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Abstract

The environmental activities conducted by companies have been scrutinised
by the public due to the huge environmental problems faced by many people
across the world. These activities are corporate social activities included
in the corporate social responsibility (CSR) framework by Bursa Malaysia
that informs the public regarding the social and environmental activities
implemented by Malaysian companies. Data from 353 companies of various
types in Malaysia revealed that the information about effective usage of
energy and resources is the most disclosed item by Malaysian companies,
followed by the waste management and disposal, and reusing and recycling
information. The least disclosed item by Malaysian companies is prevention
and reparation program. In addition, the regression results showed that the
higher proportion of non-executive directors could increase the disclosure of
environmental information. The results prove that the non-executive directors
have played their role to increase the companies’ legitimacy by encouraging
the management of companies to provide more environmental information.
Hence, this study provides significant contribution for the supervisory
bodies and policy makers in developing guidelines for Malaysian companies
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concerning environmental issues through environmental disclosures in their
annual reports.
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Introduction

Since the past three decades, environmental issues such as increasing damage
caused by pollution and depletion of resources have raised the attention of the
public. Several efforts had been made to improve oil related equipment but the
volume of operational oil spill amounted to 0.9 thousand tons for the year 2013
in Nigeria (Shell, 2014). This oil spill has given a significant impact to the
environment as it can reduce the quality of soil and groundwater in the affected
areas. The government needs to spend a lot of money and time to clean-up the
oil spill areas and do a restoration of the biodiversity to ensure the oil spill sites
can continue to provide a quality of life not only for human beings but also for
all the flora and fauna. In Malaysia, the environmental problem has been an
unresolved issue for quite some time. In 2014, an illegal logging was one of the
factors that might have caused the ‘yellow flood” in Kelantan. In the following
year, pollution of water in Pahang was due to the bauxite residual from the
unrestrained bauxite mining which had contaminated the environment to the
atmosphere (Shah, 2015).

In Malaysia, environmental reporting practices are not compulsory under the
Malaysian Companies Act 2016 and Malaysian Accounting Standard Board
(MASB). However, in 2007, the Listing Requirement of Bursa Malaysia
under item 29 Appendix 9C of Chapter 9 Continuing Operation requires
public listed companies in Malaysia to disclose the information related to the
corporate social activities. Environmental activities are one of the corporate
social activities included in the Corporate Social Responsibility (CSR)
framework by Bursa Malaysia (Bursa Malaysia, 2010). The purpose of this
requirement is to inform the public regarding the social and environmental
activities, to improve the level of social and environmental activities and
reporting which could be comparable to the international best practice. In
2015, Bursa Malaysia published the Sustainable Reporting Guide to assist
Malaysian companies to prepare social and environmental information in
their annual report. This guideline consists of case studies and examples
of the social and environmental disclosures that can be used by Malaysian
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companies to present their sustainable activities to users (Bursa Malaysia,
2015). Later in 2018, Bursa Malaysia published the second edition of
Sustainable Reporting Guide after taking valuable comments from the users.
This new edition has more current case studies and examples with additional
guidance for companies that intend to seek the assurance for their sustainable
reporting (Bursa Malaysia, 2018).

In addition, the Securities Commission Malaysia has released a revised
version of the Malaysian Code on Corporate Governance (MCCG) 2012
document to promote a good corporate governance and business culture. This
MCCG highlights the importance of good corporate governance to ensure
the companies run their business based on ethical standard and provide a
timely and value added information to their stakeholders. The release of a
new version of MCCG could provide more reporting of the environmental
activities as this code encourages the transparency and disclosure to assist the
companies’ stakeholder to make a decision (Securities Commission, 2012).

The disclosure of environmental information has been the subject of substantial
academic research in the past decades. Some studies find that disclosures of
social and environmental information have been increased and related to certain
internal and external companies’ attributes (Trotmen, 1979; Gray, Kouhy &
Lavers, 1995; Hacktson & Milne, 1996; Halme & Huse, 1997; Cormier &
Magnan, 1999; Mobus, 2005; Moerman & Laan, 2005; Salama, Dixon &
Habbash, 2012; Rupley, Brown & Marshall, 2012). However, most of these
studies focus on the experience of companies in developed countries, mainly
in Europe and United States. Empirical evidences from developing countries
are much less and mainly concentrate on the trend of social responsibilities
reporting and do not specifically focus on the environmental reporting.
Furthermore, the findings associated to factors that influence the companies
to disclose the environmental information may be different from the studies
that examine the environmental disclosure separately from the corporate social
disclosures.

