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ABSTRACT
This study is intended to gauge levels of directors’ remuneration 
disclosure among public listed companies in Malaysia. It aims to 
examine the relationship between companies’ specific characteristics 
(age, size, growth, return on equity (ROA), return on asset (ROA), 
liquidity, and leverage) and directors’ remuneration disclosure based 
on three models constructed from Malaysian Code on Corporate 
Governance (Model 1), Global Practices (Model 2) and combination of 
both Malaysian Code on Corporate Governance and Global Practices 
(Model 3). Based on model 1, it has been found that only company’s 
size has a significant negative relationship with the directors’ 
remuneration disclosure, while based on model 2, only company’s 
ROA is significant. Finally, based on model 3, the results reveal that 
company’s size and company’s ROA are significant to explain the 
variation changes on director’s remuneration disclosure. This study 
contributes to policy-making and body of knowledge by highlighting 
the relationship between companies’ specific characteristics and 
their directors’ remuneration disclosure in the Malaysian context of 
Malaysia.
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INTRODUCTION
Directors’ remuneration disclosure is a continuously debate issues in corporate 
governance. Excessive payment on executive and directors compensation has 
raised questions among minority shareholders, shareholder activists, regulators, 
and the public at large on the lack of transparency of information disclose on their  
remuneration policies (Core, Guay, and Larcker, 2003; Schiehll, 2005). Ezzine and 
Olivero (2013), for example, suggested that more information on remuneration 
policy may protect the right of minority shareholders. This becomes more important 
in financial crisis when the tendency of majority shareholders and company to 
expropriate the resources of minority shareholders via private benefit is high. 
In Thailand, Theeravanich (2013) found that information asymmetry between 
executives and outside investors may lead directors in family-based companies 
to extract higher compensation for themselves. Soltani and Maupetit (2013) even 
suggested that executive remuneration policy and its disclosure is one of the main 
issues of corporate failures internationally. This is supported by Hearn (2013) that 
find the countries in North Africa with better transparency in reporting information 
associated with political stability and accountability.

In Malaysia, companies are required to disclose information on director 
remuneration in their annual report per the Malaysian Code on Corporate 
Governance 2000. This code was revealed in March 2000 by the Finance Committee 
on Corporate Governance with the purpose to raise the corporate governance 
standard in Malaysia. Furthermore, this code demanded that companies provide a 
statement on the annual report specifying how the companies apply the principles 
of corporate governance, focusing on the policy at each level which makes up 
remuneration and also procedures for directors’ remuneration. They are also 
required to separately disclose the sum amount of remuneration received by the 
independent and dependent directors. However, director remuneration disclosure 
in Malaysia is not mandatory.

Awareness of transparency and quality of directors’ remuneration has become 
a priority initiative to transform the current practices on directors’ compensation in 
most countries. For example, in Canada the Canadian Coalition for Good Governance 
(CCGG), the regulatory body which is responsible for transforming executive and 
directors’ compensation practices, introduced a new set of best practices guidelines 
to promote and improve better quality of executive compensation and strengthen 
ties between executive pay and firm performance. Besides that, United State (US) 
Securities and Exchange Commission (SEC) in 2006 had also introduced the new 
rules and initiatives to encourage companies to disclose more comprehensive 
information on directors’ remuneration disclosure. According to Clarkson et al. 
(2006), even though Australian authorities introduced the Company Review Act 
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1998 (CLRA98) with the intention of greater transparency for each director’s 
remuneration, empirical result have revealed that the discretionary disclosure 
caused the low quality of disclosure and thus recommended to clarify the minimal 
disclosure to avoid any misinterpretation.

However, there have been limited studies conducted to ascertain the 
determinants of directors’ remuneration disclosure in Malaysia. It is vital to 
address the issues of directors’ compensation packages in Malaysia since greater 
transparency and accountability of information disclosed on their remuneration 
packages are demanded by minority shareholders, regulator, and other stakeholder. 
Arguably, the predictors of directors’ remuneration disclosure can be used to explain 
the specific directors’ behavior. In other words, this study aims to investigate the 
relationship between a firm’s specific predictors or variables with the level of 
directors’ remuneration disclosure. 

The findings of this study are significant, as they will provide rich literature 
on determinants generally affecting directors’ remuneration disclosure and in 
developing countries, and specifically in Malaysia. As a country still progressing 
to achieve its ambition to become a developed nation, it is critical to examine and 
understand the country’s levels of integrity and transparency. Furthermore, prior 
research on corporate governance and directors’ remuneration has concentrated 
more on developed areas such as the US and Europe.

This study examined the relationship between directors’ remuneration 
disclosure with firm’s specific characteristics, namely company’s age, size, growth, 
return on assets (ROA), return on equity (ROE), liquidity and leverage. We discuss 
the theories used to explain this study followed with discussion on previous literature 
while presenting the hypotheses. Variables, samples and measurement are discussed 
in section 4. Then we present findings from the statistical analysis together with the 
discussion of the findings. The final section includes the conclusion.

