeholders’ ambiguities and negative perceptions. In addition, it was
commented that, although the information is not a promising statement for the
stakeholders, risk information shows the organisation’s management accountability
towards the interested parties. When responding, P33 argued that it is impossible to
avoid risks when trying to ensure the survival of a company over a very long period
of time. Therefore, assuming that the actual risks are still not acknowledged,
stakeholders often perceive that risks have to be taken into account in decision-

making.

b. Delphi: Second round outcomes

In the Delphi second round process, additional follow-up calls were made to
confirm and thus ensure answers across panels (Coy & Dixon, 2004; Hooks et al.,
2001). A total of 65% voluntary disclosure items were provided and sent to each
panel member. Most of the Delphi members chose email, rather than another
meeting, due to time constraints. The 65 items were laid out in similar questionnaire
form, and panellists were asked to apply a similar scoring concept by adding

comments and suggestions if they had changed their opinions after considering the

26 Report from first round of Delphi data produced 65 items, i.e., 57 from the scoring list, and 8
additional items.
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modified items. The second round Delphi process produced 40 responses (i.e., all
of the 40 first round respondents completed the second round). In order to confirm
the answers received via email, telephone communication was also used. Each

telephone conversation took about 30 minutes.

The result from the second round indicated some minor changes such as syntax
errors, and changes in the categorisation of some items. As a result, four items were

withdrawn from the list, as shown in Table 14 below.

Table 14. Voluntary disclosure items suggested for withdrawal during the Delphi

second round process.

Average score for level of
Categories ltems importance

Images of major
products/services/projects 2.5

General corporate and strategic information [Statement of ways of ~ |Overlapping statement with item
improvement of customer {no 8 within the same category

service
Overlapping information with
Financial information Market share in the item no. 5 within the same
industry category
: - Qard Hassan - horrowing
Corporate social responsibili . I
P P y without profit and interest 2.4

Table 15 summarises the additional information items the panellists offered in the

second Delphi round.
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Table 15. Responses of panel for additional information in second round.

Average score for level

Categories Items Frequency of importance
1123|415
General corporate |1. Industry specialised operational statistics 419]16| 8 |4 — Important
and strategic 2. Adoption or supporting mechanism to enhance
information ethical practices 0]2]9/18[11{4 — Important
Financial
information 1. Market share in the industry 2| 7]12[12] 7 [3— Average important
Corporate social |1. Retirement scheme through foundation or other
responsibility means 3|3]16(18] 0 [3— Average important
1. Environmental incidents - Implementation of
procedures for managing materials containing
environmentally sensitive substances — convert the
production processes 1|3|7]16]13]|4 — Important
2. High degree of government regulation —
discussion on the ways for appropriate investment
decision 3|5|11|14| 7 [3 — Average important
Risk review informq3. Technical failure — discussion on hiring and
retaining highly trained and experienced
staff/developing control quality system and
equipment maintenance / implementing software that
allows better design and manufacturing process 2| 3|14(14| 7 [4 — Important
4. Natural disasters (e.g., earthquakes, flood) —
Discussion on engineering, administrative and
operating staff to identify and develop control
programme 0] 3[10]12] 15 [4 — Important

The second round of the Delphi process thus produced 61 final disclosure items as
detailed in Table 16.

Table 16. The final list of 61 voluntary disclosure items used in this research.

General corporate and strategic information

Financial highlights — at least 5 years

Discussion of company’s new major products/services/projects

Information on new product development

Discussion of recent industry trends

General statement of corporate strategy

Information relating to the general outlook of the economy

Discussion of competitive environment

A statement of corporate goals

1
2
3
4
5|Statement and/or information of ways to improve product and service quality
6
7
8
9

10(Vision and mission statement

11|Description of marketing and distribution network for products/services

12| Awareness of responsibilties to the stakeholders

13|Discussions on specific actions taken during the year to achieve the corporate goal
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Table 16 continued

14

Impact of strategy on current results

15

Discussion about major regional economic development pertaining to product and business

16

Impact of competition on current market

17

Firm’s contribution to the national economy

18

Corporate achievement

19

Business activities related to Shariah matters (if applicable)

20

Halal status of the product (if applicable)

21

Declaration of activities that involve alcohol and gambling as part of business (if applicable)

22

Industry specialised operational statistics

23

Adoption/supporting mechanism to enhance ethical and productive practices

Information about management and shareholders

24

Senior management responsibilities, experiences, and backgrounds

25

Details of senior management team

26

Details of Shariah oversight board (if applicable)

27

Domestic and foreign shareholdings breakdown

Financial information

28

Review of financial highlights related to the financial statements

29

High level operating data and performance measurements that management uses

30

Share price information (trend)

31

Share price information (year-end)

32

Market share in the industry

33

Market capitalisation in the share market (year-end)

34

Any form of financing/investment or funding related to Shariah law (if applicable)

35

Zakat: method used/amount/beneficiaries (if applicable)

Corporate social responsibility

36

CSR policy; a statement of compliance

37

Discussion of involvement in community programmes (health/education/charity)

38

Discussion of environmental protection programme implemented

39

Discussion of involvement in public/private action designed to protect the environment

40

Corporate policy on employees’ benefits

41

Corporate policy on employees’ training

42

Discussion of employees’ benefits

43

Discussion of employees’ training

44

Breakdown of workforce by line of business distribution or categories of employees by level of

qualifications
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Table 16 continued

45

Retrenchment/redundancy information

46

Information about employee workplace safety

47

Discussion of health and safety standards

48

Sadaga/donation (description on the recipients and purpose) (if applicable)

49

Wagf (description on the policy and amount spent) (if applicable)

50

Retirement scheme through foundation or other means

Forward-looking and risk review information

52

Discussion of opportunities (firm’s prospects in general and business strategy on future
performance in general)

53

Discussion of specific external factors affecting firm’s prospects (economy, politics,
technology)

54

Discussion of future products/services research and development activities with planned
research and development expenditure

55

Planned advertising and publicity expenditure

56

Nature and cause of risks

57

Identification of major differences between actual business performance and previously
disclosed opportunities, risks, and management plans

58

Environmental incidents - Implementation of procedures for managing materials containing
environmentally sensitive substances - converting the production processes

59

High degree of government regulation - dicussion on the ways for appropriate investment
decision

60

Technical failure - Discussion on hiring and retaining highly trained and experienced staff /
developing control quality system and equipments maintenance/implementing software that
allows better design and manufacturing process

6

[utS

Natural disasters (e.g., earthquakes, flood) - Discussion on engineering, administrative and
operating staff to identify and develop control programme

During the second Delphi process, panellists were also asked to score the voluntary
disclosure categories. Figure 6 below shows the percentage scores for each
voluntary disclosure category in the second round questionnaire. Two findings
stand out. First, the scoring shows that financial information (30%) gained the
highest percentage, followed by forward-looking and risk review information
(28%). There was only a very small difference between general corporate and
strategic information, and management and shareholders information with 16% and

15% respectively. On the other hand, information related to corporate social

responsibility at 11% shows the lowest percentage.

118




Categories of voluntary disclosure

® General corporate and strategic
information

B Information about management and
shareholders
u Financial information

m Corporate social responsbility

B Forward-looking and risk review

Figure 6. Disclosure categories scoring by percentage.

Second, when discussing the categories of this voluntary disclosure, the result is
also consistent with the scoring decision which indicates that financial information
and forward-looking and risk review information are interrelated. Voluntary
information on forward-looking and risk review seems to supplement the financial
data, and assists stakeholders’ economic and strategic decision-making. This
finding also resonates with Aljifri and Hussainey (2007) observation that risk
disclosure can influence stakeholders’ assessment regarding future business

involvement with the organisation.

Finally, the panellists were asked to rank items on a scale of 1 to 5 in order to

identify influential and useful criteria for ways to present disclosure.
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Form of voluntary disclosure presentation scoring by
panel members

27%

26%

25%

24%

23%

22%

21%

Figure 7. Forms of voluntary disclosure presentation: Panel member scoring.

Results from the data demonstrate that quantitative information in monetary, unit,
or percentage form has the highest scores (27%), with narrative disclosure coming
second highest at 26%. Seventy per cent of those who were questioned indicated
that disclosure of information cannot be purely in narratives without quantifying
the information described. They contended that nonnarrative information captures
their attention. As for table forms, 24% of panel members argued that only a few
types of information can be disclosed using tables, for example, 5-year financial
highlights and market price trends. Furthermore, they added that this information

can also be disclosed using both qualitative and quantitative forms.

Lastly, presentation in the form of figures, graphs, and photographs received the
lowest score (23%). According to the panellists, this category of presentation
requires an additional effort by the companies to display a summation of
information about their significant activities. For example, panellist P39 stated that,
since the competitive advantage increasingly involves value-creation processes,
many large companies tend to provide pictures, graphs, and charts in their annual

reports. In addition, P23 commented that information in the form of images is
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essential for annual report users, particularly for those who have less technical
ability to analyse and interpret the data. Scholars such as Beattie et al. (2004) also
share his view; they note that images are helpful for understanding and analysing

annual reports information.
5.3 Summary

This section detailed the construction and selection of voluntary disclosure items.
An initial list was first developed after the review of previous studies, examination
of Malaysian listed companies’ annual reports, and a preconsultative process with
12 annual report users. These voluntary items were then modified, and used with
40 panellists in two rounds of the Delphi consultation process. This processes
validated and ensured that information of the following nature was considered:
highly demanded information, and information which is important to Malaysian
society. Several changes were made as a result of the suggestions given by the
panellists, and a total of 61 voluntary items was finally identified as relevant to
Malaysian annual reports and applicable to all sampled companies. The following
section details the process of the second step in the development of the voluntary

disclosure index.
STEP 3: Development of scoring criteria for coding scheme

A. Coding of annual reports

Research into disclosure has employed content analysis as a research method in
different ways (see, for example, Campbell & Abdul Rahman, 2010; Guthrie et al.,
2004; Hooks et al., 2001, 2002; Milne & Adler, 1999; Samkin, Schneider, &
Tappin, 2014). Scholars such as Coy and Dixon (2004); Gray, Kouhy, and Lavers
(1995); Hooks et al. (2002) who adopted a mixed approach distinguished between
narrative and numerical data as part of the coding process. In addition, research that
employed this criterion often used the disclosure index for measuring and capturing

data when using content analysis?’.

27 Content analysis is a study of recorded human communications, for example, books, annual
reports, newspapers, speeches, and websites.
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In this study, content analysis was used to examine the extent and the major types
of voluntary information disclosed in listed family-controlled companies in
Malaysia. The data were taken from the companies’ annual reports from 2009 to
2013. The content analysis method in this research aimed to identify the importance
of a disclosure item by referring to the frequency count or scores of such items. In
order to measure the level of voluntary disclosure in each of the sample companies’
annual reports, content analysis was used to capture disclosure meaning by
disaggregating narrative into several components and then describing the content
of each component (for example, Beck, Campbell, & Shrives, 2010; Milne,
Tregidga, & Walton, 2003; Raar, 2002). This process involved capturing and
recording the content of voluntary disclosure in the annual reports and its
presentation style and/or character (Beck et al., 2010; Samkin et al., 2014).
Therefore, a coding scheme was established for the purpose of the content analysis.
The aim here was to interrogate voluntary disclosure content diversity and depth,

rather than to use a dichotomous system.

B. Development of the coding scheme

Prior to the coding process, a scoring sheet which included a 61 voluntary disclosure
item index (refer to Table 12) was designed to score each of the sample companies’
annual reports on their voluntary disclosure levels. A scoring approach was
adopted. The current study adopted this approach primarily because one major
research objective concerns the developments in the voluntary disclosure levels
over the period 2009 to 2013.

I. Disclosure coding scheme and scoring points.

Each paragraph in the focus sections was studied initially in order to understand the
content of the message being conveyed. The purpose of this disaggregation into
content categories increased the resolution of the coding scheme to capture all
relevant meaning. The resolution of the coding is at the level of the phrase (see
Milne & Adler, 1999; Samkin et al., 2014) as this enables the sentences to be
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allocated to several types of categories?® and, where practicable, examined on the

basis of unit of analysis (themes) for manual coding.

For the purpose of this current research, the disclosure scoring scale is a 5-point
scale 1 to 5. The scale was applied as follows:

=

the information disclosed is trivial or immaterial.

2. the information is descriptive in nature — information is fairly provided and
little meaningful discussion has been made.

3. the information has intermediate detail — information is generally
elaborated and may include narrative descriptions, and monetary and/or
nonmonetary detail such as percentage, proportion, and statistic
descriptions, and/or nondetailed diagram, table, chart and picture.

4. the information provides detailed description — information is sufficiently
elaborated, including the impact of the issues being discussed, and may
include narrative descriptions, and monetary and/or nonmonetary details
such as percentage, proportion, and statistic descriptions, and/or diagram,
table, chart and picture with title.

5. the information offers highly detailed disclosure — information is

sufficiently elaborated, with the discussion about the item or issue being

more than three paragraphs (includes discussion on impact, monetary
and/or nonmonetary information such as percentage, proportion, and

statistic description, and/or detailed diagram, table, or chart are provided).

Following the voluntary disclosure items’ categorisation, the content was evaluated
for its meaning and presentation, i.e., the level of information provided combined
with the detail of the disclosure (Beretta & Bozzolan, 2004).

The implementation of the disclosure coding scheme focused on three sections
namely, (1) Chairman’s Statement or Statement to Shareholders, (2) Review of

Operation or Business Review, and (3) Management, Discussions and Analysis?®.

28 Milne and Adler (1999) identify the coding unit sentence as the preferred option in terms of
reliability. Sentences for disclosure context provide meaningful measurement.

29 The Malaysia Companies Act 1967, and Bursa Malaysia listing does not mandate that listed
companies must provide a Chairman’s Statement, Review of Operations, and Management,
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These sections, beginning with the 2013 reporting period, were read®® in their
entirety to identify voluntary disclosure. All information that related to either
strategic planning, financial information, directors’ information, risk management,

or performance evaluation was captured.
STEP 4: Pilot testing: Reliability measure for coding data

The pilot test undertook two rounds of analysis for reliability purposes. The pilot
testing was conducted by two coders who independently analysed six annual reports
consisting of three annual reports from listed family-controlled companies
randomly selected from the actual sample (see Hayes & Krippendorff, 2007), with
the remaining annual reports coming from other listed nonfamily firms, in order to
have a distinctive range of the sample group. Data of the sample companies were
hand-collected from the annual reports, which were downloaded from the website
of Bursa Malaysia (http://www.klse.com.my). Prior to the pilot test, a small number
of units were chosen to assess reliability informally during the coder training to
ensure that the instrument and coding instructions were adequate to obtain a level
of agreement (Beck et al., 2010; Lombard, Snyder-Duch, & Bracken, 2002, p. 589).

A. Developing a content analysis procedure: Initial approach

The initial procedure was developed prior to the pilot analysis. In this stage the
choices were guided by the ‘unit of meaning’, as utilised by Guthrie et al. (2004),
Abeysekera and Guthrie (2005), and Samkin et al. (2014). To ensure the criteria
accuracy in this study, this pilot test was guided by several decision rules, also
known as coding schemes. Each paragraph was carefully read and understood in
order to identify a suitable category for it. Narrations, within the context of the
structuring in each sentence, may represent different ideas and meanings. Thus, the
coders have to determine the purpose of sentences within their paragraphs. In other
words, a coder should decide whether or not the paragraphs in a given section
contains voluntary disclosure that fits within the five categories. Next, they decide

whether or not the sentences in each paragraph fall under or contain items relating

Discussions and Analysis, but most companies provide these sections due to the statutory
information stipulated in the said act and listing requirements.

