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ABSTRACT

The widespread and increasing use of Internet technology in human life is undeniable.
The Internet is accepted as an extremely important new technology in the business
world and the use of Internet technology that is aligned with the organisational goals
are considered a precondition for a company’s success (Porter, 2001). The Internet
facilitates communication in the business world. The communication process between
the corporate sector and stakeholders via the medium of the Internet is specifically
called Corporate Internet Reporting (CIR). CIR consists of the financial and non-
financial information provided by companies through the medium of corporate
websites (Kerckhoven, 2002). This study is conducted with the objective of
examining the extent and determinants of CIR practised by public listed companies in
Malaysia, the reasons for companies to practise or not to practise CIR, and the usage
of CIR among stakeholders in Malaysia. The study uses a sample of 380 companies
from the Main and ACE markets and 351 corporate information users consisting of
institutional investors, fund managers, investment analysts, auditors and loan
managers. Instruments of measurement used are unweighted index of 41 CIR
attributes and two sets of questionnaires. Data is analysed by using various statistical
tests —descriptive, correlation, regression, Mann-Whitney U Test, ANOVA,
Independent Sample T-Test and Chi-square Test. Although the study found that 82 per
cent of companies have websites and are practicing CIR, on average, companies only
exhibited 28.9 percent of CIR attributes. Size, profitability and the activity sector are
found to be a significant influence on the extent of CIR practice, while liquidity,
auditor type, leverage, independent directors and ownership structure are not
significant. The study reveals that the most important reasons for companies to
practice CIR are companies’ acceptance of CIR as a norm in today’s business world,
ability of CIR in providing very timely and more information to stakeholders,
aspiration of companies to be in line with technological development and availability
of data downloading and processing by stakeholders. On the contrary, users’ request
and preference over the traditional paper-based corporate reporting, companies’
concern on the security of information being presented as well as consideration of cost
and time are found to be the important reasons for companies not to practice CIR.
Furthermore, the study found that downloads of financial statements, annual reports
and other financial documents are the most used CIR items while sitemap and internal
search engines are the commonly used website functionalities. This study has
implications on companies, users and accounting regulatory bodies in Malaysia as
well as on Internet reporting knowledge and literature. The findings, motivation,
implications and limitations of the study as well as the suggestions for future research
are discussed extensively in the study.
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CHAPTER 1

INTRODUCTION

1.0 BACKGROUND RESEARCH
The widespread and increasing use of Internet technology in human life is undeniable.
The Internet is also known as the World Wide Web, net or web (Hassan, Jaffar, Mat
Zain and Johl, 2002). According to Engaging Stakeholders (1999), the Internet has
gone through an extraordinary pace of development as it took just three years to reach
fifty million users. Petravick and Gillet (1996: 26) defined the Internet as “an
international collection of more than 50,000 independent communication networks
that are owned by a variety of public, educational and governmental entities”. The
Asia Internet Usage Statistics and Population Statistics have noted a considerable
increase in the Internet usage in Asian countries with an Internet user growth of
621.8% between the years of 2000 to 2010. At the end of 2009, the Internet
penetration in Asia was 20.1%, thus, it is not far behind the world average Internet
penetration of 26.6%. Looking specifically at the Malaysian perspective, Malaysia is
among the top ten Internet users in Asia' with 64.6% Internet penetration in 2010 and
an Internet user growth of 356.8% over the ten-year period between the years 2000
and 2010. This shows a significant increase of interest by the Malaysian people in the
new Internet technology.

The purpose of the Internet in general includes seeking for work, finding
information, exchanging e-mails and buying products and services (Bollen, Hassink

and Bozic, 2006). In respect of businesses, the Internet is accepted as an extremely

! The top ten Asian countries for Internet use consisted of China, Japan, India, South Korea, Indonesia,
the Philippines, Vietnam, Pakistan, Malaysia and Thailand.