THEORETICAL BACKGROUND
Directors’ remuneration is one of the many types of information not mandated to 
be disclosed in an annual report. The Financial Accounting Standard Board (FASB) 
classifies six categories of voluntary disclosure – business data, management 
analysis, forward looking information, information about management and 
shareholders, background of the company, and intangible assets. Directors’ 
remuneration disclosure fall under information about management (FASB 2001). 
However, voluntary disclosure is highly encouraged as it increases transparency of 
the company. Investors and shareholders can then make informed decisions, while 
for company it can lower the cost of managing a business. 
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The needs for the voluntary disclosure on directors’ remuneration can be 
explained by using two prominent theories in corporate governance, namely agency 
theory and signaling theory. Agency theory posits that there is a problem in terms 
of the relationship between the owners of firm, the principals, their manager, and 
the agent (Jensen and Meckling 1976). A conflict of interest forms when both 
parties try to maximize their own interest at the expense of the others’. The owner 
aims for the firm to have the highest value possible while the manager is more 
concerned with luxury perks and remuneration. Therefore, the principal needs 
to protect their interest and investment by implementing appropriate actions to 
control agent behavior, incurring monitoring costs to limit inappropriate behavior 
of their agent. Requiring the manager to disclose their perks and remuneration is 
one action to ensure that the manager does not misappropriate the company’s assets 
and expropriate shareholders’ wealth via excessive compensation.

Signaling theory was posited by Spence (1973) to focus on the different behavior 
in the labor market, with the ultimate objective of examining communication 
between two different parties. It is based on the general assumption of information 
asymmetry in which managers tend to disclose more financial information to provide 
a signal to investors and market (Ross, 1977). This theory argued that information 
disclosed by the firms may reduce information asymmetry and is assumed as a good 
signal by market analyst. Therefore, signaling theory is an important mechanism 
to provide useful information, such as directors’ remuneration to the shareholders 
on the future prospect of the firms. 

LITERATURE REVIEW AND HYPHOTHESES DEVELOPMENT

Company Age
Many studies have found that older firms are motivated to disclose more information 
voluntarily than the newly established firms (Al-Shammari, 2007; Gandia, 2008). 
These firms will disclose more information through Internet financial reporting. 
Younger firms will be reluctant to disclose more information publicly, especially 
on their new product developments, research and development expenditures, 
and capital expenditure, to gain an edge over long-established competitors (Al-
Shammari, 2007; Owusu-Ansah, 1998). Owusu-Ansah (1998) also found that 
younger companies tend not to disclose information due to cost constraint and 
difficulties in collecting and disseminating information. Furthermore, the author 
also suggested that newly-established firms lack experience and expertise on public 
disclosure, resulting in less disclosure.

In contrast, Haniffa and Cooke (2002) found that newly listed firms tend to 
disclose more information in order to enhance investors’ confidence and mitigate 
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investors’ skepticism on the capabilities and performance of the newly listed firms. 
Ho and Wong (2001) found a negative association between the level of disclosure 
and age of the company. They concluded that younger firms tended to disclose 
more information than older firms, due to information asymmetry. This finding 
was consistent with Hughes (1986), who reported that the newly established firms 
tended to disclose more information, as predicted by the signaling theory, in order 
to differentiate themselves from other new firms. However, older firms tend to have 
gained expertise to develop and expand their business, and as such will be inclined 
to disclose more information on their strengths and achievements (Camfferman 
and Cooke, 2002). 

According to Alsaeed (2006), more established companies are more likely to 
disclose voluntary information than the younger companies because the older firms 
used the disclosure practice as their strategy to portray their credibility, transparency 
and future forward-looking policies and business strategies as a mode of business 
expansion, such as to access to global markets and capital. Based on research 
conducted by Camfferman and Coke (2002), company age is positively affected 
by Internet disclosure as a result of the companies experience and competency 
in the market forces. They tend to update their annual information and add more 
information over time to ensure that relevant and reliable information is easily 
accessible. 

In the context of Malaysia, it is not unequivocally possible to conclude that 
the longer established firms will necessarily to disclose more information than 
the newly established firm, including information on compensation of directors. 
This hypothesis explains how the effect of age of the firms from its inception may 
influence the level of directors’ remuneration disclosure of the firms. All of these 
arguments lead to the following hypothesis:

H1 : There is a positive significant relationship between 
the company’s age and level of voluntary disclosure of 
directors’ remuneration.

Firm’s Size
Based on past literature, many researchers have found that the firm size is the most 
consistent firm-specific characteristic to explain the level of voluntary disclosure, 
possibly due to their larger resources to commit more reporting. The empirical 
evidence of the study found significant and positive relation between the firm 
size and the level of voluntary disclosure, including corporate governance, social 
responsibility, environment, ethical issues, and intellectual capital (Adams, Hill 
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and Roberts, 1998; Cormier and Gordon, 2001; Eng and Mak, 2003; Garcia-Meca, 
Parra, Larran, and Martinez, 2005; Haniffa and Cooke, 2005; Barako et.al., 2006; 
Huafang and Jianguo, 2007). This is related to the agency theory, as according 
to Chow and Wong-Boren (1987), firm size is positively related to agency cost. 
Therefore, large firms have more agency cost and thus disclose more voluntary 
information to alleviate cost.

Ben-Amar and Zeghal (2011) conducted a study on Canadian listed 
companies to examine the relationship between transparency level of directors’ 
remuneration package disclosure and board of directors’ independence of 
Toronto Stock Exchange (TSX) companies in 2006. They found a significant and 
positive relationship between a firm’s size and its level of directors’ remuneration 
disclosure. Empirical evidence shows that large firms with higher levels of 
growth opportunities are more transparent in disclosing more information on their 
directors’ remuneration packages. In another study conducted on the Australian 
Stock Exchange (ASX), Coulton, James, and Taylor (2001) and Clarkson et al. 
(2006) found a positive relationship between director and CEO compensation 
disclosure and company size, respectively.

