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Abstract

Unlike past research, which has primarily concentrated on Western countries, this study looks into
the factors that influence corporate, social, and governance (ESG) environmental reporting among
Asian companies. Currently, companies are inspired to report their progress to stakeholders
regarding economic, social, and environmental factors, due to the rising demand for corporate
transparency and sustainability. Hence. this study examines the effect of the integrated reporting
disclosure (IRD) onto ESG score by employing a sample of 8 Malaysia's largest commercial banks from
2015 to 2019. Data is obtained from Thomson Reuters Eikon and regression analysis is carried out
using the Statistical Package for the Social Sciences (SPSS, version 24). Result demonstrates that ESG
score is affected by IRD, board tenure and bank size. The findings of this study are of interest to
companies that are interested in implementing ESG and IRD for their own advantage, as well as
regulatory agencies who believe ESG and IRD to be requirements for achieving national social and
environmental goals.

Keywords: Integrated Reporting, Integrated Reporting Disclosure, Board of Directors, Environmental,
Social and Governance

Introduction

Companies have sought internal improvement by implementing sustainable and socially responsible
policies and reporting to remain competitive. It is beacause demands for corporate transparency and
accountability to the environment, social reporting and governance (ESG) have increased
dramatically especially during the Covid-19 pandemic as companies' ESG activities are closely being
scrutinized. Hence, it is critical for them to perform well in their ESG assessments in order to get top
ratings and the bar is likely to rise over time. Malaysian companies are encouraged to implement ESG
as a corporate standard since it allows important facts to be disseminated to stakeholders relating to
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the company's essential achievements. Among all these companies, larger cap companies have the
urge to do more to manage their ESG risks and possibilities as international investors increasingly
incorporate ESG issues into their investment decisions.

The ESG score considers the involvement of respective companies concerning environmental, social,
and organizational governance activities. In other words, to know whether a company is formally and
socially accountable to the community, it could be observed through a company's ESG score. Better
ESG performance for a company reflects the company's social and environmental obligation, which
provides more reliable information and stable stock price fluctuations in the market (Shakil et al.,
2020). Companies with low minimum ESG performance are unstable in the market due to their
irresponsible and unconcern nature. Thus, the board of directors (BOD) needs to be proactive in
disseminating the company's information. They should concentrate on finding a balance between
serving the needs of their stakeholders and being accountable to them, particularly while doing
business during this new normal.

The determinants that influence ESG disclosure activity have been the subject to numerous
investigations. Several studies consider the influence of corporate governance activities such as
board size and independent directors' presence on the board of directors. Pertaining board size, large
board sizes tend to enhance the ESG exposure scores of publicly traded airport companies (Ozcan,
2019). Further, using a data set of 366 Fortune 500 companies, Giannarakis (2014) also discovers that
a larger board leads to a higher ESG disclosure score. As for independent directors, higher percentage
of independent directors would raise the ESG disclosure score of a publicly traded airport company
(Khaled et al., 2021).

When assessing ESG disclosure performance determinants, various variables generated from a
company's financial statements have also frequently been employed in addition to corporate
governance characteristics. The company's size is the most typical factor being employed. Larger
companies tend to make more disclosures (Khaled et al., 2021; Ozcan, 2019; Velte, 2017) due to the
availability of their human resources and size effects, which result in larger volumes of activity to be
declared. Profitability is another financial indicator that is frequently utilised in comparable studies.
There are studies that have found a favourable relationship between a company's ESG and company
performance (Abdul Rahman & Alsayegh, 2021; Bernardi & Stark, 2018) while others have failed to
find a statistically significant relationship between variables (Frias-Aceituno et al., 2013; Marston &
Polei, 2004).