important new technology (Porter, 2001). Thus, the use of Internet technology that is
aligned with the organisation’s goals is considered as a precondition for a company’s
success (Porter, 2001). The use of the Internet is acknowledged for a number of
reasons. The Internet facilitates promoting and advertising activities of companies’
products and services (Lymer, 1999; Mohamad, Mohamed and Mohamed, 2003).
Furthermore, the Internet is used for the purpose of electronic commerce activities,
creating corporate image and disclosing corporate information at lower cost (Bollen et
al., 2006). Moreover, the Internet facilitates communication in the business world.
This includes investor relations activities to inform investors of traditional paper-
based annual report (Geerings, Bollen and Hassink, 2003), replacing and enhancing
the traditional way of stakeholders’ communication (Marston and Polei, 2004;
Pirchegger and Wagenhofer, 1999), revolutionizing external reporting (Jones and
Xiao, 2004) and also disseminating information to a wider range of people instantly
(Ettredge, Richardson and Schultz, 2002). The communication process between the
corporate sector and stakeholders via the medium of the Internet is specifically called
Corporate Internet Reporting (CIR) otherwise known as web-based business reporting
(Beattie and Pratt, 2003; Verma, 2010), online reporting (Allam and Lymer, 2003),
digital reporting (Bonson and Escobar, 2006) or electronic corporate reporting
(Lymer, 1999).

Past studies have given several definitions of CIR. The first definition was
given by Ashbough, Johnstone and Warfield (1999). Ashbough et al. (1999: 241), in
defining CIR in terms of the basic requirement of financial reporting, stated that “a
firm is considered practicing Internet Financial Reporting in a way that it provides
either a comprehensive set of financial statements in its web, a link to its annual report

elsewhere on the Internet or a link to the Security and Exchange Commission’s



Electronic Data Gathering, Analysis and Retrieval System”. Another definition of
CIR that focused on financial information was given by Poon, Li and Yu (2003).
Poon et al. (2003) referred to CIR as a role played by corporate websites in
disseminating information on the financial performance of the corporations to promote
themselves to investors. However, Larran and Giner (2002) mentioned that the future
of companies’ Internet disclosure could not be restricted to the disclosure of financial
information exclusively. Therefore, without focusing only on financial information in
defining CIR, Kerckhoven (2002) developed a wider meaning of CIR. The definition
of CIR by Kerckhoven (2002: 3) includes “the reporting of non-financial information
that is not normally incorporated in the annual report together with financial
information by corporations”. As this definition was adapted from the previous
definition by Ashbough et al. (1999), Kerckhoven (2002) maintained the element of a
comprehensive set of financial statements and a hyperlink to companies’ annual
reports elsewhere on the Internet to be part of the definition of CIR. Later, Jones and
Xiao (2004: 2), even though they did not provide a direct definition of CIR, mentioned
that, “company websites can include the traditional annual reports together with
additional financial and non-financial information in multiple formats”. This
definition is consistent with the previous definition given by Kerckhoven (2002).
Looking at the definitions given by those studies, the definitions by Ashbough
et al. (1999) and Poon et al. (2003) focused on disclosure of financial information in
defining the reporting practice of companies through the Internet. In other words,
both definitions focused on only one aspect of Internet reporting, namely, Internet

financial reporting (IFR). Kerckhoven (2002) mentioned that elements of financial



information® were only basic requirements of Internet reporting. The definition
offered by Kerckhoven (2002) goes beyond this basic requirement to include a wider
scope of corporate reporting. The definition by Jones and Xiao (2004) was consistent
with Kerckhoven (2002). For the purpose of this research, the definition by
Kerckhoven (2002) is applied to encompass a broader outlook of CIR. In this
research, CIR consists of financial and non-financial information provided by
companies through the medium of corporate websites. This will include information
of either a financial or non-financial nature that is not normally incorporated in the
printed form of companies’ annual reports. Details of the information are included in
the later chapters.

CIR is seen as an important way for the corporate sector in presenting and
disseminating business information to the stakeholders. The significance of CIR in
business activities has been recognized by the Organisation for Economic Co-
Operation and Development (OECD) (2004: 56) as mentioned in their statements,
“channels for the dissemination of information can be as important as the content of
the information itself’. Among the advantages of CIR compared to traditional paper-
based reporting are innovative presentation of information, (Jones and Xiao, 2004),
dynamic multimedia formats (Debreceny, Gray and Rahman, 2002), wider and easier
access to information for larger groups of users without selection ((Ettredge,
Richardson and Scholtz, 2001; Geerings et al., 2003), creating interest to potential
investors and boosting corporate image (Ettredge et al., 2001), ability of providing
timeliness (Pratt, 1996) and more interactive information with unlimited space
(Joseph, 1995) as well as the faster and lower cost of information dissemination

(Geerings et al., 2003).