Large Malaysian publicly listed companies are expected to disclose more 
information on the mandated annual financial statement as compared the smaller size 
of company. Based on the assumption of an economy of scale, as well as empirical 
evidence, a larger company normally requires massive internal information system 
to support the company’s operation and management effectively and efficiently. 
Since big companies have invested a substantial amount of investment on the 
advanced information system to provide the significant information to management 
and all stakeholders, the marginal cost to produce non-mandatory disclosure on the 
annual report is lower. They also have ability to provide higher-quality reporting (Al-
Janadi, Rahman and Omar, 2013). This expectation is consistent with the previous 
literature (for example Chow and Wong-Boren, 1987; Lang and Lundholm, 1993; 
Wallace and Naser, 1995; Owusu-Ansah, 2005; Barros, Boubaker and Hamraouni, 
2013) which found that the size of a company is positively related to levels of 
voluntary disclosure. Ho and Taylor (2013), Ghazali and Weetman (2006) and 
Muhammad and Sulong (2010) empirically demonstrated that in Malaysia, larger 
companies are more likely to disclose more information voluntarily than their 
counterparts, small companies. Subsequently, it is hypothesized that:

H2 : There is a positive significant relationship between 
the firm’s size and the level of voluntary disclosure of 
directors’ remuneration.
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Firm’s Growth
This study also interested in investigating if firm growth is a significant predictor 
to explain the variation changes on directors’ remuneration disclosure. In previous 
literature, firm’s growth has been extensively considered a significant factor 
influencing voluntarily disclosure (Lang and Lundholm, 1993; Core, 2001; Eng 
and Mak, 2003; Nagar, Nanda and Wysocki, 2003; Clarkson et al., 2006; Fontana 
and Macagnan, 2013). 

Core (2001) for example found that firm with less growth opportunities tended 
to disclose  less voluntarily disclosure due to less dependence on external source of 
financing and lower incentive to produce voluntarily disclosure since the mandated 
disclosure provide high quality information to reduce information asymmetry. Firms 
with high growth opportunity on the contrary tended to carry out more voluntary 
disclosure to reduce information asymmetry with outsiders and attract potential 
shareholders to give financial support to the firm (Gaver and Gaver, 1993; Core, 
2001). Eng and Mak, (2003) also hypothesized a positive and significant relationship 
between company’s growth and level of voluntary disclosure of Singaporean firms 
due to high information asymmetry and agency cost. 

In the context of remuneration, Ryan and Wiggins (2004) found that equity-
based compensation received by firms’ directors showed a positive and significant 
association with book to market equity ratios (growth opportunities). Similarly, 
Gaver and Gaver (1993) found that director compensation and stock option plans 
are higher in growth companies than non-growth firms. They claimed that directors 
and managers in high-growth companies demanded high total compensation due to 
the higher risk such as loss reputation and tarnished professionalism if companies 
fail to manage the business effectively and face bankruptcy. Likewise, Ben-Amar 
and Zeghal (2011) empirically demonstrated that large firms in Canada with a high 
level of growth opportunity are more transparent in disclosing information on their 
directors’ remuneration packages.

This evidence shows that company growth has good potential to influence 
directors’ remuneration disclosure directly and lead to the following hypothesis:

H3 : There is a significant relationship between the firm’s 
growth and the level of voluntary disclosure of directors’ 
remuneration.

Firm’s Profit
Profit also can be used as a predictor for voluntary disclosure by the company. 
Hossain and Hammami (2009) found that profitable firms listed at Doha Securities 
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had positive relationship with corporate voluntary disclosure. They claimed that 
firms which reported higher profit and operated in a high-impact economy and 
exposed to high global standards and regulatory intervention were encouraged to 
disclose more information in their annual reports to clarify and justify the financial 
performance and position.

Naser (1998) found that companies which reported high earning had higher 
motivation to disclose more comprehensive information to portray their success to 
shareholders and enhance their management’s professional credibility. Accordingly, 
Owusu-Ansah (1998) posited that profitability is a mechanism to evaluate the firm 
performance and management. Therefore, according to signaling theory, managers 
tend to disclose more information to signal to the stock market that their companies 
are performing well and to avoid any undervaluation of their company’s shares. 

Chau and Grey (2002), examining firms located in Singapore and Hong 
Kong, found a positive relationship between the firm’s performance and corporate 
disclosure. Similar findings were also suggested by Barros, Boubaker and 
Hamraouni (2013) for listed companies in France and Ghazali and Weetman (2006) 
for Malaysian listed firms. Other researchers, such as Inchausti (1997), Karim 
(1996), Owusu-Ansah (1998), Wallace and Nasir (1995), Wallace et al. (1994), 
Apostolou and Nanopoulus (2009) and Agyei-Mensah (2012) also described 
similar scenarios.

Based on the above arguments, similar predictions are also hypothesized for 
the positive relationship between better performing firms with the level of directors’ 
remuneration disclosure to exist. Normally, a company has high incentives and 
motivations to disclose more information in the annual report due to the high 
profit reported in the financial statement to communicate the good news to the 
shareholders (Adelopo, 2011). Again, signaling theory suggesting that a profitable 
company will disclose more information than a less profitable firm to signal to 
investors and shareholders about the stronger financial performance and position 
as compared to the competitors in the industry. Accounting information users such 
as shareholders, investors and other stakeholders might be interested to assess the 
firm performance through the information disclosed in the annual report (Wallace 
et al. 1994). In this paper, profitability is proxied by ROA and ROE. Therefore, it 
is hypothesized that:

H4a : There is a positive significant relationship between the 
ROA and the level of voluntary disclosure of directors’ 
remuneration.
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H4b : There is a positive significant relationship between the 
ROE and the level of voluntary disclosure of directors’ 
remuneration.