% Chairman’s Statement, Review of Operation, and Management, Discussions and Analysis were
viewed manually in portable document format (PDF).
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to a particular category. Finally, the sentence(s) or voluntary items were coded in
the form of their presentation in accordance with the disclosure coding scheme.
These steps were performed for every paragraph in the document. As noted earlier,
to ensure the coders were properly guided, all categories and items were clearly
defined.

A set of rules for the coding scheme was established to provide more guidance and

clearer justification. The rules were as follows:

1. Read and understand each category and its items (index).

2. Read the annual report thoroughly. Sections may be located in different files
for each company. There are three main sections for content analysis: (a)
Chairman’s Statement or Statement to Shareholders; (b) Review of
Operation or Business Review; and/or, (c) Management, Discussions, and
Analysis.

3. When determining whether a part of a compound sentence can be regarded
as meaningful:

a. An introductory statement of two or three words is not regarded as a
separate sentence, and is added to the next sentence that it introduces.

b. If the majority of sentences in a summation can be regarded as
‘meaningful’ sentences in themselves, each statement is treated as a
separate item.

c. If the majority of sentences in a summation cannot be regarded as
‘meaningful’ sentences in themselves, all statements are treated as one

item/category.

During the pilot test, the coding scheme was explained and coders were trained in
coding. Each sentence within each paragraph contained in the annual reports was
highlighted and marked with notes for coding purposes, which ensured the cross-
referencing system was in place from the start and thus made further calibration
unnecessary. The process took 7 days to complete. These notes were later
transferred and recorded on separate initial coding sheets under coder A and B. The
initial coding sheets were combined and compared to measure the degree of

agreement and to identify the deviation between coders. The coding was tested
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using Krippendorff’s alpha (in SPSS3!). Krippendorff’s alpha is used in this
research for several reasons, including that (a) it allows for any number of coders;
(b) it is designed to be used for variables at different levels of measurement from
nominal to ratio; and, (c) it also accounts for chance agreements between coders
(Boesso & Kumar, 2007; Lombard et al., 2002).

Figure 8 below illustrates the process carried out for coding the sentences in each
paragraph under the relevant sections. The highlighted sentences were coded as
notes either at the top of the paragraph, or at the end of the selected sentences.
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indicate they are
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Figure 8. An example to demonstrate the technique used for coding in this study.
All of the scores noted in the annual reports were transferred into a worksheet to
calculate both the quantitative and qualitative frequency with which an item appears

in the sample.

81 SPSS — Statistical Package for Social Science, a software package used for statistical analysis
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The reproducibility of the content analysis is assessed by calculating the
Krippendorff’s alpha for the coders’ entire coding. In determining the standards for
an acceptable level for interreliability, some care is needed to specify the situation
in which the standards are to apply. Lombard et al. (2002, p. 600) emphasise that
“an appropriate minimum acceptable level of reliability for the index or indices to
be used” (p. 599) must be determined carefully (see also Beattie & Thomson, 2007;
Beck et al., 2010; Guthrie et al., 2004; Milne & Adler, 1999).

The results for the two researchers’ first round of reliability testing are presented in
Table 17. The table indicates the level of agreement on each of the 61 indices and

an overall Krippendorft’s alpha for all codes calculated.

Table 17. First round of pilot test using Krippendorff’s alpha.

Krippendorff's
Company Sections Alpha
KPJ Management Discussions and Analysis 0.6003
SOP Management Discussions and Analysis 0.7225
Hartalega |Chairman's Statement 0.9476
Management Discussions and Analysis 0.9507
IJIM Chairman's Statement 0.8028
Review of Operation 0.8165
Management Discussions and Analysis 0.7023
Tan Chong [Management Discussions and Analysis 0.9107
Chairman's Statement 0.931
UMW Chairman's Statement 0.888
Review of Operation 0.7499
Management Discussions and Analysis 0.6142

In addition to the choice of the appropriate index for intercoder reliability, the
acceptable level of reliability in Krippendorff’s alpha is set at 0.800 or amin = 0.800.

Following prior work carried out by scholars in accounting, including Beck et al.
(2010), Boesso and Kumar (2007), and Milne and Adler (1999), the current research

also applied the same decision rule.

As indicated in Table 17, while the agreement rates show that 7 (58%) out of 12
sections scored a high agreement rate, they also indicate that 5 (42%) of the sections
analysed fall below the threshold value of 0.800 (i.e., four Management,

Discussions and Analysis sections, and one Review of Operation section). In the
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accounting and related literature, many authors acknowledge the issue of different
interpretations in content analysis (see, for example, Deegan & Rankin, 1997,
Guthrie et al., 2004; Milne & Chan, 1999; Unerman, 2000). During the pilot test
process, both coders signalled several coding challenges. Among those challenges

were that:

(a) voluntary disclosure items are scattered outside focus sections, thus making it
difficult for the coders to decide whether such information should be incorporated

into the coding sheet;

(b) voluntary disclosure on board of directors’ information and senior
management team are not within the focus sections, but the information falls within

one of the categories;

(c) difficulties for classification of sections arose when analysing voluntary
information in the form of pictures, bar charts, diagrams, and graphs that are

outside the focus sections; and,

(d) coders were unable to describe bar charts, graphs, diagrams, and pictures for

qualitative character.

Having obtained the results in the first pilot test, both coders discussed the results
further, and highlighted the issues. Both coders exchanged ideas and solutions for
differences that had occurred in the coding process. One of the unconscious
weaknesses in the coding process was lack of cross-checking of voluntary items’
categories and indices’ suitability to the types of information disclosed in the annual
reports. It was also found that some of the disclosure items involved overlapping
meanings or subjective judgements. Therefore, limitations of the coding process
used during the first round were addressed, as indicated below, to further refine the

guidelines for the second pilot test.

1. Determining voluntary information that is not included in the focus sections:
a. When skimming the voluntary disclosure in the annual report, the

coder should begin from the first page excluding the cover page,

table of contents, notice of annual general meeting or any corporate

information sections, audit committee report, and group structure,
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because some of the voluntary disclosure information, such as a
company’s vision and mission and objectives or goals may be
remote from their focus sections. Any voluntary information that is
not within the focus sections shall be considered as part of the data
for coding purposes. For instance, a half-page of the introduction
section containing the company’s principle for standard and
professionalism (nonmandatory) would be counted as voluntary

disclosure.

Highlighted — as the
statement is a
voluntary disclosure.
A note was made to
quote this vision and
mission  statement,
consider them as two

< L]
paragraphs. They Ml SS i O n

were located outside %
To uphold the highest standards

the focus sections. of performance in our plantations
Thus, was coded as and agri-businesses.

“Others — Business
Management and

S
Vision

To be a leading regional
plantation group.

Operational
Summary - vision
and - mission Culture
statement (item
no.10), one paragraph L
A - - + uphold the highest standards of professionalism and exemplary corporate
an_d |nf0rma'1t|0n IS governance to maximise the benefits for all stakeholders;
falrly prOVIded - « respect the different cultures, gender, religion, human rights and dignity

score as 2 of our stakeholders;
- ensure the standard of our agricultural and milling practices is of quality that
matches or exceeds others in the industry;

« create a condudive environment for team spirit among our employees to work

Figure 9. An exemplar of a company’s vision, mission, and corporate
values in one page that is outside the focus sections.

b. Information regarding the board of directors’ profile falls within
Management, Discussions, and Analysis.

c. Information that falls under a particular page such as health, safety
and environment, human resource management, or training and
development (any information that can combine as one section for
CSR) is considered as voluntary disclosure, while corporate
governance statements, being part of the mandatory sections, are
excluded.

d. Statistical highlights, for example, financial, production, and other
quantitative data are considered as voluntary information. This type
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of information will fall under a separate section called ‘Others —
Business Management and Operational Summary’.

2. Information or data in the form of tables, diagrams, or charts which can
convey a meaningful message is treated as a paragraph based on its
subheadings or subtitles. For example, Figure 10 below indicates the two
tables as two separate paragraphs, and subheadings are circled. The revenue
subheading is important as it indicates one of the items under financial

highlights for at least 5 years.

KR ~enie) @ Two  subheadings

s s _ that are referring to

- || two different

o sentences of
voluntary

information but
within one category
and a paragraph.

Mzt
&

S

P

We N0 Wb @2 pAs o

Figure 10. An example of subheadings or subtitles as a paragraph.
3. Any identification of overlapping meaning or ambiguity of word meanings
for each sentence is allocated to a different coding sheet, with details for

discussion.

For the second pilot test, an additional section named ‘Others — Business
Management and Operational summary’ was inserted into the new coding sheet
guidelines. This new section, together with all of the five sections with low alpha,
was tested in the second pilot test independently. The results for the second round

pilot test are presented in Table 18.
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Table 18. Second round of pilot test using Krippendorff’s alpha.

Krippendorff's

Company Sections Alpha
KPJ Management Discussion and Analysis 1.0000

Others — Business Management and

Operational Summary 1.0000
SOP Management Discussion and Analysis 0.8983

Others — Business Management and

Operational Summary 1.0000
1IM Management Discussion and Analysis 1.0000

Others — Business Management and

Operational Summary 0.9994
UMW Review of Operation 1.0000

Management Discussion and Analysis 1.0000

Others — Business Management and

Operational Summary 1.0000

In Table 18 the Krippendorff’s alpha is reported for each company and independent
section of the disclosure index. The results show that all sections tested are above

0.800 or amin = 0.800. Both coders discussed some minor issues, such as words used

for an item in the coding sheet which may not accurately reflect the definition of
the item (refer to Appendix E for each item’s explanation) along with the absence

of the word ‘picture’ in the coding scale. In light of this discussion, the revised

disclosure coding scheme was finalised as follows:
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Table 19. Revised disclosure scoring scheme used in this research.

Scoring scale Explanation for assigning score

1 Information trivial or the information about the item is immaterial.

Information descriptive in nature — the company fairly provides the
2 information but little meaningful discussions were made.

Intermediate detailed — information is generally elaborated and may
include narrative descriptions, monetary and/or nonmonetary (i.e.,
percentage, proportion and statistic description), and/or non-detailed
3 diagram, table, chart and picture.

Detailed description — information is sufficiently elaborated and
including the impact of the issues being discussed. May include
narrative descriptions, monetary and/or nonmonetary (i.e., percentage,
proportion and statistic description), and/or diagram, table, chart and
4 picture with title.

Highly detailed disclosure — information is sufficiently elaborated and
including the impact of the issues being discussed. The itemorissue
appears to be more than three paragraphs (includes discussion on impact,
monetary and/or nonmonetary information (i.e., percentage, proportion,
and statistic description), and/or detailed diagram, table, chart and picture
5 are provided.

B. Test-retest

To ensure the stability of the coding scheme, a pilot test for test-retest was carried
out a week after completion of the second round of the pilot test. A Chairman’s
Statement section in the 2009 annual report of 101 Corporation Berhad, Malaysia
was selected for the retesting process. The test result shows a Krippendorff’s alpha
of 0.8967 — higher than the threshold of 0.800.

Table 20. Retest result for disclosure coding scheme using Krippendorff.

Krippendorff's
Company Sections Alpha
101 Chairman's Statement 0.8967

As can be seen from the analysis of the percentages of agreement presented in
Tables 17, 18 and 20, the results and procedures demonstrated a practical way to
harmonise the output of two coders in quantitative content analysis. Applying a
procedure for intercoder reliability assessment works to minimise the risk of
intersubjectivity during the coding process, and thus enhances the credibility of

research results. Based on the process executed for this content analysis, the
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disclosure coding scheme and guidelines proved viable instruments for quantitative

content analysis and were thus ready to be used in the actual content analysis.
5.4 Summary

This chapter traced the development of a voluntary disclosure index. The index was
first developed from prior literature, reviewing various sources of regulatory
guidelines, and current annual reports. It was then pretested with 12 stakeholders
for comments. The voluntary disclosure items from this process were then revised
and checked. The consultative process produced a total of 67 items which were
incorporated into the questionnaire for the Delphi process. Through a Delphi
approach with 40 panel members from various organisations and professional
backgrounds (who fulfilled the panel members’ criteria), a two-round consultative
process was conducted to validate the items. During the process’ first phase, an
index gquestionnaire was completed by, and interviews conducted with, these panel
members. The purpose of the Delphi questionnaire was to obtain weightings for
each disclosure index (using a 5-point Likert scale). Likert-type scales are often
used to measure concepts in business research such as importance or intentions
(Hair et al., 2007, p. 229). The data obtained from this process were summed and
the calculated number was divided by 40 (the number of panel members) to obtain
an average that represented the weighting of the item. At this point, the calculation
of the average weight was also rechecked and confirmed using mean, median, and
standard deviation in an Excel database and SPSS. The interview data with the
panellists were transcribed to provide supplementary information on the
quantitative data, and to aid in understanding what other potential voluntary

information might be expected to appear in the annual reports.

Next, the data from the weighting were sent for confirmation. A draft of a final set
of 65 items was sent via email in the second phase of the Delphi process, under the
same rules as in the first process. In addition, the panellists were required to score
the disclosure categories (using percentages) in order to investigate their
preferences on each of the categories. Minor changes were made based on the
second phase outcomes. From the second process, a final list of 61 voluntary
disclosure indices was established. These voluntary disclosure indices would be

used for content analysis.
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Finally, in conjunction with the voluntary disclosure index, a voluntary disclosure
coding scale was developed for content analysis purposes. At this stage a set of
coding schemes was developed. The coding went through two stages of pilot tests,
and one test-retest method. The purpose of the pilot tests was to ensure that the
disclosure coding scale provided adequate stability, reliability, and reproducibility
in practice. After their establishment, the disclosure indices and disclosure index
coding scale were used to measure the level and extent of voluntary disclosure in
two groups of listed companies (family-controlled companies and nonfamily-

controlled companies). This exercise is explored in the next chapter.
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CHAPTER SIX

RESULTS OF THE APPLICATION OF THE BEST
PRACTICE INDEX TO THE SAMPLE OF
COMPANIES

6.1 Introduction

This chapter presents the primary results for the content analysis of 150 public listed
companies’ annual reports between 2009 and 2013. The aim of this chapter is to
present the results gathered from applying the index to assess and score the level of
voluntary disclosure provided in Malaysian listed companies’ annual reports. The
chapter begins in section 6.2 with a brief description of the sample companies used
in this thesis. Section 6.3 then presents the descriptive statistics that summarise the
data. Within this section, a list of comparative analysis discussions are presented
including: (a) the results of the overall level of voluntary disclosure items and
categories provided by sample companies from 2009 until 2013; (b) a discussion
on voluntary disclosure in relation to Islamic values; (c) the results of the level of
voluntary disclosure between family-controlled companies and nonfamily-
controlled companies; (d) presentation of images (such as graphs, pictures, charts,
and diagram); and, (e) the presentation of other voluntary information by

companies. Finally, section 6.4 summarises and concludes the chapter.
6.2 Background information

As discussed in chapter 4, all of the sample companies were selected from the
Malaysian top 150 companies for the financial year 2013. Data on the ownership of
the sample companies were downloaded from the Bursa Malaysia website

(http://www.klse.com.my). Each of the companies’ annual reports was checked

thoroughly to collect the relevant information, and care was taken to identify the
indirect holding of the largest shareholder (see Table H for selection technique for

each family-controlled company). The list of companies is presented as in Table 21.
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Table 21. List of nonfamily-controlled companies covered by the current study.