? Referring to elements of a comprehensive set of financial statements and hyperlinks to companies’
annual report elsewhere on the Internet.



Past research shows that there are still many aspects of CIR that have not yet
been studied, which implies that there is a gap in this area of research that needs to be
further clarified. Therefore, this research intends to take an in depth look at the issues
of CIR in Malaysia from various perspectives due to the rapid growth of Internet

technology usage in the corporate world.

1.1 PROBLEM STATEMENT

Previously, the practice of Internet reporting in Malaysia was voluntary in nature,
whereby CIR was practiced by companies without the existence of any regulation.
The practice of CIR was voluntary in that it provided companies the choice of an
additional reporting medium for information disclosure (Bhuiyan, Biswas and
Chowdhury, 2007). It also enabled companies to make additional voluntary
disclosure to a large audience at an effective cost (Bhuiyan et al., 2007). As for
companies, no standard or guidelines existed for them in practicing CIR. It was
completely up to the companies whether or not to have websites. Some companies
chose to engage in CIR, while some chose otherwise. For those companies with web
sites, they were free to decide on the type and extent of information disclosed without
any requirement to comply with the provisions of the Financial Reporting Act 1997,
approved accounting standards and or Companies Act 1965 (Hassan et al., 2002).
Subsequently, this leads to a lack of uniformity among companies in Malaysia in
terms of the information disclosed and the way the information is presented.
Although there were informative websites with lots of financial and non-financial
corporate information, there were many with just minimal information. In other

words, the extent of CIR practice varied widely between companies.



The inconsistencies of CIR practice among companies further raised several
problems. Debreceny, Gray and Mock (2001) mentioned three difficulties that arise
due to the inconsistencies of CIR practice by companies. First, the variation in the
practice of Internet reporting among companies may create the problem of companies’
uncertainty concerning what information is to be displayed. Second, it may cause
difficulties to users in locating and finding information on corporate websites. Third,
it may lead to difficulties to the regulators in tracking, monitoring, comparing and
assessing Internet reporting practise of the companies. In addition to these, the
inconsistency in CIR practice may make it challenging for the regulators and standard
setters in recommending standards or best practice for Internet reporting (Debreceny
et al., 2001).

However, on 3™ of August 2009, Bursa Malaysia introduced a new listing rule
that requires the Malaysian public listed companies to have their own corporate
websites Bursa Malaysia’s Listing Requirement, Chapter 9, Paragraph 9.21).
Specifically, the new listing rule is stated by Bursa Malaysia as follows:

9.21 Listed issuer to have a website

(1) Every listed issuer must have its own website.

(2) A listed issuer must publish on its website all announcements made to
the Exchange pursuant to these Requirements. The listed issuer must
ensure that such announcements are placed on the listed issuer’s
website, as soon as practicable after the same are released on the
Exchange’s website.

(3) A listed issuer must ensure that its website contains the email address,
name(s) of designated person(s) and their contact numbers to enable
the public to forward queries to the listed issuer.

(4) A listed issuer should ensure that its website is current, informative and
contains all information which may be relevant to the listed issuer’s
shareholders including analyst’s briefings.

(Source from Bursa Malaysia Listing Requirements, Chapter 9,

Paragraph 9.21)

Following the introduction of this new listing requirement, significant changes

occurred in respect of the practice of CIR in Malaysia. CIR practice is no longer



voluntary, but compulsory for all the public listed companies in Malaysia. However,
despite this transformation, the new regulation can be said to be general, as the
regulation does not mention the specific attributes of CIR that need to be presented on
the corporate websites of the companies. In other words, there are still no specific
guidelines on the practice of CIR that need to be followed by Malaysian companies.
Consequently, even though the need for standardization and rationalization of Internet
reporting practice is an international accounting agenda (Debreceny, Gray and
Rahman, 2002), uniformity of CIR practice in Malaysia is still difficult to achieve.
Thus, problems faced by companies, users and regulators due to the inconsistencies of
Internet reporting practice, as mentioned by Debreceny et al. (2001), may continue to
arise.