In a similar vein, the problem related to the environment is still an issue (i.e.,
increased in air and river pollution and illegal lodging) which affects to the
quality of life for current and future generations given that many steps have
been made by Malaysian government to educate and encourage Malaysian
companies to protect the environment. Previous studies (Bursa Malaysia,
2008; Iatridis, 2013) show that Malaysian companies are not transparent to
the community regarding their social and environmental activities. Hence,
Malaysian citizens are looking forward to see how the public companies
run their business activities without harming the environment. In line with
the above efforts, this study investigates the current status of environmental
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reporting in the annual report among Malaysian listed companies and the
determinants of environmental disclosure.

Hence, the present study attempts to fill the gap by examining the current level
of environmental disclosure made by Malaysian Companies in their annual
reports after the listing requirement of the Bursa Malaysia and the release of
MCCG 2012. Principle 7 of this code states that companies should establish
corporate disclosure policies and procedures to ensure comprehensive, accurate
and timely disclosures. As a result, this principle is about the duty of the board
to ensure companies provide comprehensive disclosure of information in a
timely basis (Securities Commission, 2012). This study also examines whether
corporate governance variable (i.e., board of director characteristics) could
influence the quality of environmental disclosure in their annual reports.

Literature Review
Environmental Disclosure

Environmental disclosure is defined as “the disclosure by an entity of
environmentally related data, verified or not, regarding environmental
risks, environmental impacts, policies, strategies, targets, costs, liabilities or
environmental performance to those who have an interest in such information,
as an aid to enriching their relationship with reporting entity” (ACCA, 2003).
Disclosure in the annual reports is one of the mediums to communicate the
information which can explain the effect of the organization’s operation
and products to the environment. In addition, the disclosure can show the
commitment of the organisation in reducing pollution, resource depletion,
waste and increasing the product quality and safety.

Although preparing the environmental reporting will incur cost and time, but
there are many benefits that can be gained from this reporting; for instance,
it will increase the number of customers and suppliers who share the same
values with the organisation. The greater the transparency of environmental
information the greater the confidence and trust between corporation and
stakeholder that can further strengthen their relationships. It can also
decrease corporate risk and potential liability through reviewing the type of
environmental risk that has been ignored by the corporation in the previous
accounting periods. However, if there is a lack of environmental reporting,
it will increase the indirect costs related to the poor environmental profile
compared to the competitors. The companies will also lose all the above
benefits.



Malaysian Management Journal Vol. 23, December 2019 1-25

Most studies on the environmental reporting are part of the corporate social
responsibility reporting. Among the earliest study on corporate social reporting
was by Trotman (1979) who found that social reporting in Australia had
increased from six percent in 1967 to 35 percent in 1977. Hackson and Milne
(1996) investigated the corporate social disclosure in 50 largest companies
listed on the New Zealand Stock Exchange as of 31 December 1992. Their
study shows that 83 percent of the sample companies make at least one type
of social disclosure. Meanwhile, Salama et al. (2012) revealed that 80 percent
of companies in United Kingdom disclose the environmental information in
their annual reports. Whilst, in United States, a study by Cho, Freedman and
Patten (2012) indicated that the disclosure of environmental information is
84.5 percent. Thailand also shows the higher percentage of environmental
disclosure which is 83 percent (Suttipun & Stanton, 2012).

In Malaysia, the empirical study by Buniamin (2010) stated that only 28
percent of Malaysian companies disclosed their environmental activities in
the annual reports for the financial year 2005. Similarly, a study by Bursa
Malaysia (2008) based on 200 companies found that only nine percent
received a good band and 4.5 percent received a leading band for their
corporate social responsibility disclosure in their operations during the
financial year of 2006 to 2007. Companies which received a leading band
indicate that their corporate social and environmental reporting are closed
to the international best practices benchmark. As for the environmental data,
25 percent of the companies received the zero score which indicates that
the environmental activities are not the main concern among Malaysian
companies.

A study by AlArussi and Selamat (2009) provided the evidence that general
environmental consideration and statements are the most common disclosed
items (51.5 percent) based on the Internet environmental disclosures among
Malaysian listed companies. In addition, Iatridis (2013) found that only
54 percent of Malaysian companies gave the environmental information.
A recent study by Bakar, Ghazali and Ahmad (2019) revealed that only
45.9 percent of Malaysian companies disclose information about the
environmental activities. Therefore, Bursa Malaysia concluded that the
corporate social responsibility awareness and reporting by most Malaysian
public listed companies is lagging far behind the international best practice.