Recently, due to stakeholders' request for better reporting, it has led to the demand for integrated
reporting (IR). An integrated report is a concise reporting format based on a structure developed by
the International Integrated Reporting Council (hereafter IIRC). Companies should adopt IR as it
provides pertinent information about the companies' operations that would interest stakeholders
while making their investment decisions. It conveys information relating to the company's activities
in a cohesive manner that discusses the eight IR content elements from the IIRC context. Owing to its
strategic significance to companies worldwide, IR has started to gather considerable attention. In a
single disclosure document describing a business's financial and non-financial results, IR can address
the growing needs of stakeholder's communications (Stubbs & Higgins, 2012). IR seeks to replace the
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earlier prevalent method of separating financial and sustainability knowledge by releasing a single
comprehensive study in today's dynamic market (Jensen & Berg, 2012). The IIRC states that
incorporating financial and sustainability information would assist in entertaining the information
needs of investors by offering a fuller and more balanced image of a business and its results. IR is
futuristic as compared to the previous historical financial reporting approach. To enable more reliable
results to be reported, the International IR Framework, which was first released in December 2013,
was reviewed in January 2021 by the IIRC.

This study focuses on ESG and IR as they are the current phenomenon in business reporting, as more
companies opt for this form of voluntary report. Based on a survey conducted by PWC Malaysia on
the annual reports of 30 top firms in 2013, it points out that Malaysian companies have the basic
elements or representations of IR but still has a long way to adopt IR (Accountants Today, 2014).
Hence, this study aims to examine whether integrated reporting disclosure (IRD) has any influence
on ESG score. Eight (8) Malaysian Commercial Banks for years between 2015 and 2019 were
examined to determine the relationship between IRD and ESG. As it is easily affected by the economic
cycle, the financial sector (banks) can be regarded as one of the riskiest investment sectors, especially
with the unsettlingly fast global spread of Covid-19, which has sent financial markets into a tailspin,
banks have been hit harder than other industries (Aldasoro et al., 2020). Overall, the pandemic poses
a significant risk to the efficiency, survival, and growth of banks in developing countries, especially in
those countries where banks play a dominant role in the economy (Barua & Barua, 2020), and to
avoid a large-scale and infectious banking crisis, urgent and creative policy steps are required. The
more volatile the sector is, the more companies are driven to issue superior-quality annual reports
to illustrate the possible advantages. Thus, the report on the review of these organizations'
transparency that focuses on the encoding of economic, social, and environmental into a single text
that is the IR would assist stakeholders to comprehend the overall performance of an organization
during the financial year.

Following this first introduction section, this study is divided into four other main parts: the second
section discusses on a literature review and hypothesis development under investigation; the third
section is on methodology that specifies the sample and data collection method, dependent variable,
independent variable and control variables that are being employed in this study; while the fourth
section is on discussion and conclusion that elaborates on the findings, debates and conclusions.

Literature Review and Hypothesis Development
Disclosure of the information is common among companies to mitigate agencies and political costs
and reduce asymmetries in information (Frias-Aceituno et al., 2013). Recently, the business world has
gradually increased the disclosed information requirements via IR, that is, besides preparing financial
statements, management reports, reports on corporate social responsibility and corporate
governance reports are required to meet investors and other stakeholders' demands (Garcia-Sanchez
& Noguera-Gamez, 2017). On top of that, management decision making around the world is gradually
referring to ESG measures as the ESG criteria are a set of operational guidelines that investors and
other stakeholders refer to for possible references. Employing IR and ESG could assist in building
'moral capital' for companies in providing consumer-like security to respective companies and safety
measures to them, especially during market downturns (Godfrey, 2005), such as during the Covid-19
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pandemic where practically every economy is confronting considerable drop in its economic
performance.