Firm’s Liquidity
Many researchers have studied the relationship between liquidity and disclosure. 
Owusu-Ansah (1998) found that the level of mandatory disclosure and reporting 
for companies in Zimbabwe was positively related to the level of company’s 
liquidity. The finding suggests that firms are concerned with their going concern 
status because it signals investors, lenders, and regulatory bodies that the firms are 
able to meet their short term obligation without having to liquidate their resources. 
Similarly, Naser (1998) found that the level of comprehensiveness of disclosure for 
listed companies was positively related to high liquidity ratio. This is because firms 
with a high liquidity ratio tend to have strong financial position and are more likely 
to disclose more comprehensive information to both existing and potential investors. 

In contrast, according to agency theory, the higher the proportion of debt in 
the capital structure, the higher the agency cost, leading to higher liquidity ratios. 
This encourages the firm to disclose less information. Therefore, the agency 
theory predicts an inverse relationship between disclosure and firm’s liquidity. 
This contradicts the signaling theory, which predicts more disclosure (Watson  
et al., 2002).

Normally, the liquidity ratio is used to determine the ability level of the firms 
to meet short-term obligations without selling assets in place to pay their short term 
debts. Walace and Naser (1995) have argued that liquidity ratio is an important 
determinant for investors, lenders, stakeholders and even regulatory institutions 
because it is closely related to the going concern of the firms. If the firms fail to 
manage the liquidity ratio properly, the firms may face insolvency especially during 
the economic meltdown. Many researchers have conducted studies to examine the 
relationship between firm liquidity and the extent of different subject of disclosure. 
Wallace et al. (1994) found a negative relationship between the level of voluntary 
disclosure and liquidity. They argued that low-liquidity firms will enhance levels 
of disclosure in the annual report to portray strong performance and strategy to 
investors. Similar findings were exposed by Fontana and Macagnan (2013) and 
Agyei-Mensah (2012), while Watson et al. (2002) were unable to prove this 
relationship for UK companies. In contrast, Belkaoui and Kahl (1978) found a 
positive relationship between the liquidity and the level of disclosure, but the 
results were insignificant. 
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Based on the above findings, a similar outcome also anticipated for voluntary 
disclosure of directors’ remuneration information. Thus, the hypothesis is as follows:

H5 : There is a negative significant relationship between the 
firm’s liquidity and the level of voluntary disclosure of 
directors’ remuneration.

Firm’s Leverage
Leverage is another indicator of good governance. Excessive levels of leverage 
may cause a company financial difficulties and lead to bankruptcy. Meek, Roberts, 
and Gray (1995) and Esa and Mohd Ghazali (2012) used leverage as a predictor 
for quality of corporate disclosure. Also, Lang and Lundholm (1993) performed a 
study on voluntary disclosure by the Financial Analysts’ Federation and found that 
firm leverage was associated with the level of voluntary disclosure.

Eng and Mak (2003) examined the relationship between leverage and the extent 
of corporate disclosure. They found that firms will disclose less information when 
they have a higher level of leverage. This is because firms would want to solve 
their cash flow problem and control the agency cost of debt through the restriction 
imposed by debt covenants in debt agreements. Disclosure of such information may 
put the firms in a bad light. In addition, high leverage may act as a substitute for 
voluntary disclosure in governing the company and alleviate free cash flow problem.

Watson et al. (2002) performed a study in the United Kingdom (UK) and 
found that highly-leveraged firms would disclose more information in the annual 
reports as suggested by the agency theory to provide useful information for the 
shareholders. Hossain, Perera, and Rahman (1995) found that there is a significant 
relationship between highly leveraged firms and the level of voluntary disclosure in 
New Zealand’s public listed companies. Similar findings also suggested by Xiao, 
Yang and Chow (2004), Li and Qi (2008) and Fontana and Macagnan (2013).

Previous studies found the positive and significant relationship between cost 
of capital and levels of disclosure (Leuz and Verrecchia, 2000; Karamanou and 
Vafeas, 2005). A highly-leveraged capital structure increased the probability of 
the firms to enter insolvency, especially during the financial crisis and economic 
distress. In order to curb the manager’s behavior to take the high risk for high 
return, the creditors always impose restriction such as the debt covenants on the 
daily firm’s operation. The creditors may control the flow of cash borrowed from 
to be transferred to the shareholders. Therefore, firms with high level of leverage 
are under the scrutiny of the creditors to avoid the firms from breaching the debt 
covenants. High inspection imposed by the creditors on debt covenants would 
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encourage the firms to disclose more information especially related to debt (Jaggi 
and Low, 2000). Similarly, Barako et al., (2006) and Wallace and Naser (1995) 
found the positive relationship between the firms leverage and the level of disclosure 
derived on the study conducted. All of the above conclusions may lead to similar 
applications for directors’ remuneration disclosure. Thus, it is hypothesized that:

H6 : There is a positive significant relationship between the 
firm’s leverage and the level of voluntary disclosure of 
directors’ remuneration

RESEARCH METHODOLOGY

Sample Selection
The focus of this study is on the companies listed at the Bursa Malaysia in 2006. 
Bursa Malaysia is the only integrated exchange that offer various exchange-related 
services in Malaysia, such as companies seeking public capital via listing on the 
stock exchange. This year was selected because the code of corporate governance 
was revised in 2007. It is expected that a company has matured in practicing 
corporate governance after the code was first revealed in 2000.