Nevertheless, the previous studies show that the level of social disclosure has
increased given that the environmental reporting is quite new in Malaysia.
However, most studies find that the environmental information disclosure is
low compared to other themes of corporate social responsibility. In line with
the above literature review, this study attempts to explore the current quality
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of environmental disclosure in Malaysia and whether the characteristics of the
board of directors could increase such disclosure.

Factors Affecting Environmental Disclosure Practices

Environmental disclosure is also associated with many characteristics of the
corporate governance and board members. For instance, the independent
board members (Rao, Tilt & Lester, 2012) in Australia have been found
to significantly affecting the level of environmental disclosure. Consistent
findings have also been shared in the studies by Johnson and Greening
(1999), Chau and Gray (2010), and Fuente, Garcia-Sanchez and Lozano
(2017). These studies justify that independent non-executive directors have
strong impact on the general voluntary disclosure as well as specific CSR
and environmental disclosures. The strong impact of independent directors
on environmental disclosure may be justified in a number of reasons. Firstly,
independent non-executive directors sitting on board are highly said to be
enhancing the process of monitoring the management behavior (Cornett,
Marcus & Tehranian, 2008). Secondly, the non-executive directors add
great value to company performance due to their independence from inside
directors (Baysinger & Butler, 1985) that lead to better acquisitions (Paul,
2007). They incline to pay more attention to the interests of all stakeholders
because they are more responsive to social demands and thus motivate firms
to be more engaged in sustainability (Ibrahim & Angelidis, 1995).

Meanwhile, a research conducted in Malaysia reveals that an independent
non-executive chairman also plays a significant role in affecting the level
of environmental disclosure (Said, Omar & Abdullah , 2013). Their findings
justify the role of independent non-executive directors who are acting as
a check and balance mechanism and play a monitoring role in performing
and carrying out their governing functions, duties and decision making
in an organisation. However, Haniffa and Cooke (2002) found a negative
relationship between the non-executive directors and the voluntary social
reporting disclosure. Furthermore, few studies recorded the non-significance
of independent non-executive directors with voluntary disclosures (Abdullah,
Mohamad & Mokhtar, 2011). They further state that the nature of the
independent non-executive directors in Malaysia may not be well conversant
about the firms’ operation, do not support the board’s CEO, executive
directors and majority shareholders but pursue the interest of the firms’
minority shareholders and firms’ stakeholders. The non-executive directors
selected are also believed to be those in the same circle as the firms’ CEO
(Grady, 1999) whereby the focus is spent more on satisfying the expectation
of majority shareholders compared to fulfilling the hope of stakeholders. The
insignificant relationship of independent directors was also found in a study
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by Michelon and Parbonetti (2012). The authors believe that the relationship
will only be significant if the independent directors selected have community
influence that brings legitimacy to the firms. As a result, firms may be more
adhere in reporting their environmental disclosure.

Another board characteristic that has been found to be positively influencing
voluntary disclosure is the multiple directorships (Haniffa & Cooke, 2005;
Elsakit & Worthington, 2014; Rao & Tilt, 2016). However, these findings
focus more on CSR disclosures, while the effect of multiple directorship
on environmental disclosure remain scarce. Directors who have multiple
directorships are said to have greater access of information which they
obtained from a number of companies and are able to use such information
to benefit the companies where they are directing (Hashim & Abdul Rahman,
2011). As a result, these directors with multiple directorships will be more
transparent (Ho & Shun Wong, 2001), and are more likely to disclose
information (Rupley et al, 2012; Razek, 2014), including the voluntary
information such as the environmental disclosure. On the other hand, Harris
and Shimizu (2004) argued that serving on multiple boards could reduce the
available preparation time for board meetings and limit the directors’ ability
to provide useful advice.

Furthermore, the board members’ background is also important in determining
the environmental disclosure. Said et al. (2013) claimed that companies
who have CEOs with law background tend to have greater environmental
disclosure due to their understanding in the law that helps them to be
more aware of the regulations and laws governing a company. The level
of environmental disclosure is also found to be affected by the proportion
of women in the corporate board (Rao et al., 2012). In addition, they state
that female directors have more active involvement, better preparation,
independence and other qualities that enable them to make significant
contributions and decision making such as in the case of environmental
disclosure.