Name of listed companies  |Industry Market value
1{Sime Darby Diversified 57,210.06
2| Telekom Consumer product 19,854.58
3|UMW Automotive 14,089.63
4|Gamuda Property 11,002.95
5|SP Setia Property 7,400.72
6|Sunway Holdings Diversified 4,687.89
7|Magnhum Gaming 4,543.29
8|Kulim (M) Berhad Plantation 4,451.54
9|KPJ Consumer product 3,979.14

10|Dutch Lady Consumer product 3,016.96
1111IM Plantation 2,847.79
12|WCT Holdings Property 2,239.55
13| Tasek Cement 1,839.48
14|Ta Ann Holdings Plantation 1,545.97
15|MBM Resources Automotive 1,254.18

Table 22. List of family-controlled companies covered by the current study.

Name of listed companies  |Industry Market value
1/101 Corporation Diversified 30,352.59
2|Kuala Lumpur Kepong Plantation 26,580.86
3|Berjaya Sports Toto Gaming 5,471.67
4|Oriental Holdings Automotive 5,267.14
5| Tan Chong Motor Automotive 4,159.68
6|Top Glove Consumer product 3,493.59
7|QL Resources Consumer product 3,386.32
8|Mah Sing Property 3,137.70
9|Sarawak Oil Palms Plantation 2,853.39

10|Kossan Rubber Consumer product 2,762.50
11|TSH Resources Plantation 2,720.52
12|Keck Seng (M) Diversified 2,486.96
13|Cahya Mata Sarawak Cement 2,333.76
14|JayaTiasa Holdings Plantation 1,986.38
15|Supermax Consumer product 1,884.03
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6.3 The comparative results examining the level of voluntary disclosure

items provided by the sample companies from 2009 to 2013.

This section focuses on the level of disclosure for each item in the disclosure index
used in this study. As the title suggests, the aim of this section is to answer the
second objective of this thesis, i.e., to identify the level of voluntary disclosure
practices in Malaysian listed family-controlled companies from 2009 to 2013. This
section reports on the frequency of the voluntary disclosure items provided within
the following categories: general corporate and strategic information; information
about management and shareholders; financial information; corporate social
responsibility (CSR); and, forward-looking and risk review information. A
comparison between family-controlled and nonfamily-controlled companies is also
used to identify the differences in the voluntary disclosure items between family-
controlled and nonfamily-controlled companies. In addition, based on results of the
comparative analysis between companies, the current level of Malaysian voluntary

disclosure practices is reviewed.

6.3.1 Overall comparative results of the level of voluntary disclosure categories
from 2009 to 2013

Using the same approach employed by Hooks et al. (2001), and Liu (2014), Table
23 shows an overview of the average voluntary disclosure scores (AVDS)?? for five
categories from 2009 to 2013. Overall, the table shows an increasing trend in the
level of voluntary disclosure practice, particularly after 2011. However, the
forward-looking and risk review information had a slight drop in the level of AVDS
in 2012.

32 The average voluntary disclosure scores (AVDS) are calculated using a normal average method:
i.e., (numerical frequency of a voluntary disclosure item X’s content analysis score) / (3 number of
frequency of a voluntary disclosure item X 5 years X maximum score).
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Table 23. An overview of average voluntary disclosure score trends for five
categories from 2009 to 2013.

Year of annual report 2009 2010 m 2012 08 1ol
Voluntary disclosure categorics AVDS AVDS | AVDS | AVDS | AVDS | AVDS
General corporate and strategic mformation L19 1.20 1.2 121 1.26 121
Information about management and sharcholders 12 1.4 WA 1.25 125 1.24
Financial informetion 1.3 1.3 1.3 128 1.28 125
Corporate soctal and responsbility 116 LI7 119 119 11 119
Forward-looking and risk review mformation 110 112 113 L1l 115 LI2

Although the result shows an overall low average voluntary disclosure score for
each category, there are substantial changes in the level of voluntary disclosures
(i.e., items provided by the sample companies in this study). Items such as (a)
Impact of competition on current market; (b) Vision and mission statement; (c)
Discussion of company’s new major product/services/projects; (d) High level
operating data and performance measurements that management uses; and, (e)
Discussion of future products/services research and development activities with
planned research and development expenditure, are among the voluntary disclosure
items that evidence large changes between 2009 and 2013. On average, the change
in the level of voluntary disclosure for the five categories used in this thesis is at
4.4% between 2009 and 2013. On the other hand, there are also a number of items
within these voluntary disclosure categories that indicate a negative change (i.e.,
lower disclosure). These are: (a) Discussion of recent industry trends; (b)
Discussion on specific actions taken during the year to achieve the corporate goal;
(c) Market capitalisation in the share market (year-end); and, (d) Environmental
incidents.— implementation of procedures for managing materials containing
environmentally sensitive substances — converting the production processes. These
results are also consistent with the panel members’ expectation, as they believed
that the majority of companies in Malaysia are demonstrating slow improvement in

their disclosure reporting, and that is why the level remains low. An assumption

3 The changes in % for each category between 2009 and 2013: general corporate and strategic
information (5.40%) + information about management and shareholders (2.89%) + financial
information (3.75%) + CSR (4.75%) + forward-looking and risk review information (5.24%)
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commonly pointed out by these panel members is the method that preparers use for
disclosing information. For example, if the managers regard the information as less
important, they may not disclose it. The panel members argued that this situation
usually happened because these companies are afraid of litigation costs that might
occur or competitors’ misusing information against the preparers. As an alternative,
the preparers may choose to strengthen and improve the level of mandatory
disclosure in their annual reports. As confirmed by Al-Razeen and Karbhari (2004),
in their Saudi Arabian study, companies tend to show good reporting on mandatory
disclosure, accompanied with relatively large amounts of additional information
that is closely related to mandatory disclosure. This finding suggests that preparers
strategically use voluntary disclosure as a mechanism to moderate any negative
news stated in their annual reports (Broberg et al., 2010; Qu et al., 2013; Uyar &
Kilig, 2012; Wang et al., 2013).

6.3.2 Actual voluntary disclosure by companies from 2009 to 2013

The levels for these items are presented in three quartiles. The percentile and
quartiles rank were used as indicators of the frequency level in this study. Jo and
Kim (2008, p. 866), for example, use the quartiles approach to classify companies’
ethical values through the level of voluntary disclosure®*. Similarly, Loughran and
McDonald (2014, p. 1655) use the quartiles approach to report the most frequent
words of voluntary disclosure found in the sample companies’ documents (See, also
Francis et al., 2005, p. 1139). Therefore, in this study, to present the numbers for
frequently disclosed voluntary items, three quartiles were identified. First, the most
frequent items that appear were classified as the highest group. These account for
more than 15% of the items found in the companies’ annual reports. Second came
items that are found to have an average frequency of less than 15% but more than
10% in the observation. The third group indicated the least frequently disclosed
items found in the observation. They appeared less than 10% in the observation.
Figure 11 illustrates these three quartiles.

3 The percentile approach uses the average percentile rank of the number of press releases, and
company’s annualised performance adjusted discretionary total accruals.
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25" Percentile 50" Percentile 75" Percentile

( 1t ngrtile Y 3rd Quarti\le
. | | | 1
I~ I I '
0% 9.80% 14.60% 33.20%
Low Median High Maximum

Figure 11. An illustration for grouping the items based on quartiles.

In particular, if the frequency percentage is equal to or greater than the third quartile
value, then the item is assigned to Group 1. If the frequency percentage is lower
than the third quartile but equal to or greater than the median, then the item is
classified as belonging to Group 2 (usually or commonly found in the companies’
annual reports). If the frequency level is equal to or lower than the median, the item
is assigned to Group 3 (less disclosed by the companies).

Data from cross-tabulation, which are displayed on a percentage frequency by each
company (see Appendices, Table C), were used to calculate the interquartile group.
The minimum value is 0, which is also equivalent to 0%. The interquartile group is
classified as follows. The first quartile (Q1) is the 25™ percentile — Group 1, which
is at 5.1 %. For the 50" percentile, the median is at 9.8% — Group 2. The 75"
percentile (Q3) is at 14.6% — Group 3. The maximum value is 33.2%.
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Table 24. Group 1 — Items occurring in companies' annual reports at 75" percentile.
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O{Dscussons on s acion ke carg te ear o achiee e corporte ol 04 82 186 ] 3
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10Reviwof el it et o e e st 165 132 iy ol
L1 Five perting ta an performance measurement et Mgt s 136 134 1 | u%
21CSR poly, a stetementof complace 168 164 B | 0¥
L8Dscussionof vobementincommuntyproams eaecucaionhry) 1o i i % | B4
L4Dscussionof vokement il vt aton s o protot e envomnent 8 15 33 |8
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10\Dcusson ofopportunte(im's prospect m eneraland e ttegyon futepeformance  gner) 18 11 155 15 | 64

Based on the data calculated, only seventeen items have a disclosure frequency of
more than 14.6% in the sample companies’ annual reports (Table 24, Group 1). As
presented in chapter 5, the majority of panel members ranked these items as
important on the basis that these items provide certain indicators about the
company’s performance and business activities in a given industry. For example,
Financial highlights — at least 5 years, and Discussion of recent industry trends are
important for explaining the level of return on investments (ROI) of the financial
period based on the assets invested. These disclosures also provide information
about the implication of external factors on the industry’s raw material supply and
demand, as well as the industry growth in the capital market respectively. As
suggested by Ho and Taylor (2013), financial and capital market data information
are basically used to review the company’s performance and wealth creation, and
to provide understanding of reasons behind the company’s performance and future

growth.
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Broberg et al. (2010) contended that a company can choose the type of voluntary
information it wants to disclose based on the benefits and positive results it will
gain from the stakeholders’ reaction. Amongst others, findings from the content
analysis show that voluntary disclosure within the general corporate and strategic
information category consists of items that are frequently disclosed by companies.
This type of information often relates to the company’s background, market and
competition, industry competitiveness, and prevailing economic and political
conditions that can affect the company’s operational performance. In addition, these
items also relate to investors’ interests. They are more geared to suppressing the
propensity of investment risks, and attracting the investors to invest in the company.
In other words, this finding suggests that companies commonly disclose voluntary
information that is expected to protect the company’s performance, reputation, and

existing external stakeholders.

Noteworthy is the rising trend in the majority of the items between 2009 and 2013.
However, one item was found to have an irregular trend of changes between the
observation periods, namely Discussion of recent industry trends. During the
period, this category showed a fluctuating trend in the level of disclosure. As stated
in previous studies (see chapter 2 of the thesis), this result suggests that a company’s
managers’ decision for such disclosure can be influenced by the external economic
environment, for example, the increase or decrease in the price of oil, and a
decreasing or increasing demand for raw material used in the company’s production

process.

REVIEW OF RESULTS

For FY2013, the Group’s Earnings Before Interest and Taxation
{"EBIT") of RM2.7 billion was 8% higher than the previcus year
despite lower contribution from the plantation division. The strong
performance from both our property and downstream
manufacturing divisions, coupled with translational gain on foreign
denominated borrowings of approximatety RM191.4 million helped
to offset the reduced contribution from the plantation division.

Cur plantation division reported a 34% decrease in operating
profit to RM1,082.9 million in FY2013. The lower profit was due
miainly to lower average CPO price realised of RM2.433/MT as
compared to FY2012's average CPO price realised of RM3.135/MT.
Howewer, fresh fruit bunches ("FFB") production was 7% higher
than previous y=w's production which partly offset the lower CPO
price impact. Similarly, the contribution from owr asscciate,
Bumitama Agri Lid (*BAL"), to the Group’s plantation profit was
also impacted by the lower CPO prices during the finandal year
under review. Howewer, the aforesaid impact was significantly
miitigated by higher FFE production as more mature areas came
on-stream.

Figure 12. An example for Discussion of recent industry trends
(Source: 101 Group, 2013).
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Looking at the overall type within Group 1 in Table 24, it can be argued that the
information that was frequently disclosed in the companies’ annual reports is
related to the companies’ performance with regard to their objectives, financial
performance, companies’ value, and relationship with the social environment. As
confirmed in previous studies such as Ho and Taylor (2013), Broberg et al. (2010),
and Ho and Wong (2001), this type of additional information is often disclosed
because the preparers perceive it as important. These studies suggest that the
preparers are also trying to create a better impression of companies’ share values.
Simultaneously, the companies can develop a positive image in the eyes of the
stakeholders for utilising resources, and consideration for the social and
environmental relationships that might have been affected by the organisations’
activities (see also Wang et al., 2013).

Table 25. Group 2 — Items occurring in companies' annual reports at 50" percentile
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As Table 25 shows, only 14 of the voluntary disclosure items in Group 2 (i.e.,
greater than median but less than 3" quartile) were found in the companies’ annual

reports. While 12 of the items were from the general corporate and strategic
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information category, only 1 item came from the financial information category,
and 1 from the forward-looking and risk review information category. These
findings suggest that companies tend to disclose information that can represent their
strength, achievement, and their position in the current economic environment.
Bhojraj et al. (2004) stated that companies tend to offset the influence of voluntary
disclosure that has a positive influence on the company’s performance and values.

They do so to gain a strategic advantage from the information disclosed.

Once again the frequency level of voluntary disclosure items in this group is
dominated by the general corporate and strategic information category (9 out of 14
items). One possible explanation for this finding is a company’s industry
characteristic, in particular, where a company is concerned about assets acquisition
investment for a business project. Ferreira and Rezende (2007) contended that
information about strategy-specific investment disclosures was often provided by
companies that required or were concerned about investment, especially in an
unpredictable environment. One example is companies where special machines and
equipment are required for a new venture. As stated in Cahaya Mata Sarawak’s
annual report, 2012, p. 18: “Management is reviewing options to increase the
plant’s production capacity and efficiency and studies are underway to acquire a
more modern, second hand machine. We are also exploring the viability of a second

wires plant in Bintulu.”

Basically, the information is used to influence interested parties such as investment
partners or bankers to undertake investments that are specific to certain corporate
strategic plans and projects. Narrowing the content of the items, almost all of the
disclosure concentrated on companies’ commitment and action plans in promoting
their product quality and/or services. Information appearing in, for example,
Information about new product development, Statement and/or information of ways
to improve product and service quality, General statement of corporate strategy,
Corporate achievement, and Industry specialised operational statistics can
demonstrate the quality of the company’s performance in the capital market. In
addition, as confirmed by the panel members, these items are also typically
provided by companies when preparing the annual reports. The panel members
believed that these items are generally disclosed, although not in comprehensive
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ways. The majority of the panel members ranked these items either as averagely
important or important. Consistent with the panel members’ expectation, therefore,
these items are commonly disclosed in the annual reports, but not comprehensively
SO.

As for Share price information (year-end), and Discussion of opportunities (firm’s
prospect in general and business strategy on future performance in general), the
panel members argued that the share price information is typically important for the
analysts and investors to assess the company’s past financial results in order to
project the company’s future performance. Together with the Discussion of
opportunities (firm’s prospect in general and business strategy on future
performance in general) disclosure, the analysts and investors, who are the
interested parties, would be able to integrate both bits of information in their
prediction when making an investment decision. Lim et al. (2007), Wang and
Hussainey (2013), and Ho and Taylor (2013) noted that the disclosure of stock
market information, as well as the forward-looking statements, are informative

about future earnings and the companies’ current performance.