According to the governance process based on stakeholder theory, a company is believed to have a
responsibility to society's long-term demands and expectations, not simply to its shareholders per se.
A company's mission should be to conduct business in ways that benefit the public and help reduce
the negative consequences of their efforts, as long as engaging in such actions that are not illegal
(Branco & Rodrigues, 2007). This can be accomplished via balance attention among these various
groups while making business decisions and selecting the plan that best balances their various rights
(Smith & Hasnas, 1999). Stakeholders, by definition, are those who are affected by or can affect a
decision (Freeman, 1984, 2010) and they can either be external or internal stakeholders. Customers,
suppliers, creditors, governments, financial institutions, and others indirectly related to the
enterprise are examples of the former, while employees, managers, and shareholders are examples
of the latter. At present, stakeholders would disregard companies in the marketplace for poor ESG
performance. Investors, for instance, would not invest in companies with low ESG scores or having
ESG controversies. In fact, they would even penalize companies that ignore environmental, social,
and governance considerations and do not include ESG standards in their business operations (Shakil,
2021) as they are more attracted to a company's long-term practices than to its operational and
financial gains. Thus, stakeholder theory can best explain the need to maintain an excellent ESG score
and employ IRD as investing in them would raise shareholders' wealth as other stakeholders are keen
to contribute to the company's success with the resources they avail (Freeman, 2010).

Additionally, stakeholders are now pressing companies to get involved in several topics outside their
core business, and management has to refer to these ESG measures as ESG Scores state these
additional initiatives (Baron, 2014). Among the initiatives include: meeting stakeholder knowledge
needs and pushing organizational progress for more successful adaptation (Eccles & Krzus, 2010);
reducing reputational risks and assisting organizations in dismantling operational and reporting silos
and strengthening structures and procedures; and enabling companies to make educated financial
and non-financial decisions (Stubbs & Higgins, 2012). In gist, IR and ESG are the 'in thing'. The effort
of combining monetary and non-monetary information into a single report does require board skill
and knowledge (Umar et al., 2020) and the quality of IR could have an impact on the ESG scoring of
companies (Conway, 2019). Accordingly, the following hypothesis is deemed appropriate:

Hypothesis 1: There is a positive relationship between the degree of IRD and the ESG among the
commercial banks in Malaysia.

Methodology
Sample and Data Collection
In conducting this study, 8 of Malaysia's largest commercial banks are selected namely Hong Leong
Bank, Hong Leong Financial Group, AMMB Holdings, CIMB Group Holdings, Malayan Banking, Public
Bank, RHB Bank Bhd and Alliance Bank Malaysia as they are major players in the local banking system.
The data for each variable is for the years between 2015 and 2019. Since all of these banks have
provided the necessary data during these previous years, these banks are selected. Financial,
corporate governance data as well as ESG score are collected from Thomson Reuters Eikon.
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Dependent Variable

Environmental, social, and governance (ESG) is the dependent variable for this study. ESG score of
Refinitiv Eikon has been selected for this study as it is the most reliable data source of ESG metrics
(Batae et al., 2021). It employs 68 environmental, 62 social, and 56 corporate governance indicators
to measure ESG performance, and assigns scores in percentages ranging from 0 to 100 (Refiniti Eikon
Datastream, 2021). There are 20 resource consumption metrics, 28 emissions metrics, and 20
innovation metrics among the environmental indicators (Refiniti Eikon Datastream, 2021). Thirty
labour force metrics, eight civil liberties metrics, fourteen community metrics, and ten (10)
merchandise accountability metrics make up the social indicators (Refiniti Eikon Datastream, 2021).
Thirty-five (35) management metrics, twelve (12) shareholder metrics, and nine (9) corporate social
responsibility strategy metrics are among the governance indicators (Refiniti Eikon Datastream,
2021). ESG scores of 0 to 25 are considered poor ESG performance, whilst ESG scores of 75 to 100
are considered to be great ESG indicators (Refiniti Eikon Datastream, 2021).

Independent Variables

Analyzing the information quality of public reports yield the independent variable reflecting
information disclosure practice. A divulgation index was generated by concentrating on IIRC (2021)
IR system's content fundamentals. Similar to the Kili¢ and Kuzey (2018) approach. Table 1 shows the
fifty (50) items in seven (7) categories of the disclosure index. This study uses content analysis to
examine the degree of IRD among the surveyed companies. As a result, the annual report's narrative
sections have been thoroughly examined. The most common form of content analysis is a non-
weighted disclosure approach that examines each item's presence or absence (Krippendorff, 2004)
by assigning a score of 1 for presence and 0 if otherwise.