Companies also disclose or report their environmental information as a result
of institutionalism. In Spain, a research that focused on wind energy sector
revealed that there is evidence that institutional pressures, categorised as
coercive, normative and mimetic pressures, have impact on environmental
reporting practice (Mosene, Burritt, Sanagustin, Monevan, Tingey-Holyoak,
2013). Coercive pressures are associated with following the industry leader
in terms of engagement with sustainability indexes while mimetic pressures
are linked with the tendency towards the adoption of third-party or external
verification. Meanwhile, the items reported and the movement from one
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sustainability standards to another pictures the normative and mimetic
pressures on the companies (Mosene et al., 2013).

Hypotheses Development

Mathews (1993) argued that legitimacy theory is related to the social contract
concept whereby the society provides the resources to the corporation and
in turn the corporation produces products, services and other benefits to the
society. He further states that the corporation cannot survive if their actions
do not conform to the expectations of the society. Legitimacy theory implies
that the corporation will ensure their operation and achievement will be
accepted by the society (Wilmshurst & Frost, 2000). When the corporation’s
activities have a negative effect on the environment, they have to disclose
additional information to society. A study by Deegan, Rankin and Tobin
(2002) shared that the annual report is a tool used by the management to
legitimise their activities by disclosing a large amount of information in the
annual report for certain issues that may have attracted the media.

Freedman and Jaggi (2005) asserted that corporation which discloses more
additional information to provide views about their companies could assist
external users in making their own decisions. According to the agency
theory, the board of directors can reduce the agency conflict between
the management and the owner by providing more additional information
(Fama & Jensen, 1983; Fama, 1980; Jensen & Meckling, 1976) such as
environmental disclosure. Based on the previous studies, the board of
director characteristics which are examined in this study comprise board
size, board meetings, non-executive directors, multiple directorships, female
directors and Muslim directors. Underpinning by legitimacy and the agency
theory, the board of director characteristics are expected to influence the
disclosure of additional information (i.e., environmental disclosure) in the
annual reports.

Board Size

Fama and Jensen (1983) argued that the total number of directors in a
company’s board may affect the approach taken by the directors to perform
their responsibilities. The agency theory argues that the directors will
reduce the asymmetry problem the between management and shareholders
(Birnbaum, 1984; Chen & Jaggi, 2000). Therefore, it is suggested that the
quality of environmental disclosure is higher in a company that has a larger
board size. Based on the above discussion, the first hypothesis is:
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H, There is a positive association between the board size and the disclosure
of environmental information.

Board Meetings

More board meetings can increase the performance of company since many
activities can be planned and more issues can be resolved during board
meetings (Nkundabanyanga, Ahiauzu, Sejjaaka & Ntayi, 2013). Their
argument is based on the agency theory that more board meetings which
are organised properly can increase communication of information as they
have more time to discuss the issues related to additional information
such as environmental activities and disclosure. Accordingly, it is thus
hypothesised:

H, There is a positive association between the number of board meeting
and the disclosure of environmental information.

Non-executive Directors

Pfeffer and Salancik (2003) suggest that one of the strategies to deal
with an organization’s relationships with their environment is by the
selection of outside directors. Outside directors can help firms to maintain
their legitimacy and enhance the reputation and credibility of a firm by
providing more social and environmental activities (Ajibolade & Uwuigbe,
2013). Johnson and Greening (1999) also mentioned that outside directors
will encourage the firms to comply with the environmental standards to
avoid penalties, fines, negative media exposure and a subsequent loss of
reputation. Furthermore, Zahra and Stanton (1988) argued that the disclosure
of social and environmental information will reflect the responsibility and
integrity of the non-executive directors. Based on the agency theory, the
non-executive directors will lead to a good monitoring process, and in turn,
it can reduce the agency’s conflicts (Fama & Jensen, 1983) by encouraging
companies to provide more information about environmental activities
conducted by the companies. As such, previous findings justify a positive
relationship between the independent non-executive directors with the
general voluntary disclosure as well as the specific CSR and environmental
disclosures (Johnson & Greening, 1999; Chau & Gray, 2010). Based on the
foregoing discussion, it is thus hypothesised that:

H, There is a positive association between the proportion of non-executive
directors and the disclosure of environmental information.
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Multiple Directorships