As shown in Table 5 above, all of the voluntary disclosure items within Group 2
saw positive changes between 2009 and 2013. Surprisingly, the Impact of
competition on current market disclosure item shows the largest changes between
the years. One factor that might explain this change is the Malaysian capital market
environment during the annual report period. For example, as stated in 101 Berhad‘s

2013 annual report, p.7:

Similarly, the contribution from our associate, Bumitama Agri Ltd.
(“BAL”), to the Group’s plantation profit was also impacted by the lower
CPO prices during the financial year under review. However, the aforesaid
impact was significantly mitigated by higher FFB production as more
mature areas came on-stream’. According to Broberg et al. (2010) and Qu
et al. (2013), a country’s capital market condition can influence and
motivate the managers’ behaviour towards or selection of voluntary
disclosure.

Unlike in Group 1 and Group 2, about 31 voluntary disclosure items fall within
Group 3 (see Table 26). This finding was unexpected and suggests that the level of
voluntary disclosure in Malaysia remains low. There are two noteworthy

observations in this table. The first is 9 out of 16 (56%) voluntary disclosure items
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in the Corporate social and responsibility (CSR) category, and 8 out of 10 (80%)
voluntary disclosure items related to the Forward-looking and risk review
information category fall under this group. This result also implies that forward-
looking and risk review voluntary disclosure items are the main category that are

under disclosed by the sample companies.

The unexpected results for Group 3 could be explained in two ways. First, voluntary
disclosure on CSR may be perceived as less important by the preparers. As noted
in previous studies (see chapter 2), providing additional information in companies’
annual reports involves cost. Therefore, companies must be very careful to use
resources (i.e., human and financial) to provide only important information that
benefits the companies. Second, the predictive voluntary disclosure in the
companies’ annual reports can lead to stakeholders’ reactions. As confirmed by
Amran et al. (2009), companies in Malaysia tend to disclose less about the status of
risk. The authors suggest that the predictive or forecasted information can result in
stakeholders’ reactions, and also litigation costs. These authors also contended that
the preparers seem to follow the mandatory requirement relating to forward-looking
and risk review information. These reasons could explain the level of forward-

looking and risk review disclosure provided voluntarily by the sample companies.

Despite the low percentage of frequency in Group 3, this observation also provides
further evidence that almost all voluntary disclosures within Group 3 saw positive
changes between 2009 and 2013. However, only seven of the voluntary disclosure

items have unexpected trends of change. These items are:

e Halal status of the product

e Declaration of activities that involve alcohol and gambling as part of
business

e Market capitalisation in the share market (year-end)

e Zakat: method used/amount/beneficiaries

e Amount spent on employees’ benefits and training

e Sadaga/donation (description on the recipients and purpose)

e Environmental incidents — implementation of procedures for managing
materials containing environmentally sensitive substances — convert the
production processes.
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Table 26. Group 3 — ltems occurring in companies' annual reports at 25" percentile.

Frequency of items disclosed by |[Total frequency| Average Changes
. . Nonfamily- . of items voluntary between
Group 3 Voluntary disclosure items controlled (I:::rr:g;/;cig:trolled disclosed by disclosure 2009 and
companies companies (%) |score (Mean)| 2013 (%)
1|Discussion of company’s new major products/services/projects 4.70 3.00 7.70 1.16 12.59
2|Discussion of competitive environment 3.70 4.00 7.70 1.11 2.24
3|Firm’s contribution to the national economy 4.10 1.00 5.10 1.07 6.45
4|Business activities related to Shariah matters (if applicable) 1.30 0.40 1.70 1.03 3.31
5[Halal status of the product (if applicable) 1.70 0.20 1.90 1.05 -3.85
6|Declaration of activities that involve alcohol and gambling as part of business (if applicable) 1.00 0.00 1.00 1.00 -0.83
7|Details of senior management team 6.80 1.30 8.10 1.20 1.41
8|Details of Shariah oversight board (if applicable) 0.00 0.00 0.00 1.00 0.00
9|Domestic and foreign shareholdings breakdown 0.80 0.20 1.00 1.02 4.17
10[Share price information (trend) 5.90 2.20 8.10 1.15 7.46
11[{Market share in the industry 0.90 0.90 1.80 1.03 4.13
12[Market capitalisation in the share market (year-end) 4.60 2.20 6.80 1.13 -3.62
13| Any form of financing/investment or funding related to Shariah law (if applicable) 0.30 0.50 0.80 1.01 0.00
14|Zakat: method used/amount/beneficiaries (if applicable) 0.90 0.00 0.90 1.02 -1.61
15|Discussion of employees’ benefits 1.70 2.90 4.60 1.07 0.80
16[Discussion of employees’ training 5.90 1.70 7.60 1.15 5.93
17{Breakdown of workforce by line of business distribution or categories of employees by level of qualifications 4.70 1.20 5.90 1.15 3.76
18[Amount spent on employees’ benefits and training 6.20 0.50 6.70 1.13 -0.74
19[Retrenchment/redundancy information 0.00 0.00 0.00 1.00 0.00
20|Discussion of health and safety standards 6.50 3.20 9.70 1.17 5.04
21|Sadaga/donation (description on the recipients and purpose) (if applicable) 0.00 0.50 0.50 1.01 -0.83
22|Wagf (description on the policy and amount spent) (if applicable) 1.00 0.20 1.20 1.02 0.83
23|Retirement scheme through foundation or other means 0.20 0.00 0.20 1.00 0.00
Discussion of future products/services research and development activities with planned research and development
24|expenditure 5.30 4.00 9.30 1.15 12.12
25|Planned advertising and publicity expenditure 0.50 0.70 1.20 1.02 4.13
26[Nature and cause of risks 3.20 3.80 7.00 1.10 6.20
Identification of major differences between actual business performance and previously disclosed opportunities,
27]risks, and management plans 5.60 3.90 9.50 1.15 1.46
Environmental incidents - Implementation of procedures for managing materials containing environmentally sensitive
28|substances - convert the production processes 7.00 2.80 9.80 1.19 -2.74
29|High degree of government regulation - dicussion on the ways for appropriate investment decision 3.70 1.90 5.60 1.09 7.26
Technical failure - discussion on hiring and retaining highly trained and experienced staff / developing control quality
30|system and equipment maintenance/implementing software that allows better design and manufacturing process 5.70 1.30 7.00 1.10 3.91
Natural disasters (e.qg., earthquakes, flood) - Discussion on engineering, administrative and operating staff to identify
31]and develop control program 0.60 0.50 1.10 1.02 5.00

Note: This table summarises the sample of 150 annual reports by 30 companies over the period 2009-2013. The 61 voluntary disclosure items are measured on

the numerical frequency found in the total annual reports. The sample contains 150 observations during 2009-2013. Number of annual reports observed: 150 (n),

First quartile: 5.10 (frequency of items disclosed), Median: 9.80 (frequency of items disclosed), Third quartile: 14.60 (frequency of items disclosed)




The second observation is that all voluntary disclosure items related to Shariah
principles have the lowest percentage of frequency found in the companies’ annual
reports. As expected for voluntary disclosure items related to Shariah principles,
this finding seems to be confirmed by the small number of panel experts (see
chapter 5) who argued that not all listed companies will disclose Shariah-related
voluntary disclosure items. However, the arguments were put forward by panel
members who are mainly non-Muslim and reflect their understanding about Shariah
principles.

Two voluntary disclosure items were found to have no disclosure in the observation.
These are: (a) Details of Shariah oversight board, and (b) Retrenchment/redundancy
information. These two voluntary disclosure items are new and have not been used
in any previous voluntary disclosure study in Malaysia. However, given companies
are producing goods and services for society at large, these items are considered
important and may reflect the external stakeholders’ confidence in the company’s
accountability. In particular, Details of Shariah oversight board was ranked as
important by panel members. A possible reason to explain nondisclosure for this
item is perhaps because the companies have no involvement in Shariah-compliant
products and services. This view was also shared by some of the panel members,
who argued that information relating to the Shariah background of a board of
directors is expected to be provided by a company that is Shariah-based or Shariah-
compliant in response to better governance. On the other hand,
Retrenchment/redundancy information was ranked as averagely important by the
panel members. Based on this finding, this information is not perceived by the
preparers to be important or of benefit to them.

Based on the preceding findings, the average voluntary disclosure score (AVDS)
for each category shows that the score for each item is low, i.e., in the range of 1.00
to 1.77 (i.e., maximum score is 5)®. However, it is important to note here that this
average scoring resulted from the coding instrument®® used. The data gathered

showed there are some companies in the sample that attained a maximum score for

35 The range of scores for content analysis is from one to five. One is the minimum score for an
item, and indicates the information is trivial. Five is the maximum score for an item, and indicates
information disclosed is highly detailed.

% The coding instrument developed for this study has undergone two rounds of pilot test by two
independent coders.
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some of the voluntary disclosure items in their annual reports. This finding,

therefore, suggests that the instrument used in the content analysis is robust.

Group Financial Review

RM’'million FYE2011 FYE2010
Revenue 3,691.7 3.102.1
Profit before tax (“PBT") 498.5 715.%
*Core PBT 445.7 451.0
Profit attributable to owners of the parent (“PATMI™) 372.1 684.4
*Core PATMI 327.1 286.2
PBET Margin 14% 23%
*Core PBT Margin 12% 15%
PATMI Margin 10% 22%
*Core PATMI Margin 9% 9%
Basic Earnings Per Share 28.8 53.0
Basic Core Earnings Per Share 25.3 221

of taxation.

The Group recorded revenue of RM3.7 billion
and profit before tax of RM4%8.5 milion as
compared to the revenue of RM3.1 billion
and profit before tax of RM715.9 million in the
prior year. The strong revenue growth was
mainly due to higher property sales, improved
consfruction revenue and stronger trading
and manufacturing turnover.

However, profii before tax for FY 2011 was
much lower than prior year. This was mainly
due fo the one-off gains of RM24%.6 million
from the disposal of property investment
assets to Sunway Real Estate Investment Trust
(“Sunway REIT”), which was included in the
prior year figure.

After taking this adjustment info consideration,
the profit before tax in FY 2011 was 7% higher
as compared to the prior year. However, the
core PBT margin was lower but the core PATMI
margin was sustained. The various segmental
reviews which follow will provide a more
detailed analysis.

* Sunway's core PET and PATMI excludes non-operafional items like listing and merger expenses, fair value gains from associate
and investment properties, unrealised gain or loss on denvatives, unrealised foreign exchangs gain or loss and reversal

Integrated Properties

Property Development

The property development segment reported
revenue of RM?15.8 milion and core profit
before tax of RM222.4 million for the financial
year ended 31 December 2011 (2010: RM&23.0
million and RM18%.4 million). This represented a
growth of 47% and 18% for revenue and core
profit before tax respectively compared to the
previous financial period.

Despite the significant growth in revenue,
overall profitability was dampened by the
provisions of RM%.0 milion made for the
Jiangyin project in China due to construction
delays and cost overrun. The lower profit
growth was also due to the change in the
property product mix and higher promotional
expendifure incured.

Figure 13. An example of the highest voluntary disclosure score of 5.

(Source: Sunway, 2011, annual report, p. 51).
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Amidst a favourable domestic economic environment,
we were able to deliver a sterling financial performance
by achieving our third consecutive year of record core
earnings. Core Group revenue for the 12 months ended
31 July 2013 was up 26% to RM3.9 billion, compared
to RM3.1 billion recorded in the preceding financial year
ended 31 July 2012

For FY2013. the Group achieved pre-tax profit of
RME92.6 million compared to RM728.2 million achieved
in FY2012. The profit for FY2013 was affected by two
arbitral awards and other costs in respect of arbitration
proceedings rendered by Arbitral Tribunals in favour oOf
the Group’s subcontractors, amounting to a total one-
off impact of RM110.7 million. These involved claims by
Wayss & Freytag (Malaysia) Sdn Bhd for the Stormwater
Management and Road Tunnel (SMART) project and
Bahrain Asphalt Establishment B.S.C for the Dukhan
Highway project in Qatar. The Group pre-tax profit before
the arbitral awards and other costs rendered by Arbitral
Tribnunals of BM110 7 million would be BMS03 3 million

Figure 14. An example for voluntary disclosure score of 2
(Source: Gamuda, 2013, annual report, p.10).

6.3.3 Voluntary disclosure in relation to Islamic values

It is apparent that very few companies provide voluntary disclosure in relation to
Islamic values. Based on the level of AVDS calculated for each item, this type of
information received an average disclosure score between 1.00 and 1.05, for
example, Declaration of activities that involve alcohol and gambling as part of
business (AVDS - 1.00); Halal status of the product (AVDS - 1.05); Zakat: method
used/amount/beneficiaries (AVDS - 1.02); and, Waqgf (description on the policy
and amount spent) (AVDS — 1.02). This finding provides some support for the
conceptual premise found in previous studies such as Barako et al. (2006), and
Camfferman and Cooke (2002) that the nature of the business or a company’s
industry is one of the factors that can influence the type of voluntary disclosure
provided in the annual reports. This result was also expected. As documented in
chapter 4, a small number of stakeholders argued that voluntary disclosure in
relation to Islamic principles/values is important only to Shariah-compliant
corporations or those related to religion. Haniffa and Cooke (2002) suggest that the
presence of Muslim directors could be a cultural factor that influences Islamic
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values voluntary disclosure. Thus, a particular industry and ethnicity could explain

the level of Islamic values disclosure.

On the other hand, it is somewhat surprising that Halal® status of the product
information provided by some of the companies has a maximum score of 5. As
noted earlier in chapter 5, a number of panel members expressed their thoughts that
items falling under Islamic values might be least important because of the nature of
the companies’ business and involvement in Shariah-based activities. Three
companies (SimeDarby, Dutch Lady, and Kulim) have provided information on the
halal status of the product. This finding suggests that these companies would be
more likely to engage in or focus on their external stakeholders at large, particularly
Muslims. Two companies (Magnum and Berjaya Sports Toto) provide information
on Declaration of activities that involve alcohol and gambling as part of business.
These two companies were expected to provide information for this category item
as they are involved in gaming and gambling activities. However, the voluntary
disclosure for such an item was not consistently observed perhaps because the
preparers perceived that stakeholders or society at large in Malaysia already
recognise them as companies that are involved in gaming and gambling (see
Ibrahim & Samad, 2010). Five companies — SimeDarby, WCT Holdings,
TopGlove, KLK Kepong, and TSH — disclosed any form of financing/investment
or funding related to Shariah law information voluntarily. This finding suggests that
a number of Malaysian listed companies are aware of the importance of disclosing

Islamic values for the purpose of their companies’ market reputation and value.

In addition, this finding suggests that the halal status, particularly for consumer
products, is an important concern for managers. This finding further supports the
findings of Aribi and Gao (2010) who suggested a company tends to provide certain
additional information voluntarily related to Islamic values because of the societal
sentiment towards religion (although it as a company is not subject to it).
Companies engage in this practice to ensure that sufficient assurance is given to
Muslim clients and shareholders. This finding, therefore, suggests that the same

underlying principles apply in Malaysia. Halal certification is a voluntary practice

37 Halal is a term used in Islam that indicates the product or services consume conform to religious
standards, and it is therefore lawful and permitted.
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for all manufacturing companies that produce consumer products, particularly in
relation to the ingredients of a product®. This halal certification is issued by an
independent agency called the Department of Islamic Advancement of Malaysia
(JAKIM). Halal certification will be granted only if the product conforms to Islamic
principles. An example of voluntary disclosure information related to Islamic
values found in one of the sampled companies’ annual reports is shown in Figure
15.