Table 1. Integrated Reporting Items
Disclosure item
(1) Overview of the
organization and its
external environment

(2) Governance

Statement of mission and vision
General explanation about
organizational values, morals or
standards

Code of conduct

Ownership or operating
structure
Competitive  landscape &

marketing positioning

The number of workers
Countries where the
organization runs

Factors of law

Factors of politics

Board of directors list

Board talents or experience
values, morals or standards are
mirrored in the capital's use
and impacts

Actions were taken to monitor
strategic directions
Compensation policies
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Social determinants
Forces of the market
Main Stakeholders
Environmental Factors

(3) Business Model
Important inputs
Differentiation of products
Marketing and distribution
channels
After-sale assistance
Innovation
Training for employees
Essential products and services
Greenhouse gas emissions
Wasted water
Morale among workers
Organizational reputation
Image of the company
Cash Flows and Revenue
contentment of customers
Rise in capital (generate value)
Decline in capital (reduce value)

(4) Risk and opportunities
Internal/external risk
Internal/external opportunities

(5) Allocation of Resources
and Strategy

Short, medium, and long-term
strategic aims (no time frame)
Strategy objectives for the
short, medium and long term
(with time)
It has strategies in place or
plans to implement to attain
those strategic goals.
Achievements and desired
results are measured.
Understanding of the
organization's ability to adapt
to change in order to meet its

objectives
The  connection  between
significant capitals and
strategies

(6) Performance

KPIs on financial indicators

KPIs combining financial and
non-financial metrics (i.e. The
ratio of GHG emissions to sales)
Performance comparisons
between the past and the
present

Benchmarking regionally and
industrially

Financial consequences of
significant effects on other
capital
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(7) Outlook

Future predictions or
arguments for the unknown
Forecasts for Key Performance
Indicators Assumptions used in
connection with the forecast
Relationships between current
performance and the future
prospects of the company

Adapted from Merve Kilig and Cemil Kuzey (2018)

Control Variables

The control variables include the composition of the board of directors, bank size and profitability.
As the company's governing body, the directors are responsible for defending the interests of
numerous stakeholders, for example, through information distribution. Three elements of board
characteristics, the board size, board independence and board tenure, are found to impact the ESG
in previous studies. The BOD is a mechanism for corporate governance which determines the
company's policies and strategies. Due to the BODs' supervisory role, they can assist companies in
improving information disclosure. Consequently, the attributes of a board of directors may have a
substantial effect on a company's transparency. Akhtaruddin et al. (2009) state that a board of
directors is an important governance tool for increasing accountability and voluntary company
disclosures as better monitoring, after all, will result in the public release of vast amounts of
corporate data. According to the previous literature, there is no consistent results between board
size and disclosure (Songini et al., 2021; Kili¢ & Kuzey, 2018). Husted & de Sousa-Filho (2019) find a
positive and significant effect of board size on ESG, while Orazalin (2019) and Sankara et al. (2017)
could not find any significant impact of board size and ESG and CSR disclosure.

Next an independent board is seen as a necessary mechanism for reining in managers and ensuring
that shareholders' objectives are met. The involvement of independent non-executive directors also
contributes to the board's independence. However, there is no consistent outcome for disclosure
and independence of directors as there seem to be mixed results. Chau and Gray (2010) state that
boards with higher proportions of independent directors inspires higher ESG disclosure level and
greater commitment in ESG activities. Karamanou and Vafeas (2005) and Cheng and Courtenay
(2006) also find similar results. While Songini et al. (2021) find otherwise. Further, board tenure is the
length of time a person serves as a director in an organization (Shiah-Hou & Cheng, 2012). Longer
board tenure may be advantageous as board members have more knowledge about ESG activities
and have better collaboration (Rutherford & Buchholtz, 2007). On the other hand, Handajani et al.,
(2014) state that the longer the board members' period of service, the lesser the CSR activity and
thus its disclosure.