Multiple directorship means that directors in certain company also sit in
the board of director of the other company. According to Dahya, Lonie and
Power (1996), instead of making information more transparent, multiple
directorships can also help directors to understand the issues related to
corporate social disclosure. These experiences are gained through exposure to
several companies in the same industry or different industry. Therefore, boards
with multiple directorships could suggest the management to implement more
environmental activities and disclose those activities to mitigate the agency
costs. Madi, Ishak and Manaf (2014) suggested that multiple directorships
increase the monitoring role which lead to enhance the disclosure of additional
information by companies. Studies by Haniffa and Cooke (2005), Elsakit and
Worthington (2014) and Rao and Tilt (2016) revealed a positive significant
relationship between voluntary disclosure and multiple directorships.
Therefore, it is hypothesised that:

H, There is a positive association between the multiple directorships and the
disclosure of environment information.

Female Directors

Female directors are more likely to monitor and consult the management
team using their new leadership styles which can increase the effectiveness
of the boards and companies performance (Adams & Ferreira, 2007; Bertrand
& Schoar, 2003). The existence of female directors could enhance the
communication of information because they have certain quality of attitudes
that attempt to improve their relationships with the stakeholders (Shrader,
Blackburn & Iles, 1997). In addition, Barako and Brown (2008) indicated
that female directors are more likely to show their good corporate citizens
by promoting social responsible activities implemented by companies.
The increased disclosure suggested by female directors could reduce the
information asymmetry between management and shareholders. Empirical
study by Upadhyay and Zeng (2014) found that diversity of the board
enhances the information collected by managers who will communicate that
information to the financial analysts. In the same vein, Fernandez-Feijoo,
Romero and Ruiz (2012) and Liao, Luo and Tang (2014) proved that more
women on boards have increased the disclosure of voluntary information
about social and environmental activities. Based on the above argument, the
following hypothesis is stated as follows:

H, There is a positive relationship between the female director and the
disclosure of environmental information.

10
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Muslim Directors

Rahman (2003) argued that the board of directors could influence the
management to communicate more voluntary information to show their
responsibilities to the owner and community. This is consistent with the
concept of accountability in Islam that promotes the concept of full disclosure
of information (Baydoun & Willett, 2000) beyond that is required by the
regulation. Anuar, Sulaiman and Nik Ahmad (2009) revealed that Muslim
directors can increase the reporting of information due to their excessive
experience in Islamic concept including the approach on how to conduct the
business activity in an ethical way. Reporting the socio-economic activities
regarding social and environmental information is one way to discharge
Islamic accountability (Rizal & Hameed, 2005), to increase the companies’
legitimacy and to reduce the agency conflict. The study by Abd-Mutalib,
Yahya and Taib (2015) revealed a positive relationship between Muslim
directors and corporate social reporting. Hence, it is expected that the
proportion of Muslim directors on the board will influence the reporting of
environmental information.

H, There is a positive relationship between the proportion of Muslim directors
on board and the disclosure of environmental information.

Methodology
Sample Selection and Sources of Information

Data were collected from 2016 annual report of the public listed companies
on the Main Market of Bursa Malaysia excluding the banks and financial
institutions’ companies. Year 2016 was chosen based on the latest available
data when the study was conducted. The sample of this study consists of 353
companies randomly selected from various industries including industrial
product, trading/services, technology, consumer product, properties,
construction and plantation.

Annual reports are used as a source of document for data collection because
the annual report are regarded as important documents in the corporate social
responsibility due to the high degree of credibility of information reported
within them (Tilt,1994). Annual reports are also used by a number of
stakeholders as the source of certain information such as the environmental
activities and their widespread distribution (Deegan & Rankin, 1997). Annual
reports are also produced regularly in Malaysia as required by the Bursa
Malaysia Listing requirement.

11
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Model of the Study and Measurement of Variables

To investigate whether the characteristics of board of directors influence
the disclosure of environmental information, the following model is used:

ED, = B, + B BSIZE+ B,BMEET+ B NONEXEC + B, MULTID +
B.FEMALE+ BMUSLIM, + B SIZE + BROA + e,

Where ED is environmental disclosure score, BSIZE is board size, BMEET
is board meeting, NONEXEC is non-executive director, MULTID is
multiple directorship, FEMALE is female director, MUSLIM is Muslim
director, SIZE is size of company, ROA is profitability.