There were 649 companies listed on Main Board of Bursa Malaysia on 
December 31, 2006. However, companies such as banks and financial institutional 
were removed due to the differences in the laws and regulations that bind the 
operations and hence governance of the company. A similar approach was also 
adopted by Haniffa and Hudaib (2006). In addition, companies that were not listed 
for one full year such as delisted, newly-listed and in-transition companies due to 
mergers and acquisitions in 2006 were also eliminated.  The final sample of the 
494 largest listed companies by market capitalization were selected and ranked 
by market capitalization. 

Disclosure Index
Disclosure index of directors’ remuneration was developed based on three models 
- Malaysian Code on Corporate Governance (MCCG), Global Practices (GLOB), 
and total disclosure (D_SCORE), which is a combination of the MCCG and GLOB. 

The first model, MCCG, is the disclosure required per MCCG 2000. One of 
the weaknesses of this guideline is the code perhaps too general and locally-based. 
Thus, this study extends disclosure examination by including the international 
requirements in the second model, Global Practices. Global Practices is the 
disclosure that required under the international best practices, such as the Institute 
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Corporate Governance Network, Organization for Economic Co-Operation and 
Development, Greenbury Report and others. In addition, it will provide a global 
perspective and signal to the worldwide business community the readiness level 
of Malaysian companies to adopt and practice global standards.

The first model is specific for local needs, while the second model is for 
international standards. This study combines both models to create a third model, 
D_SCORE, which should satisfy the needs of both local (MCCG) and international 
(GLOB) models and requirements to get a complete model that complements each 
section.

Under the first model, there are 16 statements that divided into four (4) sections 
– Policy and Level on Makeup of Remuneration, Procedures of Remuneration, 
Disclosure on Remuneration, and Remuneration Committee. In the second 
model, there are 16 statements divided into three sections – the Level and Make 
up of Remuneration, Procedures on Directors Remuneration, and Disclosure on 
Remuneration. The third model is the combination or total final score of the first 
and second model. 

Multiple Regression and Measurement of Variables
For the purposes of this study, multiple regression analysis was conducted to test 
the hypotheses and investigate the relationship between the independent variables 
and directors’ remuneration disclosure. 

The regression equation for each model is as follows:

SCORE ijt = 
dijt
dijt

i

njt
i

mjt

1

1

=

=

/
/

where dijt is directors’ remuneration disclosure value of voluntary information item 
i relevant to sample company j in the year t. It is one (1) if it is disclosed or zero 
(0) if it is not disclose; where year t is 2006. To avoid subjectivity and bias, this 
study adopted an unweighted approach in which all items are considered of equal 
importance (Barros, Boubaker and Hamraouni, 2013). mjt is the total number of 
disclosure index on directors’ remuneration items relevant to company j actually 
disclosed in its annual report in year i, 2006, and njt is the score for full disclosure.
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MODEL 1, MCCG = β0,t + β1,t CO_AGE j,t + β2,t CO_SIZE j,t + β8,t GROWTH 
j,t + β4, t ROE j,t   + Β5, t ROA j,t + β6, t LIQD j,t + β7, t LEV j,t + ε j,t

MODEL 2, GLOB = β0,t + β1,t CO_AGE j,t + β2,t CO_SIZE j,t + β8,t GROWTH 
j,t + β4, t ROE j,t + Β5, t ROA j,t + β6, t LIQD j,t + β7, t LEV j,t + ε j,t

MODEL 3, D_SCORE = β0,t + β1,t CO_AGE j,t + β2,t CO_SIZE j,t + β8,t 
GROWTH j,t + β4, t ROE j,t + Β5, t ROA j,t + β6, t LIQD j,t + β7, t LEV j,t  + ε j,t

where MCCG is the actual score of directors’ remuneration disclosure based on 
principle of corporate governance and best practices (Malaysian Code on Corporate 
Governance) measured by disclosure index, GLOB is the actual score of directors’ 
remuneration disclosure based on Global Practices  measured by disclosure index, 
D_SCORE is the actual score for director remuneration disclosure, based on the 
combination of model 1 and 2, measured by disclosure index, CO_AGE is the 
number of years since the firm was founded and incorporated, CO_SIZE is the log 
of total assets, GROWTH is the book value of equity to market value of equity, 
ROE is return on equity measured by net income divided by total equity, ROA is 
return on assets measured by net income divided by total assets, LIQD is liquidity, 
proxied by quick ratio and measured by cash and equivalents plus receivables and 
securities divided by current liabilities, and LEV is leverage, measured by market 
value of all debts to market value of equity.