QSR and its subsidiary companies provide strict halal compliance
guarantees in all our markets. To help us achieve compliance we
adhere to a stringent set of controls across the entire chain of our
food manufacturing processes, from raw materials procurement and
manufacturing to packaging, storage, transportation and utensils.
Imported products must be halal certified within their source country,
and foreign suppliers are regularly inspected by officials from the
Group's Shanah Advisory Council.

Membership of our Shariah Advisory Council is confined to prominent
scholars from Islamic mstitutions. The councll vernfies QSR's halal
compliance after scrutinising every part of the food chain. Ingredients
are checked, equipment inspected, restaurants and factories are toured
and processes are reviewed. Only after the council is satisfied will the
Department of Islamic Development Malaysia (“JAKIM™) called in to
repeat the process. Our products are then branded by JAKIM as being
fully halal compliant|

Figure 15. An example of halal disclosure.
(Source: Kulim, 2010, annual report, p. 118)

Figure 15 shows that the certification of the halal status of a company’s product is
a commitment to inform the stakeholders about the source of substances and/or
derivatives used in its products. The sampled companies also provided a photo of
their halal certificate in their annual reports. This finding also seems to corroborate
the finding of Ireland and Abdollah Rajabzadeh (2011) who found that Malaysia’s
population was concerned about halal certification of food and other consumer
products such as toiletries including cosmetics, sun block, toothpaste, and

mouthwash.

38 Certain things or actions are forbidden by Shariah law. They include: (a) meat and by-products
from swine, (b) dogs, (c) carrion or dead animals, (d) slaughtered animals other than those
pronounced in the Quran, (e) insects, with the exception of grasshoppers, (f) blood, with the
exception of spleen and liver from halal sources, and (g) wine, ethanol, and aqua vitae.
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In addition to Islamic values disclosures, this current study found that two
companies — KPJHealthcare and Telekom — provided disclosure on Zakat: method
used/amount/beneficiaries in their annual reports. In Malaysia, there is no
requirement for companies to pay zakat, because it is a form of Islamic business
tax. A Muslim has to make two compulsory payments from the same source of
income every year. Companies in Malaysia that pay both business tax and zakat can
apply for rebates under Section 31 6A (3) of the Income Tax Act, 1967. If the zakat
paid is less than the tax payable, the balance must be paid to the Inland Revenue
Board (IRB). However, if the zakat paid is more than the tax payable, then the
difference cannot be claimed from Inland Revenue Board (IRB) — Sec 6A(4)*°. An
example of voluntary disclosure on Zakat: method used/amount/beneficiaries

disclosure (which received a score of 1) is shown in Figure 16.

“.. The Group’s profit before zakat and tax, registered a 19%
drop to RM159.5 million... as well as making zakat contributions

and donations”

Profit before zakat and tax 159,557 196,895 204,597 167,958 145,285
Zakat (1,825) {1,320) (1,300) {1,269) {1,395)
Profit before taxation 157,732 195,575 203,297 166,689 143,890
Taxation (47,367) (48,781) 49,038) (40,468) (29,154
Net profit for year 110,365 146,794 154,259 126,221 114736

(KPJHealthcare, 2013)

Figure 16. An example of voluntary disclosure on zakat.

One possible reason to explain this zakat disclosure might be due to the number of
Muslim stakeholders that have direct involvement with the companies’ businesses
operations (Al-Razeen & Karbhari, 2004; Ireland & Abdollah Rajabzadeh, 2011;
Naser & Nuseibeh, 2003). Al-Razeen and Karbhari (2004), for example, suggest

%9 http://sadaga.in/2016/01/21/business-zakat-accounting-taxation-in-malaysia/
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that companies subject to Islamic principles, and related to Muslim investors and

customers, are likely to provide zakat information.

6.3.4 An overall comparative analysis of voluntary disclosure practices by

information categories and ownership

Further tests were executed to investigate the level of voluntary disclosure in
companies’ annual reports between family-controlled companies and nonfamily-
controlled companies based on ownership. To assess the differences in the level of
voluntary disclosure between categories, a cross-tabulation Chi-square analysis was
used (see Appendix J). A Chi-square analysis was carried out to determine the
degree of the voluntary disclosure categories disclosed by family-controlled and
nonfamily-controlled companies. The results of the analysis are presented in Figure
17.

Figure 17 shows the differences in the amount of information disclosed by family-
controlled companies and by nonfamily-controlled companies within the
observation period. Overall, the figure shows that nonfamily-controlled companies
provide more voluntary disclosure compared to that provided by family-controlled
companies. This result is consistent with previous studies such as Chau and Gray
(2002), Chen et al. (2013), and Chen and Jaggi (2000) who found that companies
where the family controlled greater amounts of the company’s equity, and which
also have managerial ownership on the company’s board, tend to provide less

voluntary disclosure than nonfamily-controlled companies do.
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Comparative analysis of voluntary disclosure based
on categories and ownership
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£1 Nonfamily-controlled companies @A Family-controlled companies

Figure 17. Comparative analysis of voluntary disclosure based on categories and

ownership.

Figure 17 shows that the level of disclosure by nonfamily-controlled companies are
higher compare to family-controlled companies by 21% for the following
categories: (a) General corporate and strategic information, and (b) Information
about management and shareholders. In the financial information, and CSR
categories, disclosure by nonfamily-controlled companies exceeds that of the

family-controlled companies by 25%.

It is important to note that there is a similar trend difference (12.5%) in the level of
forward-looking and risk review information provided by nonfamily-controlled
companies and family-controlled companies. This finding suggests that both
family-controlled and nonfamily-controlled companies have relatively similar
behaviour when it comes to providing such information. This finding further
suggests that voluntary disclosure for forward-looking and risk review is still
lacking (see for example Amran et al., 2009; Keasey, Cai, Othman, & Ameer,
2009).

Figure 17 also shows that the general corporate and strategic information reported
had the highest percentage (13%), followed by financial information and corporate
social responsibility (CSR), at 12%. This finding seems to support the ideas about
the level of voluntary disclosure in developing or emerging markets of Uyar and

Kili¢ (2012) in Turkey, and Ferguson, Lam, and Lee (2002) in Hong Kong. For
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example, Uyar and Kilig (2012) found that the general information and corporate
strategy index, as well as the social responsibility index, are among the items most
frequently disclosed by Turkish firms. As for Hong Kong, Ferguson et al. (2002)
reported that strategic information disclosure was the most frequent information
disclosed voluntarily by companies in their annual reports. Furthermore, similarities
between the trend shown in the general corporate and strategic information, and
financial information can be found in Ho and Taylor’s (2013) study in Malaysia.
Ho and Taylor (2013) found that corporate and strategic information, and financial
and capital markets information were among the most supplied additional

information types provided by the Malaysian companies in their sample.

It is worth highlighting that, according to the preceding data, 25% of the total
sample companies in this study that disclosed their general corporate and strategic
information also disclosed more financial and CSR information. Ho and Taylor
(2013) suggest that companies prefer to disclose different types of information
voluntarily as a means to strategise their approach to the stakeholders in assessing
their business performance. As stated in chapter 2 of the thesis, these findings
suggest that the Bursa Malaysia’s efforts to provide a CSR framework for all listed
companies since 2006%° have influenced the companies to become involved in and
provide disclosure on CSR activities. However, as noted earlier, the majority of the
sample companies focused on specific areas such as community investment projects

or charity rather than on a holistic involvement that encompasses all areas of CSR.

6.3.5 A comparative analysis of total average voluntary disclosure scores

between family-controlled companies and nonfamily-controlled companies

As noted earlier, the nonfamily-controlled companies provide a higher level of
voluntary disclosure items than do family-controlled companies. However, several
items within the voluntary disclosure categories showed a consistently high level

of disclosure for family-controlled companies (refer Table 27).

40 http://www.sc.com.my/corporate-responsibility/
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These items include:

a. General corporate and strategic information
e Discussion of company’s new major product/services/projects
e Discussion of recent industry trends
e General statement for corporate strategy
e Information relating to the general outlook of the economy
e Discussion of competititive environment
e Awareness of responsibilities to the stakeholders
e Impact of strategy on current results

e Discussion about major regional economic development pertaining to
product and business

e Adoption/use of supporting mechanism to enhance ethical and productive
practices.
b. Information about management and shareholders

e Domestic and foreign shareholdings breakdown
c¢. Financial information
e Review of financial highlights related to the financial statements
e Market share in the industry
e Any form of financing/investment or funding related to Shariah law
d. Corporate social responsibility (CSR) information
e Discussion of involvement in public/private action designed to protect the
environment
e Discussion of employees’ benefits
e Sadaga/donation
¢ Retirement scheme through foundation or other means
e. Forward-looking and risk review information
e Discussion of opportunities (firm’s prospects in general and business
strategy on future performance in general)
e Discussion on specific external factors affecting firm’s prospects
e Planned advertising and publicity expenditure
e Nature and cause of risk, and natural disasters (e.g., earthquakes, flood)
e Discussion on engineering, administrative and operating staff to identify

and develop control programmes.
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General corporate and strategic information. It seems that the sampled companies
are inclined to disclose information most relevant to companies’ performance in a
competitive market that is directed more towards the company’s major products
and services, their current and past plans and their implications, as well as business
results. Nevertheless, this category is considered important by the panel members,
since the information within the category provides information relating to a
company’s profile and portfolio that is essential for stakeholders to understand.
Furthering Chau and Gray’s (2002) argument on the confidentiality and restriction
of disclosure of information by family-controlled companies, this current finding
suggests that family-controlled companies preferred to disclose information that is

all-purpose for all types of stakeholders.

Information about management and shareholders. Here the results show that only
one family-controlled company tended to disclose information relating to the board
of directors’ domestic and foreign shareholding breakdown. The observation is not
surprising, as Chau and Gray (2002), Haniffa and Cooke (2002), and Chen and
Jaggi (2000) found that family-controlled companies tend to disclose less

information about their key management and shareholders.

Financial information. Information within this category seems to include items
that are likely to construct the key performance review in the form of financial
performance and the company’s position in the capital market. This finding
suggests that this information could serve as a yardstick for the company’s position
in the competitive market. As suggested by Naser and Nuseibeh (2003), disclosure
under the financial information category can show a comparability of performance

between companies operating within the same industry.

Corporate social responsibility (CSR) information. The results show that the
family-controlled companies tend to provide more content — mostly in the form of
narrative and graphs — when presenting information about charity and employees’
benefits than do nonfamily-controlled companies. The family-controlled companies
provided information regarding the amount of contribution made to education
foundations, orphanages, and old-folks homes. Each of these CSR items has at least
one page of reporting dedicated to it. It is noteworthy to highlight that those
foundations and charity homes into which they channel the contributions usually
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belong to the family-controlled companies. Ghazali (2007) suggests the level of
CSR in Malaysia remains at a low level. However, in response to the society at large
and business environment, these companies may disclose CSR information in other
forms of public document such as websites and newspapers (Ghazali, 2007). Other
areas of CSR disclosure being mentioned relatively often may only be expressions
of intent, including policy on the environment and details on the employees’
structure and training. For example, a quote from one of the family-controlled
companies’ annual reports shows how it manifests its readiness on behalf of the

company to shoulder full responsibility for environmental protection:

Going forward, the Group is committed to pursuing and
undertaking more initiatives in accordance with the CSR
framework, leading to the achievement of the sustainable
values for the community, the environment, stakeholders, and
to society at large. (Keck Seng, 2013, p. 33)

Forward-looking and risk review. The information regarding the Forward-looking
and risk review category was difficult to locate. The majority of the related
information was found within the Chairman’s Statement, or Review of Operations
section. Some differences are evident in the level of AVDS for Discussion of
specific external factors affecting firm’s prospects (economy, politics, and
technology), and Nature and cause of risks between family-controlled and
nonfamily-controlled companies. The companies seem to be adopting a caveat
approach to their future performance. One example appears at the end of the

Chairman’s Statement section:

Although contributions from the new plant will only be seen in
FY2014, we are optimistic that with the right strategies, the
performance of the oleochemical sub-segment in FY2013 would
remain satisfactory amidst a slowing global economy. (IOl
Corporation, 2012, p. 39)
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Table 27. Level of AVDS between different ownership for each item from 2009 to 2013

Overall ~ [Nonfamily-|Family- Overall |Nonfamily-|Family- Overall - [Nonfamily-|Family- Overall - {Nonfamily-|Family- Overall - {Nonfamily-|Family-
Voluntary disclosure items AVDS  [controlled |controlled [Differences | AVDS |controlled [controlled |Differences| AVDS |controlled [controlled |Differences | AVDS [controlled |controlled [Differences| AVDS [controlled |controlled [Differences
General corporate and strategic information

Financial highlights - at least 5 years 171 187 155 0.32 166 182 150 0.32 182 2.02 162 0.40 182 2.00 163 0.37 185 2.00 170 0.30
Discussion of company’s new major products/services/projects 1.13 118 107 0.12 116 1.25 107 0.18 112 115 1.08 0.07 114 113 115 0.02 1.27 128 1.25 0.03
Information on new product development 121 125 117 0.08 1.28 1.38 117 0.22 121 1.23 118 0.05 118 120 117 0.03 128 133 122 0.12
Discussion of recent industry trends 132 138 1.25 0.13 119 120 118 0.02 123 122 123 0.02 123 130 115 0.15 121 122 120 0.02
Satement andlor information of ways to improve product and service quality 116 1.28 103 0.5 123 1.28 117 012 123 130 115 015 124 132 117 0.15 129 140 118 022
General statement of corporate strategy 1.09 107 112 0.05 115 115 115 0.00 113 110 115 0.05 118 118 117 0.02 123 1.25 120 0.05
Information relating to the general outlook of the economy 121 125 117 0.08 115 110 120 0.10 1.28 122 133 0.12 118 118 118 0.00 1.23 117 130 0.13
Discussion of competitive environment 112 113 110 0.03 111 113 1.08 0.05 1.10 112 1.08 0.03 1.08 1.02 113 0.12 114 120 1.08 0.12
A statement of corporate goals 118 123 112 0.12 124 138 110 0.28 124 137 112 0.25 123 128 117 0.12 117 1.23 110 0.13
Vision and mission statement 115 118 112 0.07 120 128 112 0.17 127 132 122 0.10 136 152 120 0.32 134 150 118 0.32
Description of marketing and distribution network for products/services 131 142 1.20 0.22 1.26 1.35 117 0.18 1.25 125 1.25 0.00 124 1.22 127 0.05 137 137 137 0.00
Awareness of responsihilties to the stakeholders 114 117 112 0.05 1.16 115 117 0.02 113 112 113 0.02 115 113 117 0.03 123 115 132 0.17
Discussions on specific actions taken during the year to achieve the corporate goal 138 150 1.25 0.25 135 138 132 0.07 128 137 120 0.17 125 128 122 0.07 133 132 133 0.02
Impact of strategy on current restlts 119 122 117 0.05 120 118 122 0.03 115 115 115 0.00 125 125 125 0.00 127 118 135 0.17
Discussion about major regional economic development pertaining to product and business 118 110 125 0.15 1.14 115 113 002 131 137 125 0.12 118 112 125 013 119 115 123 0.08
Impact of competition on current market 1.10 110 1.10 0.00 111 115 107 0.08 115 115 115 0.00 125 132 118 013 129 135 123 0.12
Firm’s contribution to the national economy 1.03 1.03 1.03 0.00 1.06 107 1.05 0.02 104 107 1.02 0.05 111 118 1.03 0.15 110 118 1.02 0.17
Corporate achievement 113 117 110 0.07 118 122 115 0.07 120 127 113 0.13 118 122 115 0.07 128 142 113 0.28
Business activities related to Shariah matters (if applicable) 1.01 1.02 1.00 0.02 1.02 1.03 1.00 0.03 1.03 1,05 1.00 0.05 1.05 107 1.03 0.03 1.04 107 1.02 0.05
Halal status of the product (if applicable) 1.08 117 1.00 0.17 108 115 1.00 0.15 104 1.08 100 0.08 1.00 100 1.00 0.00 104 1.05 103 0.02
Declaration of activities that involve alcohol and gambling as part of business (if applicable) 101 1.02 1.00 002 1.00 1.00 1.00 0.00 1.00 1.00 1.00 0.00 1.00 1.00 100 0.00 1.00 100 100 0.00
Industry specialised operational statistics 1.24 1.25 123 0.02 132 1.38 1.25 0.13 131 137 1.25 0.12 127 1.21 127 0.00 1.28 1.25 1.30 0.05
Adoption/ use of supporting mechanism to enhance ethical and productive practices 1.38 153 122 0.32 1.32 152 L12 040 131 140 122 0.18 1.38 137 140 0.03 148 162 135 027