The dependent variable (ED) is the total quality score of environmental
disclosure based on environmental index. The index of environmental
disclosure is based on the index used by Abd-Mutalib, Jamil and Wan-
Hussin (2014). This index is appropriate for small and big companies as
this index has been used by previous Malaysian studies such as Saleh,
Zulkifli and Muhamad (2010), Bursa Malaysia (2008) and Amran and
Devi (2007). The index consists of nine items namely Effective Usage
of Energy and Resources, Waste Management and Disposal, Reusing and
Recycling, Pollution and Emission Control, Environmental Conservation,
Environmental Campaign, Environmental Policy, Certification and Awards
Achievement, and Prevention and Reparation Programme.

The independent variables are measured as follow. BSIZE is measured
based on the total number of directors on the board (Akhtarudin, Hossain,
Hossain & Yao, 2009). BMEET is the number of board meeting held in
the year (Vafeas, 2013). NONEXEC is the percentage of non-executive
directors to total boards (Weir & Lang, 2001). MULTID is based on the
proportion of directors that also sit in the board of director of the other
company (Haniffa & Cooke, 2005). FEMALE is the proportion of female
directors to the total directors on the board (Liao et al. 2014) and proportion
of Muslim directors on the board for MUSLIM variable (Abd-Mutalib et al,
2015). For control variables, SIZE is proxied by natural log of total assets
(Amran & Che Ahmad, 2010) and ROA is measured by using return on
assets (net income divided by total assets) (Ahmad,Hassan & Mohammad,
2003).

Several methods of data analysis are used to answer the research questions

of the study. Descriptive statistics is used to explain the minimum,
maximum, mean and the median of independent variables. Correlation

12
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analysis is conducted to illustrate the relationship between the two variables.
Linear regression is used to test the relationship between the environmental
disclosure and the board director characteristics.

Findings and Discussion
Descriptive Statistic of Environmental Information

This study explores the disclosure of nine items of environmental information
in the annual reports. The content analysis of 353 annual reports shows that
Malaysian companies do not disclose all nine items of the environmental
information investigated in this study. The result in Table 1 shows that the
most disclosed item is the effective usage of energy and resources (49.6%).
Then it is followed by the waste management and disposal (47.3%), pollution
and emission control (38.2%) and reusing and recycling (38.2%). The least
disclosed item of the environmental information by Malaysian companies is
the prevention and reparation programme (12.7%).

Table 1

The Disclosure of Environmental Information

Environmental information Number of Percentage of
companies companies disclosed
disclosed (%)
Effective usage of energy and resources 175 49.6
Waste management and disposal 167 47.3
Reusing and recycling 135 38.2
Pollution and emission control 135 38.2
Environmental conservation 100 28.3
Environmental campaign 99 28
Environmental policy 96 27.2
Certification and awards achievement 82 23.2
Prevention and reparation programme 45 12.7

Descriptive Statistic of Independent Variables

Table 2 presents the descriptive statistics of this study by showing the
information about the minimum, maximum, mean and standard deviation for
independent variables. The descriptive statistics of independent variables
show that the average of board size (BSIZE) is 7.3343, the minimum number

13
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of board is four and the maximum is 16. This number is the maximum
number of board size as suggested by the Companies Act (2016) which is 14.
As for the board meeting (BMEET), the average is 5.4873 with the minimum
of meeting at least once a year, and the maximum board meeting at 17 times
yearly. These findings indicate that companies with minimum of one board
meeting are unlikely to have complied with the requirement of company
constitution which requires the board to meet at least six time in a year. The
average of non-executive director NONEXEC) is 0.6605 with the maximum
being one. As for the multiple directorships (MULTID), the minimum is
zero, the maximum is one, and the average is 0.5101. The results show that
Malaysian companies have less female directors (FEMALE), with an average
of only 0.1103. The minimum and maximum of female directors is 0 and
0.63 respectively. Similarly, results in Table 2 show that Muslim directors
(MUSLIM) have a maximum of one with the average being only 0.2975. For
the size of companies (SIZE) and profitability (ROA), the average is 13.0588
and 3.9240 respectively.