FINDINGS
Table 1 reports the descriptive statistics for all independent variables in the equation 
model. Based on table 1, the independent variables of firm’s specific characteristics 
including company age, size, growth, profitability, liquidity, and leverage. The 
mean value of company’s age is 24.9. This implies that most of the companies in 
the sample were well-established firms since they were incorporated a long time 
ago. As for company size, total assets were used as proxy. In order to reduce broad 
variations, the total assets were converted to logarithm ten (score from 0 to 10). 
The minimum, maximum, and mean values of company’s size were 4.62. 7.90 
and 5.85, respectively. Meanwhile, the mean scores for the growth, profitability, 
liquidity and leverage were 1.18, 8.41, 2.36, and 22.26, respectively. 
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Table 1 Summary statistics of non-standardized independent variables

Independent Variables Minimum Maximum Mean Std. Deviation

CO_AGE 3.00 101.00 24.95 18.11
CO_SIZE 4.62 7.90 5.85 .59
GROWTH -14.29 6.67 1.18 1.19
ROE -238.51 353.78 8.41 28.28
ROA -44.44 61.84 6.42 9.80
LIQD .03 43.49 2.36 4.09
LEV .00 411.41 22.26 32.34

Correlation Analysis of the Independent Variables
Table 2 presents the Pearson correlation matrix of unstandardized variables between 
the independent variables. Table 2 provides an indication that all correlation value 
is less than 0.8 in magnitude. Therefore, there is no problem with multicollinearity, 
as Gujarati (1995) suggests a harmful level of multicollinearity when the bivariate 
correlation magnitude reaches 0.8. 

Table 2 Pearson Correlation Matrix of Standardized Variables

VARIABLES CO_AGE CO_SIZE GROWTH ROE ROA LIQD LEV

CO_AGE 1
CO_SIZE .200** 1
GROWTH .030 .146** 1
ROE -.098* -.087 -.163** 1
ROA -.152** -.082 -.204** .254** 1
LIQD .113* -.220** -.068 .032 .100 1
LEV .097 .053 -.013 .011 -.263** -.185** 1

** Correlation is significant at the 0.01 level (2-tailed)
* Correlation is significant at the 0.05 level (2-tailed)

Results of Multiple Regression Analysis for Model 1 (MCCG)
In model 1, the dependent variable is all directors’ remuneration disclosure as 
required by the Malaysian Code on Corporate Governance 2000. 

Table 3 summarizes the multiple linear regression result by providing the 
coefficient of each independent variable, which represents its degree of contribution 
and its relationship with the dependent variables
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Table 3 Relationship between independence variables and directors’ 
remuneration disclosure (MCCG)

Model

Unstandardized 
Coefficient Standardized

t Sig.

Collinearity 
Statistics

Beta Std. 
Error Beta Tolerance VIF

(Constant) 1.107 .199 5.570 .000
CO_AGE 4.671E-5 .001 .005 .059 .953 .809 1.236
CO_SIZE -.084 .039 -.222 -2.151 .033 .500 2.000
GROWTH .007 .017 .039 .422 .674 .624 1.602
ROE 2.006E-5 .001 .002 .017 .986 .405 2.472
ROA -.003 .002 -.174 -1.942 .054 .663 1.509
LIQD -.003 .003 -.080 -.994 .322 .826 1.211
LEV .000 .001 -.070 -.863 .389 .797 1.255

a. Dependent Variable: MCCG

Based on model 1, as expected, it was found that only company’s size (H2) 
has a significant relationship with the level of directors’ remuneration disclosure  
(β = –.084, p = .033, p < .05). However, the results reject H2 due to an inverse 
relationship, whereas, the other variables were found to be insignificant. There 
was no supporting for the influence of company’s age (H1) (β = 4.671, p = .953,  
p > .05), company’s growth (H3) (β = 0.007, p = .674, p > .05), return on equity 
(H4a) (β = 2.00, p = .986, p > .05), return on asset (H4b) (β = –.003, p = .054, 
p > .05), company’s liquidity (H5) (β = –.003, p = .322, p > .05) and company’s 
leverage (H6) (β = 0.001, p = .389, p > .05).

Based on the assumption testing, multiple regression of model 1 is tested for the 
problems of multicollinearity. The result of variation inflation factor (VIF) values 
is below 4 and the tolerance statistics are above 0.2. Therefore, we conclude that 
the data did not violate the assumption of multicollinearity.

Final equation on model 1:

y1 = 1.107 – 0.084 CO_SIZE where,

y1 = Directors’ remuneration disclosure based on MCCG
CO_SIZE = Company’s size
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Result of Multiple Regression Analysis for Model 2 (GLOB)
In model 2, the dependent variable is Global Practices on directors’ remuneration 
disclosure. 

Table 4 Relationship between independence variables and directors’ 
remuneration disclosure (GLOB)

Model
Unstandardized 

Coefficient Standardized
t Sig.

Collinearity 
Statistics

Beta Std. Error Beta Tolerance VIF

(Constant) .313 .148 2.111 .036
CO_AGE .000 .001 -.056 -.705 .482 .809 1.236
CO_SIZE -.019 .029 -.066 -.654 .514 .500 2.000
GROWTH -.004 .013 -.026 -.291 .771 .624 1.602
ROE .000 .001 .043 .381 .704 .405 2.472
ROA -.002 .001 -.172 -1.974 .050 .663 1.509
LIQD -.003 .002 -.118 -1.510 .133 .826 1.211
LEV .000 .000 -.028 -.358 .721 .797 1.255

a. Dependent Variable: GLOB

Table 4 provides the result of multiple regression analysis for model 2. The 
extent of directors’ remuneration disclosure was found to be significantly related 
to company’s profitability measured on return on asset (H4b) (β=-.002, p=.050, 
p<.05). However, once more the results reject H4b due to an inverse relationship. 