2852 26.35 2872 2637 28.67 26.92 28.55 21.33 29.68 28.10

Information about management and shareholders

Board of directors' responsibilities, experiences, and backgrounds 1,67 183 1.50 0.33 1.74 1.90 158 0.32 177 1.90 1.63 0.27 177 1.90 163 0.27 177 1.90 163 0.27
Details of senior management team 118 137 1.00 0.37 1.20 137 103 0.33 121 138 1.03 0.35 120 137 1.03 0.33 1.20 137 1.03 0.33
Details of Shariah oversight board (if applicable) 1.00 1.00 1.00 0.00 1.00 1.00 1.00 0.00 1.00 1.00 1.00 0.00 1.00 1.00 1.00 0.00 1.00 1.00 1.00 0.00
Domestic and foreign shareholdings breakdown 1.00 1.00 1.00 0.00 1.02 1.03 1.00 0.03 1.02 103 1.00 0.03 1.03 107 1.00 0.07 1.04 103 1.05 0.02

5.20 4.50 5.30 462 532 4.67 533 467 530 472

Financial information

Review of financial highlights related to the financial statements 171 165 177 0.12 167 170 163 0.07 172 182 162 0.20 177 195 158 0.37 183 188 178 0.10
High level operating data and performance measurements that management uses 1.62 167 157 0.10 1.65 168 1.62 0.07 170 170 170 0.00 1.86 182 190 -0.08 1.86 1.90 182 0.08
Share price information (trend) 112 117 107 0.10 111 117 1.05 0.12 115 1.23 107 0.17 115 127 103 0.23 120 132 108 0.23
Share price information (year-end) 119 130 1.08 0.22 124 140 1.08 0.32 123 132 113 0.18 1.26 138 113 0.25 121 1.28 113 0.15
Market share in the industry 101 1.00 1.02 0.02 104 107 1.02 0.05 103 1.03 102 0.02 1.00 1.00 1.00 0.00 1.05 1.05 105 0.00
Market capitalisation in the share market (year-end) 1.15 1.20 110 0.10 113 1.20 107 0.13 1.10 115 1.05 0.10 115 1.25 1.05 0.20 111 117 1.05 0.12
Any form of financing/investment or funding related to Shariah law (if applicable) 1.00 1.00 1.00 0.00 1.03 1.00 1.05 0.05 1.03 107 1.00 0.07 1.00 1.00 1.00 0.00 1.00 1.00 1.00 0.00
Zakat: method used Jheneficiaries (if applicable) 1.03 107 1.00 0.07 101 1.02 1.00 0.02 1.02 1.03 1.00 0.03 1.02 103 1.00 0.03 1.02 1.03 1.00 0.03

10,05 9.60 10.23 9.52 10.35 9.58 10.7 9.7 10.63 9.92

Notes: The highlighted columns represents the level of differences in average voluntary disclosure score by family-controlled companies
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Table continued

No Overall ~ [Nonfamily-|Family- Overall |Nonfamily-|Family- Overall - |Nonfamily-|Family- Overall - {Nonfamily-Family- Overall - |Nonfamily-|Family-
item Voluntary disclosure items AVDS  [controlled [controlled |Differences [ AVDS |controlled |controlled [Differences| AVDS |controlled [controlled |Differences | AVDS |controlled {controlled |Differences| AVDS [controlled |controlled |Differences
Corporate social responsibility (CSR)
36 |CSR policy; a statement of compliance 142 153 130 0.23 147 157 131 0.20 146 158 133 0.25 151 163 138 0.25 159 170 148 0.2
37 |Discussion of involvement in community programs (healthleducation/charity) 162 175 148 0.27 153 163 143 0.20 168 172 163 0.08 162 163 160 0,03 183 188 178 0.10
38 |Discussion of environmental protection program implemented 118 122 115 0,07 1.20 121 113 0.13 121 125 117 0.08 123 123 122 0,02 128 140 117 0.23
39 |Discussion of involvement in public/private action designed to protect the environment 1.2 130 113 0.17 1.24 133 115 0.18 129 132 121 0.05 1.26 123 128 0.05 133 133 132 0.02
40 |Corporate policy on employees’ benefits 1.10 113 107 0,07 114 117 112 0.05 1.22 125 118 0.07 1.26 130 122 0.08 121 123 118 0.05
41 [Corporate policy on employees’ training 1.28 145 110 035 115 122 1.08 013 122 135 1.08 0.27 121 121 115 0.12 129 131 122 0.15
42 |Discussion of employees’ benefits 1.04 107 1.02 0.05 1.06 105 107 0.02 112 108 115 007 1.08 108 107 0.02 1.05 103 107 0.03
43 |Discussion of employees’ training 113 125 100 0.25 114 122 107 0.15 114 12 107 0.15 114 122 107 0.15 119 130 108 022
Breakdown of workforce by line of business distribution or categories of employees by level of
44 |qualifications 111 12 100 0.22 119 130 108 022 117 125 108 0.17 113 118 107 012 115 127 103 023
45 |Amount spent on employees’ benefits and training 113 1.5 1.00 0.25 113 123 1.03 0.20 1.18 1.30 1.07 0.23 1.08 117 1.00 0.17 1.12 1.23 1.00 0.23
46 |Retrenchment/redundancy information 1.00 1.00 100 0.00 1.00 100 100 0.00 1.00 100 1.00 0.00 1.00 100 100 0.00 1.00 100 100 0.00
47 {Information about employee workplace safety 119 132 107 0.25 1.22 135 108 027 123 140 107 0.33 1.25 131 113 023 1.28 138 117 022
48 [Discussion of health and safety standards 1.16 122 110 0.12 111 118 103 0.15 115 122 1.08 0.13 121 132 110 022 1.2 130 113 017
49 {Sadaga/donation (description on the recipients and purpose) (if applicable) 1.01 1.00 102 0.02 1.01 100 102 0.02 1.01 1.00 1.02 0.02 1.00 1.00 1.00 0.00 1.00 1.00 100 0.00
50  [Wadf (description on the policy and amount spent) (if applicable) 1.01 102 1.00 0.02 1.03 102 105 0.03 1.02 103 100 0.03 101 102 100 0.02 102 103 1.00 0.03
51 |Retirement scheme through foundation or other means 1,00 1.00 100 000 1,02 103 100 0.03 1.00 1.00 1.00 000 1.00 100 100 0.00 1.00 1.00 100 0.00
19.72 1743 1957 1772 19.97 18.20 19.65 18.28 2047 18.63
Forward-looking and risk review information
Discussion of opportunities (firm’s prospects in general and business strategy on future performance in
52 |general) 1.20 123 117 007 1.27 128 125 003 1.23 13 112 022 1.33 127 138 012 1.28 1.30 127 0.03
53 |Discussion of specific external factors affecting firm’s prospects (economy, politics, technology) 113 1.05 122 0.17 118 107 128 022 117 1.08 125 0.17 1.08 103 112 0.08 123 113 132 0.18
Discussion of future prod vices research and development activities with planned research and
54 |development expenditure 110 115 105 0.10 114 115 113 0.02 118 120 115 0.05 1.09 112 107 0.05 123 125 122 0.03
55 |Planned advertising and publicity expenditure 101 100 1.02 0.02 1.02 102 102 0.00 1.00 100 100 0.00 1.00 1.00 100 0.00 1.05 103 107 0.03
56 [Nature and cause of risks 1.08 107 108 0.02 113 113 113 0.00 1.08 105 110 0.05 1.06 110 102 0.08 114 110 118 0.08
Identification of major differences between actual business performance and previously disclosed
57 |opportunities, risks, and management plans 114 115 113 0.02 113 120 105 0.15 1.16 125 107 0.18 1.18 120 115 0.05 1.16 120 112 0.08
Envi | incidents - Impl ation of procedures for managing materials containing
58 [environmentally sensitive substances - convert the production processes 1.22 133 1.10 0.23 113 120 107 0.13 125 138 112 0.27 116 125 107 0.18 118 121 1.10 0.17
59 [High degree of government regulation - dicussion on the ways for appropriate investment decision 1.03 103 103 0.00 1.03 105 102 0.03 1.09 115 103 0.12 1.16 118 113 0.05 111 118 103 0.15
Technical failure - discussion on hiring and retaining highly trained and experienced staff / developing
control quality system and equipment maintenance/implementing software that allows better design
60 |and manufacturing process 1.07 110 103 0.07 113 123 102 022 113 123 102 0.22 1.08 115 102 0.13 111 L7 105 012
Natural disasters (e.g., earthquakes, flood) - Discussion on engineering, administrative and operating
61 |staff to identify and develop control program 1.00 100 1.00 0.00 1.00 100 100 0,00 1.02 102 102 0.00 101 100 102 0,02 1.05 108 102 007
1112 10.83 1133 1097 1170 10.87 1130 1097 1172 1137

Notes: The highlighted columns represent the level of differences in average voluntary disclosure score by family-controlled companies




6.3.6 Presentation of images (graphs, pictures, charts and diagrams) and other

voluntary information by companies

The majority of the companies include images such as graphs, pictures, charts, and
diagrams in their annual reports. As noted in section 6.3.1, Financial highlights — at
least 5 years has a high frequency and the highest level of average voluntary
disclosure score (AVDS) under the general corporate and strategy information
category. The majority of the companies include graphs, diagrams, and charts to
show their key financial indicator trends for the period. The main key
indicators/measurements used for presentation are revenue, profit before taxation,
return on equity (ROE), earning per share, and total assets or net asset per share. It
was found that family-controlled companies tend to provide less summary
information in the form of images compared to the nonfamily-controlled
companies. Furthermore, family-controlled companies such as Supermax provided
only 2 comparative years instead of 5 years, and Keck Seng did not provide any
visual images or pictures in their annual reports. As noted earlier, the Financial
highlights — at least 5 years item was ranked as important by the panel members on
the basis that this information provides a summary of the company’s performance,
and can add value for those users (i.e., stakeholders) who have less knowledge in
company analysis. The panel members also agreed that 2 years’ analysis is
insufficient to demonstrate the company’s potential performance, as the
information identifies no significant trend to compare with the performance. Figure
18 presents a screenshot showing that Keck Seng provides financial highlights
information to illustrate the using of quantitative and/or fiscal information over the

5-year period.
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FINANCIAL HIGHLIGHTS

Earnings per share (sen)
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FINANCIAL HIGHLIGBHTS

a

23

21

92

2013 2012 2011 2010 2009
RM'000 RM'000 RM"000 RM'000 RM'C00

Revenue
Plantations and Manufacturing 643,102 750,474 1,013,580 796,054 686,244
Property 137,677 143,048 105,764 92,700 84,354
Hotels and Resort 138,625 143,016 125,613 115,285 133,685
Dividend income 11,040 9,462 10,004 14,823 8,873
930,344 1,055,898 1,254,961 1,018,862 913,156
Profit before tax 181,017 98,794 95,751 356,405 123,467
Profit attributable to owners of the parent 148,817 82,658 74,648 331,646 100,610

28

Figure 18. An example for no provision of bar charts or graphs.

Within the information about management and shareholders category, the analysis
revealed that the majority of the companies provide a picture of their board of
directors and shareholders (Board of Directors’ responsibilities, experiences, and
backgrounds). Furthermore, two-thirds of the family-controlled companies in this
study included pictures of their senior management team in their annual reports,
while others do not show any pictures of their management team (Details of senior
management team). Family-controlled companies such as Tan Chong, Sarawak Oil
Palms, Keck Seng, and Kossan provide only a written profile of the company’s
board of directors or the senior management team (see Figure 19). Only two of the
nonfamily-controlled companies — Dutch Lady and TASEK — had a low score for
the management and shareholders information category. For example, TASEK also
provides written profile for Board of Directors’ responsibilities, experiences and
backgrounds. Once again, this finding is inconsistent with the panel members’
view. The panel members ranked all items within the information about
management and shareholders category as important. Almost all of the panel
members were in agreement that both narratives and images of the board of
directors, and other top management levels, provide important knowledge for
stakeholders, although it has minor economic implications. The panel members
further argued that because Malaysia is an emerging market, knowing the
company’s owners and controllers is crucial for their (i.e., stakeholders’) personal

evaluation.
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Profile of Directors

Dato’ Tan Heng Chew
JP DUMK

Dato®” Tan Heng Chew. 67. a Malaysian, was appointed to the
Board on 19 October 1985 and has been the Executive Deputy
Chairman since 1 January 1999. Dato’ Tan was re-designated
as the Executive Deputy Chairman and Group Managing
Director on 1 July 2012. He is a member of the Board Risk
Management Committee .

Dato' Tan graduated from the University of New South Wales,
Auwustralia with a Bachelor of Engineering (Honours ) degree and
a Masters degree in Engineering from the University of
Newcastle. Australia. He joined the Tan Chong Group of
companies in 1970 and was instrumental in the establishment
of the Autoparts Division in the 1970s and early 1980s.

Dato’ Tan is the Executive Chairman of APM Automotive
Holdings Berhad and Warisan TC Holdings Berhad. He is the
spouse of Dato’ Khor Swee Wah @ Koh Bee Leng. an
Executive Director of the Company. He is a major shareholder
of the Company. He is also a director and shareholder of Tan
Chong Consolidated Sdn Bhd., a major shareholder of the

ato’

Haji Kamaruddin @
Abas bin Nordin
DsSsA, KMN

Dato” Haji Kamaruddin @ Abas bin Nordin, 75, a Malaysian,
was appointed to the Board on 23 Nowvember 2001. He is an
Independ ent Non-Executive Director, and a member of the Audit
Committee, MNominating Committee and Board Risk
Management Commities.

Dato’ Haji Kamaruddin graduated from the University of
Canterbury. New Zealand with a Master of Arts degree majoring
in Economics in 1966. He joined the civil service upon his
graduation and served the Government until he retired in 1993.
Dwring his tenure with the civil service. he held various senior
positions, among them as Director. Industries Division in the
MITI, Deputy Secretary General, Ministry of Works and Director-
General of the Registration Department, Ministry of Home
Affairs.