Table 2

Descriptive Statistics of Independent Variables

Minimum Maximum Mean Std. Deviation
ED 0.00 1.00 0.3255 0.2708
BSIZE 4.00 16.00 7.3343 1.8788
BMEET 1.00 17.00 5.4873 1.8186
NONEXEC 0.30 1.00 0.6605 0.1853
MULTID 0.00 1.00 0.5101 0.2985
FEMALE 0.00 0.63 0.1103 0.1239
MUSLIM 0.00 1.00 0.2975 0.2684
SIZE 9.39 17.84 13.0588 1.4667
ROA -37.64 57.35 3.9240 7.7991

Correlation Analysis and Multicollinearity Test

The present study shows the result of correlation analysis and multicollinearity
test before presenting the result of multiple regression that shows the
relationship between the aforementioned dependent variable and independent
variables. Correlation analysis is conducted to examine the relationship
between two variables. Table 3 presents the Pearson correlation between
independent variables tested in this study. The results show a strongly weak

14
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relationship between all variables involved in this study as all the correlations
are less than 0.5. The significant positive correlation between NONEXEC
and BMEET (0.228) indicates that companies with more non-executive
directors are more likely to have a higher number of board meeting. However,
board meeting and environmental disclosure (ED) are not correlated. ED has
positive correlation with SIZE (0.416), BSIZE (0.124), NONEXEC (0.167)
and MULTID (0.206). Similarly, positive significant correlation can be
seen between MUSLIM and BMEET (0.176). It shows that higher Muslim
directors on the board will lead to more board meetings. MUSLIM also has
a significant positive relationship with NONEXEC (0.297) and MULTID
(0.211). It shows that the companies with more Muslim directors are more
likely to have greater non-executive directors and their directors also have
multiple directorships in other companies. In addition, MUSLIM and SIZE
also have a significant positive correlation (0.226). On the other hand, a
negative significant relationship can be seen between ROA and BMEET
(-0.140). This result specifies that less profitable companies will have more
board meetings.

Table 3

Correlation Analysis

ED BSIZE BMEET NON- MULTID FEMALE MUSLIM SIZE ROA
EXEC
ED 1.000
BSIZE 0.124%* 1.000
BMEET 0.036 0.078 1.000
NONEXEC 0.167%* -0.091 0.228** 1.000
MULTID 0.206%* 0.058 0.074 0.240%* 1.000
FEMALE 0.031 0.041 0.082 0.060 -0.054 1.000
MUSLIM 0.102 0.041 0.176%* 0.297#* 0.211%* 0.029 1.000
SIZE 0.416%* 0.341%% 0.103 0.167+* 0.274#% 0.061 0.226%* 1.000
ROA 0.037 0.034 -0.140%* -0.038 -0.132% 0.121%* -0.056 0.069 1.000

Note: * and ** indicate significant at 10 percent and 5 percent level, respectively

Table 4 presents the result of the Collinearity Diagnostic Test to further
investigates the existence of multicollinearity problem in the model. The
results show that the variance inflation factor for all independent variables is
less than 10. Additionally, the tolerance value for all independent variables
also is more than 0.10. Therefore, the result of this test proved that the
multicollinearity problem does not exist in the model.
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Table 4

Multicollinearity Test

Collinearity statistics

Variable Tolerance VIF
BSIZE 0.854 1.170
BMEET 0.903 1.108
NONEXEC 0.821 1.217
MULTID 0.853 1.173
FEMALE 0.967 1.034
MUSLIM 0.859 1.165
SIZE 0.771 1.297
ROA 0.936 1.068

Regression Analysis

This section discusses the result of multiple regression analysis that is used
to test the relationship between the dependent and independent variables.
The dependent variable in this study is environmental disclosure (ED). The
independent variables are board size (BSIZE), board meeting (BMEET), non-
executive director (NONEXEC), multiple directorship (MULTID), female
director (FEMALE) and Muslim director (MUSLIM). Control variables
used in this study are the size of company (SIZE) and profitability (ROA).
The results of multiple regression in Table 6 shows that the adjusted R? is
0.172. The results indicate that six independent variables and two control
variables can only explain 17.2 percent of the variation in the dependent
variable, which is environmental disclosure.

The multiple regression results in Table 5 indicate that only non-executive
(NONEXEC), multiple directorship (MULTID) and size of company (SIZE)
have a significant relationship with environmental disclosure (ED). Non-
executive director and multiple directorship have a positive significant
relationship with environmental disclosure at 10 percent level. However, the
size of companies has a positive relationship with environmental disclosure
at 1 percent significant level. The results of this study presumes that more
non-executive board of directors are more likely to influence the companies
to disclose more environmental information. Non-executive directors and
multiple directorships seem to increase environmental disclosures (ED) due
to their reputation, experience and governance skills given to companies.
The results of this study is consistent with Chau and Gray (2010) and Fuente
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et al. (2017). Similarly, the directors who also sit as the board of director of
the other companies are likely to be motivated to report more information
related to the environmental activities implemented by their companies.
Studies by Elsakit and Worthington (2014) and Rao and Tilt (2016) also
found that multiple directorships could influence the disclosure of voluntary
information.