Besides the board of directors, the study also includes two other control variables representing bank
size and profitability. One of the most common criteria used to determine the extent of business
disclosures is the company's size, where in this study, it refers to the bank's size. Larger company size
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is able to report more information about their investment in ESG as they have sufficient resources
and facilities (Shakil et al., 2020). Gul and Leung (2004) and Luna Sotorrio and Fernandez-Sanchez
(2010) have also found a positive relationship between company size and voluntary information
disclosure. Next is profitability where it looks at the performance of the organization. Even though
previous research has usually found a favourable relationship between a company's ESG and
company performance (Aboud & Diab, 2018; Bernardi & Stark, 2018), most studies have failed to find
a statistically significant relationship between variables (Shonhadji, 2018; Welbeck et al., 2017;
Marston & Polei, 2004; Prencipe, 2004; Frias-Aceituno et al., 2013). In comparison, Qiu et al. (2016)
find no relationship between ESG and company performance.

For the control variables, the operationalizations are as per Table 2.
Table 2: Definition and Operationalization of Control Variables

Control Definition Operationalization
Variables
BSIZE Board size Number of executive and non-executive board

members (Frias-Aceituno et al.,, 2013; Velte, 2017;
Riyadh et al., 2019)

BIND Board independence Non-executive directors as a percentage of total
directors (Anazonwu et al., 2018; Riyadh et al., 2019)

BTEN Board tenure Number of years holding the post as board members
(Frias-Aceituno et al., 2013; Velte, 2017)

FSIZE Bank size Total asset logarithm (Dhole et al., 2019)

PROF Profitability Return on asset (Li et al., 2019)

In the final section, findings for this study are being elaborated and it ends with a conclusion.

Discussion and Conclusion
Findings and Discussion
Descriptive Statistics
This study had done normality test prior to performing any additional tests. This study assessed for
multicollinearity by using variance inflation factors (VIF) and Pearson correlation coefficients. VIF
result in Table 3 indicates that the highest VIF value of 5.000 is for board tenure (BTEN), and the board
size has the lowest VIF value of 1.458. Since the VIF value does not exceed the threshold value of 10,
it indicates no multicollinearity issues between the variables used in this study (Pallant, 2020). Table
3 tabulates the descriptive statistics for the variables used in this study. The results show that, on
average, the environment, social and governance (ESG) score is 54.908 and the variation which is
shown by standard deviation of 15.74 is regarded as high. Referring to ESG Scores guidance issued by
Refiniti Eikon Datastream (2021), banks in Malaysia are generally graded as B indicating that while
the banks are performing relatively good in terms of environment, social and governance, they have
reported material ESG data to the public above the average degree of transparency. The ranges of
ESG score are from a minimum of 28.805 (grade C-) to a maximum of 83.277 (grade A). The findings
show while a bank is classified as performing satisfactorily and have moderate degree of transparency
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in disclosing material ESG data, another bank have excellent relative ESG performance and have high
degree of transparency in disclosing material ESG data. The huge gap between the grade is indicated
by high standard deviation.

This study finds that the degree of IRD of Malaysian banks is within the range of 18.000 and 46.000.
The lowest range is obtained by a bank in 2015. Low degree of IRD could be due to less awareness on
the importance of IR in that year since the IR framework has only been issued in December 2013. The
average IRD is 38.600 and the variation in IRD is low as indicated by standard deviation of 5.952. The
Malaysian banks have at least 5 directors and maximum of 12 directors. On average, the banks have
9 directors and around 55% of the board of directors' members are independent directors. The
general board tenure in Malaysian banks is 8.099 years with minimum and maximum board tenure
of 3.286 years and 18.333 years respectively. In relation to the firm characteristics, it is also found
that there is high variance of the total assets for the Malaysian banks as indicated by the standard
deviation of RM222,221 million. Even though the minimum total assets of the banks under review
are only RM53,142 million, the maximum total assets are RM834,413 million which suggest high
degree of variability in the reported total assets by the banks. The average total assets of the banks
are found to be RM316,261 million. In terms of profitability of the bank which is measured using
return of assets (ROA), the results indicate that the average ROA of the sample is 1.064%. With a low
variability in profitability as shown by the standard deviation of 0.209, the range of ROA of the banks
is between 0.627% and 1.434%.