Dato' Haji Kamaruddin is also a director of APM Automotive
Holdings Berhad and Lion Industries Corporation Berhad. He
has abstained from deliberating and wvoting in respect of
transactions between the Group and related parties involving

Company. He has abstained from deliberating and wvoting in himself.
respect of ransactions between the Group and related parties

invalving himself.

Figure 19. An example for no pictures of board of directors under the information

about management and shareholders category.

In the financial information category, the majority of companies use images to
present their main products and services. Although in some cases companies such
as Supermax, and TSH provided images, they were merely used to supplement
underlying messages the company wanted its annual reports readers to understand

(see Figure 20).
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Figure 20. Images with underlying messages.

The most frequent images found occur in the corporate social responsibility (CSR)
category within the companies’ annual reports. The images provided often related
to the company’s CSR commitment. The majority of the annual reports showed
numerous pictures of events and activities conducted during the reported period.
The outcome from the content analysis in this study shows that most of the images
provided under the CSR category reflected the Discussion of involvement in

community programmes (health/education/charity), and this finding is consistent
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with the level of AVDS in Discussion of involvement in community programmes
(health/education/charity) presented in Part 1 of this chapter. This finding was also
expected as almost all of the panel members contended that companies would
provide pictures or visual images to assist in the understanding of exactly what the
company does as part of its CSR activities. A number of examples of the
companies’ activities in the last financial year were presented, and these included
such things as a description of staff volunteer programmes or graphics of
advertisements from their campaign for particular community programmes (i.e.,

education, health, and charity).

On the other hand, the number of images provided for the environmental and
employees’ aspect is minimal. Most of the images provided merely show the
company’s involvement in environmental campaigns. The outcomes of this analysis
also found that only two of the family-controlled and four nonfamily-controlled
companies provided schedules and/or charts relating to Breakdown of workforce
by line of business distribution or categories of employees qualifications. Figure 21
provides an example of a schedule, and pie charts provided by Cahaya Mata

Sarawak, and Mah Sing.

=

Total no. of employees 2,122
Management 111
Executives 347
Mon-Executives 1.624
Daily-Paid 40

Turnover rate

6.73%

Property & Investment
Holding Division

Total Group including
Plastics Division

Overseas operation

Figure 21. Images used to present the breakdown of employees’ work in a company.
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The lowest number of images provided among the categories was in the forward-
looking and risk review information category. Most of the information provided
was in narrative form which manifested the companies’ commitments to future
plans and undertakings. It is interesting to note that a company that disclosed
voluntary information for Environmental incidents — Implementation of procedures
for managing materials containing environmentally sensitive substances in the
production processes tended to present images of operational machines and/or
equipment to describe the method and technology employed (see Figure 22). These
findings suggest companies involved in diversified industry, and/or the property
industry are trying to illustrate their strategic thinking in areas such as project
sustainability and risk reduction.

0I Loders Crokdaan Ewvope’s plant at Rottesdam
is the largest paim ol refinery in the continent
and piays a key rofe in meeting alobal
asstomers” demand for sustainable paim od.

The automated pocking assembly &ne ar
101 Odeochemical Praé increases
production efficiency.

The steam engineer and boderman dosely
monitoring the boder’s performance to
ensuve its optimam working condition.

Figure 22. Pictures used to describe the technology and equipment used for

production.

6.4 Summary

The aim of this chapter was to describe the level of voluntary disclosure provided
by sampled companies in this study. The application of the best practice voluntary
disclosure index used in this process took account of the possible information that
can be covered under integrated reporting, as noted in chapter 2. Since integrated
reporting is still at the infancy stage in Malaysia, the topic and framework on

integrated reporting has not been called for rigorously in practice. However,
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through this observation, it was found that some of the voluntary information
provided by these companies, which also scored a maximum 5, is likely to be within
the integrated reporting framework, for example, companies’ attempts to tell the
annual report users about their company’s journey towards reaching its vision,
reporting about its historical and intended performance. These intended statements
and assumptions about the company are focused on the strategies that underlie its
value and are carried out to reach its vision during the reporting period.
Nevertheless, the content and context covered in the voluntary information is

sparse.

Overall, the application of the best practice voluntary index to the sample of
companies shows that the level of voluntary disclosure by these companies is low,
with an average overall score of 1.20 out of a maximum possible score of 5.00.
Comparative analysis between five categories used in this study shows that the
general corporate and strategic category was the most frequently provided
information in the companies’ annual reports. On the other hand, forward-looking
and risk review information is the least disclosed information. In addition, the
analysis reveals that the level of voluntary disclosure items related to Islamic values

is very low and is hardly found in the companies’ annual reports.

With regard to the companies’ ownership and the level of voluntary disclosure
provided, it was found that the family-controlled companies provide less voluntary
disclosure compared to nonfamily-controlled companies. However, there were a
number of information categories that showed higher scores for family-controlled
companies. These are: Discussion of recent industry trends; General statement for
corporate strategy; Review of financial highlights related to the financial
statements; Discussion of employees’ benefits; Retirement scheme through
foundation or other means; and, Discussion of opportunities (firm’s prospects in
general and business strategy on future performance in general). The results
indicate that these family-controlled companies are likely to highlight information
that can emphasise the company’s strength in a particular industry and its potential

to remain in the capital market.

Although the analysis was not limited to narrative voluntary disclosure, it was found
that the information disclosed tended to be expressed discursively. This form of

disclosure includes long narrative discussion that can be ambiguous and repetitive
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and often fails to employ numerical symbols or expression that can reflect the
monetary and economic measurement. This outcome is considered to be a downside
aspect of the voluntary disclosure practice, as it failed to meet the panel members’
expectations. The voluntary disclosures were expected to disclose comprehensive
information which is complete, and also easy for users to assess and quantify.
Applying the same notion, voluntary disclosure presentation in the form of images
was also limited to certain categories, namely corporate social responsibility (CSR),

and general corporate strategic category.

This chapter presented differences on the level of voluntary disclosure practice
between companies. In line with the objective of this thesis, the company attributes
were analysed to identify their association with the level of voluntary disclosure
practice between family-controlled and nonfamily-controlled companies. The
results and findings of this analysis are presented in the next chapter, and will
provide some evidence of a significant difference in the level of voluntary
disclosure by the sampled companies.
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CHAPTER SEVEN

COMPANY ATTRIBUTES’ AND THE LEVEL OF
VOLUNTARY DISCLOSURE

7.1 Introduction

This chapter examines the relationship between company attributes and the level of
voluntary disclosure. The aim of this chapter is to examine company attributes that
can potentially explain the differences in the level of voluntary disclosure practices
by family-controlled companies. The results and findings in this chapter are
expected to contribute important insights about family-controlled companies’
features that represent these companies’ corporate governance structure. Thus, a
number of family-controlled companies’ features, which also represent the
companies’ corporate governance factors, are used to measure their relationships

with the level of voluntary disclosure.

Barako et al. (2006), Eng and Mak (2003), and Ho and Wong (2001) explain that
companies’ attributes such as their corporate governance structure, listing status,
ownership structure, firm size, and/or value are associated with the level of
voluntary disclosure. According to Barako et al. (2006), the board of directors is
one factor that can influence the level of voluntary disclosure because the board of
directors has the resources and power to decide and shape the type of information
to be disclosed voluntarily. Theoretically, the board of directors will evaluate the
information that they perceive as important to the companies and which give
meaning to the stakeholders in terms of making economic decisions. To interpret
the association of companies’ attributes with the level of voluntary disclosure,
proxies such as ownership structure, industry, market value, and specific family-
controlled companies’ attributes, namely number of family members, generation of
family members, and experiential and professionalism factors are tested. The key

findings in this chapter are organised as follows:

7.2 addresses the significant differences in the level of voluntary disclosure practice

by company attributes’ (i.e. market value, industry, and ownership).
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7.3 provides a comparative analysis of average voluntary disclosure scores for
Malaysian listed family-controlled companies, and 7.4 presents a synthesis of the
findings.

7.2 The significant difference in the level of voluntary disclosure practice

by company market value, industry, and ownership

The companies in this thesis show that they have different market value, are in
different industries, and have different ownership. It, therefore, is important to
compare these characteristics with the total average voluntary disclosure score
(AVDS). The aim of this comparison is to identify whether there is a significant
mean difference between elements. For this reason, factors such as market value*,
industry, and ownership type, and AVDS were examined in order to identify the
significant differences in the level of voluntary disclosure. In order to analyse the
level of voluntary disclosure, a significance test was conducted.

Significance test

A significance test was performed to evaluate any significant difference in the level
of voluntary disclosure scores within the companies’ attributes, namely market
value, industry, and ownership type. Analysis of Variance (ANOVA) tests are
performed to test for differences between the means of each category of voluntary
disclosure between companies’ attributes*?. Table 28 shows the result of the
ANOVA test used in this study.

41 Market value is indicated in Malaysia Ringgit
42 Results from statistical tests of 150 annual reports (i.e., normality, homogeneity, and robust test)
showed that the ANOVA test can be performed.
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Table 28. Results on the significance test between companies’ attributes and the

voluntary disclosure categories.

General corporate | - Information about Forwarc-looking and
andstrategic | management and Financial Corporate social risk review

Companies attributes | information shareholders information ~ {responsibility (CSR)|  information
Fvalue | Sig | Fuvalue | Sig |Fuwalue| Sig |[Fuwalue| Sig |Fualue| Sig
Market value 18.43410.000x¢| 3193 | 0,042+ | 28.279{0.000+| 6.03L | 0003+ | 2133 | 0.129
Industry 2003 100024+ 1894 | 0004 | 494 [0000| 1429 | 0212 | 2149 | 0,008
Ownership 19,966 10.000+++| 16,969 | 0.000+++ | 11,669 | 0,000+ | 18,715 | 0.000++| 6.221 | 0,003+

***The mean difference is highly significant at the 0.01 level.

** The mean difference is significant at the 0.05 level.

*The mean difference is moderately significant at the 0.1 level.

Note: F value shows the differences across companies’ attributes, and Sig value shows the significant level of the ANOVA.
The higher the F value found, the more significant is the difference between companies in the population. For example, if the
company’s market value shows 0.000 which < 0.01, this result shows that voluntary disclosure for general corporate and

strategic information provided by companies is different across the companies’ market value range.

This finding shows that the initiative of disclosing information voluntarily in the
annual reports by family-controlled companies differs across the companies’
respective industries. Two voluntary disclosure categories show significant
differences across industry. Table 28 shows there is evidence to conclude at the 5%
level of significance that the mean level of AVDS in voluntary disclosure is
different for the five categories of voluntary disclosure (p-value<0.05). However,
the information about management and shareholders, CSR, and forward-looking
and risk review categories show no significant differences across industries. This
finding suggests that almost all companies provided similar patterns and levels of
voluntary disclosure in relation to these categories. One possible reason for this
situation could be plausibly explained by the fact that Malaysia is an emerging
market, and companies are driven more by financial reporting indicators and
measurements for performance rather than nonfinancial reporting for transparency.
Ghazali and Weetman (2006) suggest that Malaysian companies are more
concerned with financial reporting as a consequence of the financial crisis in 1997.
They emphasise financial reporting to show and inform the public that they are
transparent about the company’s financial position and activities. This result is also

consistent with findings in chapter 5, where the panel members also agreed that the
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financial information category is the most important information when evaluating
a business’ current and future cash flow. However, this finding could vary from one
emerging country to another due to differences in each country’s background.
Wang and Hussainey (2013) argued that a country’s background context can
influence the level of voluntary disclosure provided by listed companies. They
suggest that a country’s government regulations and capital market regulatory
bodies can shape the level of voluntary disclosure by companies. For example,
Wang and Hussainey (2013) found that voluntary disclosure practices in relation to
forward-looking and corporate governance information can be different across
countries because of the difficulty in measuring disclosure for such information

categories.

This finding also seems to agree with those of Wallace (1994), Owusu-Ansah
(1998), Naser et al. (2002), Barako et al. (2006), and Alsaeed (2006) who suggested
that the level of voluntary disclosure between industries can differ. For example,
Owusu-Ansah (1998) contended that firms that operate in highly regulated
industries might be subject to rigorous controls that can have an impact on their
voluntary disclosure practices. Consistent with Owusu-Ansah (1998), two of the
voluntary disclosure categories (i.e., general corporate and strategic information,
and financial information) are at a 5% level of significance, though the level of
AVDS is different in the two categories. This finding suggests that different
companies are subject to their industry’s regulation and thus, industry cannot
explain the level of voluntary disclosure. Companies that are regulated by certain
acts or laws may have provided higher disclosure. For example, those within the
plantation industry might disclose more additional information on their concepts
and strategies to preserve land that has been explored. One such company was
Kuala Lumpur Kepong Berhad (KLK). It was found to have a higher disclosure
score on its corporate social responsibility towards the environment. The industry
to which a company belongs, therefore, seems to lead to a different level of
voluntary disclosure. This factor resulted in mixed results for the relationship
between industry characteristic and the level of voluntary disclosure in the annual

reports.

This study’s findings suggest that Malaysian companies apparently preferred to
disclose more general corporate and strategic information, and more financial

information during the observation period in relation to the country’s capital market
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environment, which may have impacted on the nature of their business (Alsaeed,
2006). Some of the companies may provide less information in the general
corporate and strategic information, and financial information categories because
the companies’ managers may perceive the information they provided during the
observation period was sufficient. They may also have expected less capital market

reaction in their business industry (Haniffa & Cooke, 2002).

It is worth pointing out that a company’s market value and its ownership type have
an important bearing on the level of voluntary disclosure. According to Eng and
Mak (2003), large companies with high market value** — which was also
considered as a control factor for the sample selection — are likely to disclose more
additional information voluntarily. Consistent with Eng and Mak (2003), 6 of the
30 highly ranked companies (Sime Darby, 101 Corporation, Kuala Lumpur Kepong,
Telekom, UMW, and Gamuda) are among the companies that have more than
MYRI10 billion market value. This study’s findings suggest that high market value
companies tend to provide more voluntary disclosure than other companies do.
Additionally, when further tests (i.e., post hoc analysis*, see Table 29) are
performed on the range of market values of these companies, the findings suggest
that the variation of mean differences within the sample observations are significant
for four categories, the exceptions being the Forward-looking and risk review
information. This finding suggests that almost all Malaysian listed companies
exhibit a low and similar pattern as regards the level of voluntary disclosure for

forward-looking and risk review information.

4 Market value of firm — sum of market value of ordinary shares, preferences shares, book value of
long-term and short-term debt, divided by book value of total assets.

4 Post hoc tests in the analysis of variance (ANOVA) were used to provide specific information on
which means are significantly different from each other.
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Table 29. The mean difference results between companies’ market value range and

the level of voluntary disclosure — result from post hoc analysis.

Information about

Generalcorporateand | menagementand | Financial | Conporatesocial | Fomrclooking and
Market value strategicinformation | shareholcers | information | responsibilt (CSR) fiskrevew informaion

Mean Mean Mean Mean Mean
Difference | Sig, ~(Diffrence| Sig, [Diffrence| Sig. |Diffeence| Sig. | Diference| S
Above 30 billon vs <10 ol LB |00 | 06 | 02 | 030 (00| 003 | g | 0% | 04
<X billon and>10pvs < 0bilon 00 |00 | 0L | 0T | 0% | 0oMe | 04 [0 W | 0%
Above 30billonvs <0olonard>00llon | 01 [0 | 21 | 07 | 02 | 0o | D [0 405 | 06

***The mean difference is highly significant at the 0.01 level.

** The mean difference is significant at the 0.05 level.

*The mean difference is moderately significant at the 0.1 level.