Other variables namely board size (BSIZE), board meeting (BMEET),
female director (FEMALE), Muslim director (MUSLIM) and profitability
(ROA) have no significant relationship with the environmental disclosure.
These results indicate that these variables will not influence the disclosure
of environmental information in the annual report of Malaysian companies.

Table 5

Regression Analysis Results

Variables Coefficients Std. Error t-value Sig.
(Constant) -.698 126 -5.557 .000
BSIZE .000 .008 -.028 978
BMEET -.004 .008 -.490 .625
NONEXEC 128 .072 1.780 .076%*
MULTID .080 .048 1.688 .092%*
FEMALE .016 .108 151 .880
MUSLIM -.026 .053 -.496 .620
SIZE 071 .010 6.937 0007
ROA .001 .002 397 .692
R-squared 0.191

Adj. R-squared 0.172

Std. Error of the Estimate 0.24643

Note: * and *** indicate significant at 10 percent and 1 percent level, respectively

Conclusion and Future Research

This study attempts to examine the current practices of environmental
disclosure by Malaysian listed companies. The content analysis of annual
reports of 353 companies from various industries in Malaysia shows that
most of them disclose some forms of environmental information in their
annual report for the year 2016. Information about effective usage of energy
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and resources is the highest item disclosed by Malaysian companies. Then
it is followed by waste management and disposal and, reusing and recycling
information. The least item disclosed by Malaysian companies is prevention
and reparation program.

The regression results provide evidence that the higher proportion of
non-executive directors could increase the disclosure of environmental
information. The results prove that non-executive directors have played their
role to increase the companies’ legitimacy by encouraging the management
of companies to provide more environmental information as suggested by
Ajibolade and Uwuigbe (2013). In addition, Malaysian code of corporate
governance has suggested that Malaysian companies should have more
non-executive directors to monitor the management. More social and
environmental information will be disclosed by companies that have more
non-executive directors on the boards because they are not only focus on
shareholders but also are more concern to satisfy the demand of voluntary
information by various stakeholder (Ibrahim & Angelidis, 1995). Descriptive
statistics of this study show that average non-executive directors in the
sample is 0.6502. It also shows that most of Malaysian companies have
more non-executive directors in their companies to advice the management
to implement and report information related to environmental activities.
More information about environmental activities could assist the external
users to make a various decision and to avoid penalties given to companies
that not comply with environmental regulation.

This study also provides evidence that multiple directorship could influence
the disclosure of environmental information. It shows that the directors who
also sit in the board of director of other company could use their knowledge
and experience from various companies whether in similar of different
industry to assist the management to deal with the issues of environmental
activities and disclosures.

This study is motivated by the importance of environmental activities
implemented by Malaysian companies to ensure limited resources are
still available not only for human beings but also for flora and fauna. The
communication of environmental activities by Malaysian companies in the
annual report shows the transparency of companies towards the sustainability
of resources for future generation. Hence, the findings of this study provide
significant contribution for supervisory bodies and policy makers in
developing guidelines for Malaysian companies that are concerned with
the environmental issues through environmental disclosures in their annual
reports.
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Although Malaysian companies are actively done an effort to save energy
and resources, the activities related to prevention and reparation program
are still lacking. Limited companies voluntarily take preventive activities
to protect the destruction of natural environment because of their business
activities. Furthermore, some companies are reluctant to do additional
improvement to safeguard the natural habitats, air and water surrounding the
location of their activities. In order to provide a good quality of life for the
next generation, it is hoped that Malaysian regulator and government will
encourage companies to consider environmental activities as a part of their
sustainability program and communicate the activities to their stakeholders.
Lastly, Malaysian government should provide a reward to companies that
are actively involved in the environmental activities to encourage them to
continue the activities in the long run.

However, this study has several limitations due to only one year data that is
based on the annual report of 2016. Future study could be extended to look
into several years in order to examine the trend of environmental disclosure
by Malaysian companies. The second limitation is related to the board
characteristics variables in this study which are less comprehensive and
resulted in the low adjusted R% The future research is suggested to include
other corporate governance characteristics that may influence the disclosure
of environmental information in the annual report of Malaysian companies.
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