Contrary to our hypothesis in respect to company’s age (H1), there was 
insignificant relationship with the extent level of directors’ remuneration disclosure 
(β=.000 p=.482, p>.05). In addition, the statistical results show that there was no 
supporting for the influence of company’s size (H2) (β=-.019, p=.514, p>.05), 
company’s growth (H3) (β=-.004, p=.771, p>.05), return on equity (H4a) (β=.001, 
p=.704, p>.05), company’s liquidity (H5) (β=-.003, p=.133, p>.05) and company’s 
leverage (H6) (β=0.001, p=.721, p>.05) on directors’ remuneration disclosure from 
global practices.

Finally, there was no collinearity problem on the data of model 2. The resultant 
tolerance statistics are above 0.2 and VIF values are below 4, showing that the data 
did not violate the assumption of multicollinearity. 
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Final equation on model 2:

y2 = 0.313 – 0.002ROA  where,

y2 = Directors’ remuneration disclosure based on other global practices
ROA = Return on Assets

Result of Multiple Regression Analysis for Model 3 (D_SCORE)
In model 3, the dependent variable is the combination of model 1 and model 2, i.e. 
all Malaysian Code on Corporate Governance and Global Practices requirements 
for directors’ remuneration disclosure. 

Table 5 Relationship between independence variables and directors’ 
remuneration disclosure (D_SCORE)

Model
Unstandardized 

Coefficient Standardized
t Sig.

Collinearity 
Statistics

Beta Std. Error Beta Tolerance VIF

(Constant) .734 .133 5.517 .000
CO_AGE .000 .001 -.022 -.286 .775 .809 1.236
CO_SIZE -.053 .026 -.203 -2.040 .043 .500 2.000
GROWTH .002 .012 .016 .177 .860 .624 1.602
ROE .000 .001 .027 .240 .810 .405 2.472
ROA -.003 .001 -.224 -2.592 .010 .663 1.509
LIQD -.003 .002 -.121 -1.559 .121 .826 1.211
LEV .000 .000 -.065 -.831 .407 .797 1.255

a. Dependent Variable: D_SCORE

Table 5 summarized the coefficient of each independent variable with their 
significance to the dependent variable for model 3. For this model, it has been found 
that two (2) predictors are significant to explain the variation changes in directors’ 
remuneration disclosure from the MCCG and Global Practices indexes. The 
company’s size (H2) is found to have a significant correlation with level of directors’ 
remuneration disclosure (β = –.053, p = .043, p < .05). However, the result rejects 
H2 due to an inverse relationship. Furthermore, company’s profitability measured 
on return on asset (H4b) also demonstrates a significant and negative relationship 
with the level of directors’ remuneration disclosure (β = –.003, p = .010, p < .05). 
Similarly, the results reject H4b due to an inverse relationship.
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There was no supporting for the influence of company’s age (H1) (β=.001, 
p=.775, p>.05), growth (H3) (β=0.002, p=.860, p>.05), return on equity (H4a) 
(β=.001, p=.810, p>.05), liquidity (H5) (β=-.003, p=.121, p>.05) and leverage (H6) 
(β=0.001, p=.407, p>.05) on the total level of  directors’ remuneration disclosure 
from MCCG and Global practices. 

The multiple regression of model 3 is also tested for the problems of 
multicollinearity. Table 5 also demonstrates the result of VIF values, which are 
below 4 and the tolerance statistics all well above 0.2. Thus the data presented in 
model 3 does not violate the assumption of the multicollinearity.

Final equation on model 3:

y3 = 0.734 – 0.053 CO_SIZE – 0.003ROA where,

y3 = Directors’ remuneration disclosure based on the combination of 
model 1 and model 2 (MCCG and other global practice)

CO_SIZE = Company’s size
ROA = Return on Assets

DISCUSSION

Company’s Size and Directors’ Remuneration Disclosure
Based on model 1 and 3, it is found that company’s size is the significant predictor 
to explain the variation in the directors’ remuneration disclosure based on the 
Malaysian Code on Corporate Governance index. This predictor, however, was 
insignificant in model 2. As hypothesized, there is a positive and significant 
relationship between the company’s size and the directors’ remuneration disclosure. 
However, the statistical results reject H2 due to a negative relationship. Thus, this 
reveals that firm’s specific characteristic such company’s size can influence the 
management to disclose the directors’ remuneration information. The empirical 
result reveals that small companies are more motivated to disclose more voluntary 
information on directors’ remuneration as compared to their counterpart. This is 
consistent with the findings by Fontana and Macagnan (2013) which suggested a 
negative relationship between size and voluntary disclosure for companies listed 
in the Brazilian capital market.

A small firm tends to disclose more information on directors’ remuneration, 
possibly to increase the investor’s confidence and mitigates the investors’ skepticism 
on their capabilities, professionalism, and integrity. These small companies are more 
transparent in providing information on the up level of directors’ remuneration, 
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have proper procedures on remuneration, and implementing the best practices of 
corporate governance as proposed in the Malaysian Code on Corporate Governance 
and other international practices. It shows paradigm changes of business mentality 
among the small and medium companies, as they voluntarily provide more 
information on directors’ remuneration. This would signal investors to invest in 
these companies, as they provide transparent information in relation to the directors’ 
remuneration disclosure. 