Note: Mean difference shows the differences across companies’ market value range, and Sig. value shows the significant
level of the mean difference. The higher the mean difference value found, the more significant is the difference between
companies in the population. For example, the mean difference between a company whose market value is above 30 billion
and those with less than 10 billion shows 0.000 which < 0.01. This result shows that voluntary disclosure for general corporate
and strategic information provided by companies with above 30 billion market value is different from companies’ with less

than 10 billion market value.

This current study found supportive evidence on the relationship between the
family-controlled companies’ ownership and the level of voluntary disclosure (see
Table 30). This result is consistent with previous studies, particularly in China, for
instance Chau and Gray (2010), Eng and Mak (2003), and Huafang and Jianguo
(2007) who suggest that a company’s ownership plays an important role in the level
of voluntary disclosure. In this study’s sample, about 60% of the top 150 listed
companies on the main board of Bursa Malaysia are family-controlled companies®.
These companies also have a number of family members in the company’s top
management. This finding also corroborates previous studies by Chau and Gray
(2002), Haniffa and Cooke (2002), and Chen and Jaggi (2000) in the governance
structure area who found a low level of voluntary disclosure in family-controlled

companies.

45 In Amran’s (2011) study, it was stated 43% of listed companies on the main board listing in Bursa
Malaysia made up the study’s sample.
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Table 30. The mean difference results between companies’ ownership and the level

of voluntary disclosure — result from post hoc analysis.

Corerl ool nd e | MRl Cormretcal sl | Fomokingand ik e
Oeriptye ket atarolgs Frai nfmaton (R o
e et Mean e Jean

Ve (Ofeeme| S | Mo (i) Sip | Mew [Difeene| g | Mo (Difne) Sip | Mew || Sig

LT I g e R I g el v o B g

Fil ol i il il it il

***The mean difference is highly significant at the 0.01 level.

** The mean difference is significant at the 0.05 level.

*The mean difference is moderately significant at the 0.1 level.

Note: Mean is the level of average disclosure score for each category. Mean difference shows the differences across
companies’ ownership type, and Sig. value shows the significant level of the mean difference. The higher the mean difference
value found, the more significant the difference that exists between companies in the population. For example, the mean
difference between nonfamily-controlled and family-controlled companies shows 0.000 which < 0.01. This result shows that
voluntary disclosure for general corporate and strategic information provided by nonfamily-controlled is different from that

provided by family-controlled companies.

However, it is worth highlighting, as stated earlier in chapter 6, family-controlled
companies provide certain voluntary disclosure items more than nonfamily-
controlled companies do. This study is also consistent with Al-Akra and
Hutchinson’s study (2013) in Jordan. They found that family-controlled companies
exhibit higher levels of voluntary disclosure on certain information compared to
nonfamily companies. Al-Akra and Hutchinson (2013) suggest that regulatory
reforms resulting from the globalisation of the capital market have implications on

the level of voluntary disclosure by family-controlled companies.

7.3 A comparative analysis of average voluntary disclosure score among

Malaysian listed family-controlled companies

This part of the thesis offers a comparative analysis of the family-controlled
companies over the 5-year period. The analysis is presented in Table 31. Based on
the table, the 101 Group shows the highest level of AVDS, at 1.35, followed by
Cahaya Mata Sarawak at 1.26, and Mah Seng at 1.23. Keck Seng and Supermax
have the lowest AVDS, at 1.08. The financial information category has the highest
level of AVDS, followed by the general corporate and strategic information

category, and the information about management and shareholders category.

175



Table 31. Comparative analysis of average voluntary disclosure score between

sampled family-controlled companies.

Compeny BERIAVA | CWS [ 01 AYATIASiJKECKSHWC KK (KOSSANIVAHSING| ORIETAL | QLRES | SOP | SUPERMIAX | TAN CHONGITOPGLOVE  ToH
Gangnd (ot (ot sty (simer | ol
Iy Etnet | Ovesited | v | Plrtaton | Dvesite o | rodet | Poery | Autonothe| ot (Plreon] pnoduet | Ao | o { e | men
Cenerel o e
ifimein ‘ N ] ‘ |
Ifomaton aout manegnent
At ‘ S N b
Finaro infmeton W@ oW pm oy mmpsmy]fe|
Cg[pgra[e i [egmnsibi“(y it O N O O O 1§ 1 A

e N I N O N I A 0 O 0 T O I U T
NI I T 0 A O N I O R

Note: Berjaya Group (BERJAYA), Cahaya Mata Sarawak (CMS), 101 Group (IOl), Jaya Tiasa Holdings (Jaya Tiasa), Kuala
Lumpur Kepong (KLK), Kossan Rubber (KOSSAN), Oriental Holdings (ORIENTAL), QL resources (QL RES), Sarawak
Oil Palms (SOP), Tan Chong Motor (TAN CHONG), TSH Resources (TSH).

Findings on the family-controlled companies might be explained further on the
basis of their family governance structure. It is possible that the composition or
generation to which family members who sit on the board belong could explain the
variation in the level of voluntary disclosure of these companies (Chen et al., 2008;
Jaggi, Leung, & Gul, 2009). As pointed out by Chen et al. (2008), the unique
characteristics of family owners is that they have different preferences for voluntary
disclosure than do other owners. Since the focus of this current study is on family-
controlled companies, further correlation tests were performed. Four variables were
used to check the relationships with the level of voluntary disclosure. These

variables consisted of:

1. Number of family members on the board: Ho and Wong (2001)’s study in
China found that the number of family members on the board plays an
important role in terms of the level of voluntary disclosure in family-
controlled companies. Ho and Wong (2001) suggested a high number of
family members on a company’s board can lower the level of voluntary
disclosure in the companies’ annual reports.

2. Generation of family members on the board: Sansone, Mussolino, Cascino,
and Pugliese (2010) that family business have a different ownership

structure from other types of ownership. This leads to dominant family
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control. Most of the sample companies in their study are family-founded and
consist of multiple generations and they control top management positions
(see also, Anderson & Reeb, 2003; Noor Afza & Ayoib Che, 2010).

3. Number of Muslim directors on the board: In the context of Malaysian
companies, the proportions of Muslim directors on a company’s board is not
stipulated in any statutory requirement. (Haniffa & Cooke, 2002), however,
suggested the proportion of Muslim“® directors on the board can influence the
level of voluntary disclosure in a family business.

4. Family members’ acquisition of knowledge related to: (a) a company’s
industry, (b) business and management of a company, and, (c) a combination
of both (a) and (b): Knowledge acquired by family members who sit on the
board can be an important determinant in the voluntary disclosure practice. If
the majority of the family members on the board were educated abroad and
have been involved with numerous business industries, the influence of that
knowledge could play an important role in explaining their disclosure
behaviour (Haniffa & Cooke, 2002). A further statistical test was performed
to investigate the relationship between these factors and the level of voluntary

disclosure and presented next.

46 The identification of Muslim directors in the annual reports is based on their name, which must
carry “bin” for male, “binti” for female.
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Table 32. Correlation between family-controlled attributes and the level of

voluntary disclosure.

Information gbout

Generel ooporateand | managementand Corporatesocial | ForvrcHooking and isk

Famil-contrlled ompanie'ttrbutes straegioinfometion | shareholders | Finanial information | - responsitily (CSR) | - eviewinformtion
;‘m“ 5 i ;";;EL';” 5 i mﬁ” 5 i i;il?iﬁ” 5 i ;f;gi’n”t” 5y i

Number f famiy members O I O O
Ceneratonof iy e O P O
Nimoer of Muslm ectos N O O O OO I 1
Krowho-ndsty L K O 0 O O 0 1
Krowele aoqiecsiess dmareement | 464 | 0L | D3| 0B 00| 0B {50 | 0| 0%
Koo et I O O 0 1

** The mean difference is significant at the 0.05 level (2-tailed).

*The mean difference is moderately significant at the 0.1 level (2-tailed).

Note: Correlation coefficient shows the association between proxy used and the average voluntary disclosure scores by each
family-controlled company, and Sig. value shows the significant level of the association. For example, the number of family
members involved in the managerial level is negatively associated with the average voluntary disclosure scores in financial
information 0.020 which < 0.05.

Table 32 presents the results obtained from the correlations between the selected
variables and the level of voluntary disclosure (subcategory). The result is revealing
in several ways. First, the number of family members was found to have significant
correlation with financial information and corporate social responsibility (CSR).
Second, the knowledge acquired in the business and management field by family
members was found to have significant correlation with the corporate social
responsibility category, and moderately significant correlation with general
corporate and strategic information. Third, the generations of family members
involved in the business was found to have moderately significant correlation with

general corporate and strategic information.

The combination of knowledge acquired was found to have moderate correlation

with the general corporate and strategic information and financial information

categories. These findings suggest that family members’ involvement in a company

is an indicator towards the level of voluntary disclosure provided. With regard to

this result, the combination of young and mature family members might contribute
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to a higher level of information reported due to their experiential and
professionalism backgrounds. First, the knowledge acquired by these family
members represents the directors’ competencies in handling the overall business
management, including disclosure reporting (Haniffa & Cooke, 2005; Ingley & Van
Der Walt, 2008; Wang et al., 2013). For example, Ingley and VVan Der Walt (2008)
suggest that board members’ acquired knowledge and other skills are important in
influencing the company’s business outcomes. Second, given family members’
knowledge and other skills are important, education (i.e., study abroad or at home,
and areas of qualification) is another important element that can contribute to the
board’s decision outcomes. As a consequence, the roles and responsibilities of
company directors are becoming more challenging, and directors need to make

company decisions that involve a greater degree of uncertainty and risk.

It is apparent from Table 32 that there was no significant correlation between the
number of Muslim directors and knowledge acquired in the industry field by the
family members and the level of voluntary disclosure in their annual reports. In the
context of the number of Muslim directors on the board, the result of this current
study does not support Haniffa and Cooke (2002). Haniffa and Cooke’s (2002)
study in Malaysia suggested that Muslim directors may have an influential role in
the level of voluntary disclosure. One of the possible reasons to explain this finding
is the underlying principle of a company’s ownership and control. This finding
suggests that the status of Muslim directors on the board does not warrant their
influence on the decision for voluntary disclosure. In Malaysia, not all Bumiputera
are Muslim. As noted in chapter 2, Bumiputera means “son of the soil,” which refers
to Malays and other indigenous peoples as distinct from Chinese, Indians, and other
nonindigenous residents. Therefore, the composition of Bumiputera requirement in

the company’s board has no relationship with Muslim directors.

It is somewhat surprising that none of these variables was statistically correlated
with the information about management and shareholders category. This finding,
however, seems to be in line with previous results obtained in this study, as stated
in chapter 6. This finding suggests that regardless of the ownership type, listed
companies in Malaysia tend to follow similar patterns or styles when providing on
information about management and shareholders. One possible reason to explain
this condition may lie in the companies’ obligations to meet the Bursa Malaysia

revised listing requirements, and the revision of the Malaysian Code on Corporate
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Governance (MCCG) in 2012.These, amongst others, require companies to (a)
establish clear board roles and responsibilities, (b) strengthen board composition,
(c) reinforce board independence, and, (d) foster board commitment. In addition,
according to an OECD (2011) report on Corporate Governance in Asia 2011:
Progress and Challenges, Malaysia is amongst the jurisdictions reported to have
developed provisions in the country’s corporate governance codes and listing rules
about the board profile. However, the changes in the level of AVDS during the
observation period are not encouraging. This study’s findings imply that the reasons
for this phenomenon may be a lack of awareness on the part of boards regarding the

importance of providing corporate governance information to the stakeholders.

For a meaningful analysis, a correlation test was further performed between the
mean of each voluntary disclosure category and the various family-controlled
company characteristics mentioned above. Significant correlated factors identified
in Table 32 were further analysed in order to identify detailed family-controlled
company characteristics that have significant correlation coefficients. Number of
family members on the board, generation of family members, and number of family
members with acquired industry, business, and management knowledge were
tested. Bamber, Jiang, and Wang (2010) suggest that manager-specific
characteristics can influence corporate decisions. These characteristics may also

contribute to voluntary disclosure decision practices.
Thus, the key proxies are as follows:

(@) Number of family members on the board — at least two family members on the
board, three to four family members on the board, and more than four family

members on the board

(b) Generation of family members on the board — family members aged below 49
years, family members aged between 50 to 70 years, and a combination of both
young and old (below 49 years old, and 50 to 70 years old)

(¢) Number of family members with knowledge acquired:
i Industry knowledge acquired — only 1 family member has industry
knowledge, only 2 family members have industry knowledge, and more
than 3 family members have industry knowledge
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il Business and management knowledge acquired — only 1 family member has
business and management knowledge, only 2 family members have
business and management knowledge, and more than 3 family members
have business and management knowledge

iii  Combination of industry, business, and management knowledge acquired —
only 1 family member has industry and business and management
knowledge, only 2 family members have industry and business and
management knowledge

Table 33 presents the Spearman (nonparametric) correlation-coefficient measures
(see Appendix Q). From the correlation analysis, corporate social responsibility
(CSR), financial information, and forward-looking and risk review categories have
significant relationships (p-value < 0.05) with number of family members on the
board, generation of family members, and family members’ knowledge acquired.
At least two family members on the board is positively significant (p-value < 0.05),
indicating that family companies with lower numbers of family members on the
board tend to have a higher level of CSR disclosure. The coefficient for more than
four family members on the company’s board, with its negative (-) significant
correlation is unexpected. Family-controlled companies with higher numbers of
family members on the board tend to disclose less financial information voluntarily,
which means they tend to provide the disclosure only in accordance with the
mandatory requirement (see, for example, Oriental, Kossan Rubber, & QL
Resources’ details in Appendix H). This finding is supported by Ho and Wong
(2001) in Hong Kong who found that companies with a higher number of family
members on the board are more likely to have a lower extent of voluntary
disclosure. Ho and Wong (2001) suggest that the situation is due to the number of
family members who dominate the board and control the companies. The finding
from this current study also seems to imply that Malaysia might have similar

voluntary disclosure practices to those of Hong Kong family-controlled companies.

Companies which have family members below 49 years old who sit on the board
are positively significant (p-value < 0.05) with the level of forward-looking risk
review information. This result indicates that the company tends to disclose more
future and risk information voluntarily as a result of having younger family
members involved in the management. This result supported a previous study by

Miller and Le Breton-Miller (2006) who suggested that participation of the younger
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generation, while the business is still run by the founders, can strengthen the
companies’ strategies through sharing their knowledge. This notion also seems to
support the links between managers’ preferences and strategies that might apply to

the voluntary disclosure practices.

Miller and Le Breton-Miller (2006) contended that family members’ involvement
can also bring broader knowledge and deeper monitoring capabilities in the
companies’ management through transfer of their tacit knowledge. Supported by
Miller and Le Breton-Miller (2006) ideas, this current study found that companies
with at least two or three family members that have business and management
knowledge is positively significant with the level of forward-looking and risk
review information. The chance of sharing knowledge and experiences by family
members, either young or old, may contribute expertise and objectivity, which
could provide an alternative and/or main perspective on the type of information that
needs to be disclosed. Therefore, this finding shows that the number of family
members with the appropriately acquired knowledge can encourage the level of

voluntary disclosure practices in their companies’ annual reports.
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Table 33. Family characteristics significant correlation coefficients with mean

voluntary disclosure categories.
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