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ABSTRACT 

Ideally, high corporate governance standards have been linked to higher firm 
performance. An effective governance framework should strike a balance between 
conformance and performance. Hence, the current study attempts to examine the 
adequacy of reporting and corporate governance practices by using corporate 
governance reporting score. In addition, it also attempts to find out whether good 
corporate governance practices have a positive relationship with corporate transparency 
and performance. 

Apart from developing a Malaysian-based corporate governance reporting score, this 
study attempts to compare corporate governance practices in companies with good 
financial performance and those with relatively SV-destroying. The sample consists of 
145 companies, 73 companies selected by KPMG/The Edge Award (Lee, 2003), which 
are considered to have S V-enhancing in terms of shareholder value creation and used as 
a benchmark to evaluate the rest of companies listed on Bursa Malaysia. The other 
group consists of 73 non-award achievers which represent SV-destroying companies. 
Studying corporate governance practices of these two groups of companies would help 
understand the importance of this issue in improving timeliness of reporting and the 
extent of disclosures, which in turn should positively affect a company's market 
performance. This should be the case for comparable companies that have improved 
business performances. 

The results of the survey reveal that there is much room for improvement vis-a-vis 
Malaysian companies reporting of their practices, as the Mean CG reporting score of 
these sample firms only came up to 51.3 percent. Comparing between good and SV-
destroying companies, in general SV-enhancing companies disclose more but the 
difference is very marginal and statistically insignificant. Furthermore, the overall 
findings reveal that CG reporting has been found lacking mainly in areas such as 
Strategic Planning and Performance Management, Risk Management and Internal 
Control, Accountability and Transparency, Business Ethics and Responsibility, and 
Intellectual Capital. 

It was found that corporate governance factors have a strong predicting power on 
company performance, mainly due to debt monitoring and foreign ownership. 
However, there is a significant negative relation between audit quality and 
performance. When testing the hypotheses whether the high performance is due to 
better disclosure and timely reporting, the results found that performance is not 
associated with the level of disclosure and timely reporting. The results indicate that 
disclosure and timeliness are not significant contributing factors in the relationship 
between corporate governance and market performance and therefore the findings do 
not support signalling theory. In general, the findings raise the issue of ineffectiveness 
of monitoring power by Malaysian corporate governance standards to directors and 
insiders as well as the usefulness of financial report itself. 

ii 



ACKNOWLEDGEMENTS 

Praise to Almighty Allah who gave me the strength, patience and ability to complete 
the research. In the process of achieving this doctoral thesis, I am indebted to 
numerous individuals to whom I would like to express my gratitude. 

I am especially indebted to Associate Professor Dr. Rashidah Abdul Rahman and 
Associate Professor Dr. Sakthi Mahenthiran for being such inspiring supervisors. 
Their continuous support, patience, guidance, constructive criticisms and their 
unselfish commitment have a great contribution to the completion of this work. My 
appreciation is also extended to Professor Dr. Ibrahim Kamal Abdul Rahman (Dean 
of Faculty of Accountancy), Professor Dr. Normah Omar (Head of Accounting 
Research Institute) and all the staff in the Faculty of Accountancy, Universiti 
Teknologi MARA for their constant help and support especially along the process of 
developing the Malaysian Corporate Governance Reporting Score (MCGRS). I also 
would like to acknowledge the Malaysian Institute of Corporate Governance (MICG), 
Rating Agency Malaysia Berhad (RAM) and Bi2Aid Sdn. Bhd. for their comments 
and suggestions in improving the MCGRS. Many thanks also to Associate Professor 
Dr. Isahak Kassim and Puan Zuraidah Mohamad Sanusi for their helpful advice in 
statistics. 

I am extremely grateful to the conference participants for their cooperation and input. 
I have benefited much from several participants at various international conferences 
both locally and abroad. I would like to express my deepest appreciation to the 
anonymous conferences and journal reviewers for their insightful comments and 
constructive criticisms. Specifically, I am grateful to the comments received from 
Professor Ferdinand Gul and Professor Jeong-Bon Kim from Hong Kong Polytechnic 
University and conference participants at both the 5th Asia-Pacific Journal of 
Accounting and Economics (APJAE) Symposium held in Kuala Lumpur (2004) and 
the 6th APJAE Symposium in Guangzhou, China (2005). 

My appreciation also goes to Universiti Sains Malaysia (USM) and the Government 
of Malaysia for their financial support. This thesis is also dedicated to my parents 
who have been a source of comfort and their prayers and support for me are far in 
excess of what might reasonably be expected. Most of all, my deepest love and 
gratitude goes to my beloved wife, Dr. Norhasiza Mat Jusoh and sons, Hamzah 
Asadullah and Hanzalah Fathullah for their patience, support and courage throughout 
the research process. I am blessed with such a wonderful wife and sons. Finally, this 
research would not have been a success without the blessings of Allah. 

i i i 



TABLE OF CONTENTS 

TITLE PAGE 

ABSTRACT 

CANDIDATE'S DECLARATION 

ACKNOWLEDGEMENTS 

TABLE OF CONTENTS 

LIST OF TABLES 

LIST OF FIGURES 

LIST OF ABBREVIATIONS 

CHAPTER 1: INTRODUCTION 

1.1 Introduction 

1.2 Problem Statement 

1.3 Objectives of the Study 

1.4 Significance of the Study 

1.5 Chapter Organisation 

CHAPTER 2: CORPORATE GOVERNANCE 

2.1 Chapter Description 

2.2 Definition of Corporate Governance 

2.3 Parties to Corporate Governance 

2.4 Corporate Governance Models 

2.5 History of Corporate Governance 

2.6 Corporate Governance in Malaysia 

2.7 Summary 

iv 



CHAPTER 1 

INTRODUCTION 

This chapter provides the background and motivation for the study. It also presents the 

objectives of the study in section 1.3, followed by the significance or contribution of 

this study in section 1.4. This chapter ends with section 1.5 which outlines the contents 

of this thesis. 

1.1 INTRODUCTION 

The Asian financial crisis that started in 1997, partly originated from the prolonged 

recession in Japan in the early 1990s (Sachs, 1998), adversely affected the performance 

of many East Asian economies. Malaysia was not spared from the contagion effect that 

followed throughout 1998. It is generally believed that a lack of sound corporate 

governance was to a certain extent, a major reason for this economic crisis in the East 

Asian region (e.g., Kim, 1998; D'Cruz, 1999; Khas, 2002). 

Apart from that, the tragic downfall of worldwide corporate giants which came later 

than the Asian financial crises such as Enron, (the world's biggest energy-trading 

company which collapsed in December 2000), Xerox, Worldcom and Parmalat (to 

name a few) have left deep implications on the corporate world in general. It has been 

shown that most corporate failures including Enron and Worldcom, can be caused by 

the lack of good corporate governance. The US accounting scandals hastened the 

understanding of the wide-ranging effect poor corporate governance can have on a 

country's economy through their effects on the capital markets. Such an incident had 

adversely affected public confidence in the reliability of corporate reporting. 

In Malaysia, the 1997-98 financial crises as well as the scandals in the US have been 

considered as a wake-up call to the need for better corporate governance and 
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