Company’s Profitability - ROA and Directors’ Remuneration 
Disclosure
As hypothesized, company profitability has a significant relationship with the 
extended level of directors’ remuneration disclosure. The proxy, ROA, is significant 
in model 2 and 3. However; the multiple regression result rejects the hypothesis, 
H4b due to negative relationship. Thus, this reveals that in Malaysia, company 
profitability may induce an extended level of directors’ remuneration disclosure. The 
negative relationship between the company’s ROA and the disclosure implies that in 
Malaysia, it appears that profitable companies are less likely to disclose voluntary 
information such as directors’ remuneration, since the disclosure is not mandatory 
per the Malaysian Code on Corporate Governance.  This finding is consistent with 
Fontana and Macagnan (2013) and Al-Janadi, Rahman and Omar (2012).

The empirical result in this study contradicted with the signaling theory 
explained by Owusu-Ansah (1998) claimed that the profitable companies are more 
likely to disclose more information voluntarily to signal the investors that the 
companies are performing well. Furthermore, Wang et al. (2008) also supported 
the positive and significant relationship between the profitability and disclosure. 
They argued that it was important to the company who reported on the financial 
performance to disclose more information on the annual report to differentiate 
themselves from “poor” companies. Adelopo (2011) argued that companies 
which reported high profits in their financial statement are more likely to disclose 
more information in the annual report to portray their strong achievements and 
performance in order to raise capital through the subscription of shares from both 
existing and potential investors.

The empirical result provided in this study give additional evidence that less 
profitable firms are also motivated to disclose more information on directors’ 
remuneration to signal to existing and potential investors that they are transparent 
in terms of disclosing information on directors’ remuneration, its procedures and 
the voluntarily disclosure of directors’ remuneration. It is vital to address the issue 
of directors’ remuneration disclosure in less profitable firms to provide a clear 
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understanding and information to investors on how the directors are paid in relation 
to the firms’ performance. If the relevant information on directors’ remuneration was 
not disclosed in the annual report, the directors of the firms may utilize their own 
benefit by receiving unacceptable remuneration packages even though the  company 
reported less profit, especially at the expense of the minority shareholders. This 
argument may provide justification for why less-profitable firms are more likely 
to provide voluntary disclosure on directors’ remuneration.

CONCLUSION
This study focuses on some of the determinants affecting directors’ remuneration 
disclosure in Malaysian public listed companies. The issue of directors’ remuneration 
disclosure is part of the corporate governance element. The present study provides 
literature in Malaysia on how a firm’s specific characteristics influences the extended 
level of directors’ remuneration disclosure.  

This study finds that only two predictors, size and profitability are significant in 
influencing the level of directors’ remuneration disclosure. However the hypotheses 
was rejected, as the relationship is negative contradict with the early prediction of 
positive relationship. The other predictors – age, growth, liquidity and leverage of 
the company – were found to be insignificant across all models. This result provides 
an interesting avenue for researches and practitioners to debate and further explore, 
as the results contradicted previous studies.

For model 1 (MCCG), only small-size companies disclose more information. 
Possibly these companies are still in the process of increasing their size and 
therefore, take conservative measures by hitting and practicing local benchmarks 
so that their expansion becomes smooth and less risky. For model 2 (GLOB), only 
less profitable company more transparent. This shows that companies are under 
pressure to multiply their profit and thus, meeting the international guidelines and 
practices is the fastest way to achieve their target. They need to become international 
players and start to become less dependent on the local market. 

As far as the policy is concerned, more encouragement and consultation should 
be considered by policymakers to encourage bigger and profitable companies to 
disclose more information on director’s remuneration. These kinds of companies 
should increase their transparency to attract more investors and business partners 
in the international market and expand their business overseas. They must avoid 
complacency but continue to increase their size and profitability level by tapping 
large potential revenue outside Malaysia. 

This results also suggest the importance of voluntary disclosure, especially for 
directors’ remuneration. Irrespective of size and profitability, voluntary disclosure 
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become more important and part of the good governance by many corporations 
in Malaysia. This indeed may due to level of literate, young intellectuals and 
awareness of citizens that has increased tremendously and might encourage them 
to protect their interest by getting publicly available information in the fastest ways. 
Therefore, companies must be very proactive to provide relevant and inclusive 
information on director remuneration to communicate with shareholders regarding 
their transparency and accountability on managing the companies. Hence, voluntary 
practices for directors’ remuneration disclosure must be optimized by companies 
as a mechanism to provide useful information to all stakeholders and achieve 
competitive advantages.

The major limitation of the study was it only conducted in Malaysia in 2006 
based on the Malaysian Code on Corporate Governance of 2000. However, 
the revised Malaysian Code on Corporate Governance in 2007 provides more 
comprehensive information.

For future research, it is recommended to examine director remuneration 
disclosure in other ASEAN countries such as Singapore, Thailand, Indonesia, 
and Brunei, in order to provide a comparative study on the level of transparency 
and good corporate governance practices among ASEAN countries. Instead of 
examining the internal determinants that may affect directors’ remuneration 
disclosure, researchers should also find insights into the significance of external 
factors which influence directors’ remuneration disclosure. The effects of external 
factors such as the corporate collapse, business scandals and the increasing level 
of shareholders awareness about director remuneration disclosure may influence 
the directors’ behavior and levels of transparency. In order to examine the pattern 
of directors’ remuneration disclosure and the level of their transparency, it is also 
recommended that a study to be carried out for a period of at least five years. This 
will provide a clear understanding on company trend sand directors’ behavior on 
disclosing of information.
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