Furthermore, as CIR in Malaysia has been revolutionized from voluntary to
mandatory practice, changes to the CIR practice by Malaysian companies are expected
subsequent to the implementation of the new Bursa Malaysia listing requirement. The
evaluation of the changes in the CIR practice following the implementation of the new
listing requirement is of importance to determine the compliance of companies with
the new listing regulation. In evaluating the changes, it is important to have a basis or
a benchmark of current CIR practice prior to the imposition of this new listing
requirement. In order to have this, it is best to have studies on the extent of CIR
practice just prior to the imposition of the new listing regulation. The extent of CIR
practice by the Malaysian listed corporations has been documented through several
previous studies (Ismail and Tayib, 2000; Mohamad et al., 2003; Khadaroo, 2005a;
Khadaroo, 2005b). However, the studies were conducted many years before the new
Bursa Malaysia listing requirement was introduced. Therefore, the findings pertaining

to the extent of CIR practice by companies in Malaysia by those studies do not



encompass CIR practice subsequent to the implementation of the new Bursa Malaysia
listing regulations. In other words, no investigation of CIR practiced by the
Malaysian corporations just prior to the imposition of the new listing rules exists that
could be considered a benchmark for future studies. Thus, this causes a difficulty in
further evaluating CIR practice after the implementation of the new listing rule and
the compliance of companies against the new rule.

In addition, in providing corporate websites and practising CIR, companies
spend huge amounts of money in the setting, updating and upkeep of the websites
(Xiao, Yang and Chow (2004). The costs involved include expertise, resources as
well as time spent. Therefore, companies may expect some benefits from their
practice of CIR in terms of usage of CIR by the users and satisfaction of the users in
using CIR. This is to further ensure that companies are not just wasting their
resources in providing something that is not being used by the users. In other words,
without the demand of CIR from users, the resources used by companies to provide
CIR are just a waste. However, it is not clear whether the CIR provided by the
companies is really demanded by the users, to what extent CIR is really being used by
the users, and whether CIR really does benefit the users. This is due to the scarcity of
studies that look at the demand side of CIR, which results in very limited knowledge
concerning this matter. Indeed, in Malaysia, studies on CIR that look into the
perspective of users are totally non-existent. Therefore, despite companies’ efforts in
providing CIR, which are undeniable, it is unclear whether these efforts and the
investment of the companies are worthwhile in terms of the utilisation and benefits
from CIR to the users.

Moreover, as a developing country with an emerging market, there is a need

for Malaysia to raise capital, attract foreign investment and promote the confidence of



stakeholders. Consistent with this, expanding the global reach of the Malaysian
capital market has been mentioned as one of the strategic objectives of Bursa
Malaysia. In addition, as Malaysia lags behind several ASEAN countries (Singapore
and Thailand) in terms of foreign investment, there is a need for an expansion of
foreign direct investment in Malaysia, as mentioned by Yeah Kim Leng, the chief
economist of RAM Holdings Berhad (Ng, 2010). In attracting investors, it is
important to have corporate information that is fair, efficient and transparent (Aly,
Simon and Hussainey, 2010). With the many advantages of CIR over the traditional
paper-based corporate reporting, CIR is believed to provide a way for the Malaysian
companies to disseminate online corporate information to attract a wider range of
national and international investors. However in Malaysia, the non-existence of
specific guidelines on CIR to be followed by the companies, even with the
implementation of the new rules by Bursa Malaysia pertaining to CIR, leads to the
non-uniformity of CIR practice among companies. With the non-standardization of
CIR, transparent, fair and efficient corporate information is difficult to achieve. It is
expected that the inconsistency of CIR practice by Malaysian companies is caused by
certain company characteristics and motivating factors that influence the level and
extent of CIR practiced by the companies. Therefore, the necessity arises to examine
the factors and reasons that motivate the Malaysian companies to practice CIR from
two different perspectives. First, it may assist regulators to understand the drivers of
CIR in Malaysia, and, thus, specify ways to enhance CIR fairness, transparency and
efficiency. Second, examining the drivers of CIR may help companies to attract
investors in making rational decisions on their investment, particularly for potential
investors who are interested in investing in Malaysia. This is especially important due

to the need for Malaysia to expand the inflow of foreign direct investment into the