Table 3: Descriptive Statistics

Mean Min Max Std Dev VIF
28.80
ESG 54.908 5 83.277 15.700
IRD 18.00
38.600 0 46.000 5.952 1.715
BSIZE 9.000 5.000 12.000 1.811 1.458
30.00
BIND 55.312 0 78.571 12.592  5.005
BTEN 8.099 3.286 18.333 4.678 2.763
FSIZE (RM million) 316261 53142 834413 222221 1.806
PROF 1.064 0.627 1.434 0.209 2.648

ESG = Environment, Social and Governance, IRD = Integrated
Reportin Disclosure, BSIZE = Board Size, BIND = Board
Independence, BTEN = Board Tenure, FSIZE = Bank Size, PROF=
Profitability

Further analysis of the environment, social and governance (ESG) scores over the periods under study
has been carried out and presented in Table 4. The results show that, on average, there is an increase
on the ESG score for Malaysian banks over the years. The banks obtain 45.209 (grade C+), 48.938
(grade C+), 55.244 (grade B-), 59.968 (grade B) and 65.183 (grade B) in 2015, 2016, 2017, 2018 and
2019 respectively. Based on the grading of ESG scores, the banks have moved from grade C+ that
denotes "satisfactory relative performance and moderate degree of transparency in reporting
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material ESG data publicly" (Refiniti Eikon Datastream, 2021) to grade B that denotes "good relative
ESG performance and above average degree of transparency in reporting material ESG data publicly"
(Refiniti Eikon Datastream, 2021). Table 4 indicates that four banks namely B1, B3, B5 and B7 have
improved their ESG scores over the five years period under review. The trend for the remaining banks
is not consistent. The ESG score of B2 has decreased slightly in the year 2016 from 62.185 to 61.149.
The score has improved continuously to 68.641 and 71.302 in 2017 and 2018 respectively. In 2019,
the ESG score for B2 is 76.591. While the ESG score of B4 has increased in 2016 from 29.890t0 41.083,
the score has decreased to 34.105 in 2017 before it goes up to 45.440 in 2018 and it falls again to
43.119 in 2019. With regards to B6, its ESG score has improved in 2016 from 49.140 t0 50.883. The
score has decreased to 30.523 in 2017 before it goes up to 35.031 and 40.364 in the year 2018 and
2019 respectively. Similar to B2, its ESG score has diminished from 35.382 in 2015 to 28.805 in 2016.
However, the ESG score increases gradually to 54.821, 61.063 and 64.256 in the year 2017, 2018 and
2019 respectively. Even though the trend of ESG scores among the banks is inconsistent, the overall
ESG score indicates continuous improvement in ESG performance and transparency in disclosing
material ESG.

Table 4: Analysis on ESG Scores Based on Individual Bank

B1 B2 B3 B4 B5 B6 B7 B8 AVERAGE

FY2015

Score 35.199 62.185 39.849 29.890 45.434 49.140 64.593 35.382 45.209

Grade C B C C- C+ C+ B C C+
FY2016

Score 39.854 61.149 53.460 41.083 46.020 50.883 70.250 28.805 48.938

Grade C B B- C C+ B- B+ C- C+
FY2017

Score 54.877 68.641 71.838 34.105 52.698 30.523 74.450 54.821 55.244

Grade B- B+ B+ C B- C- B+ B- B-
FY2018

Score 59.625 71.302 63.749 45.440 61.015 35.031 82.522 61.063 59.968

Grade B B+ B+ C B C A- B B
FY2019

Score 76.113 76.591 61.248 43.119 76.493 40.364 83.277 64.256 65.183

Grade A- A- B C+ A- C A B B

Correlation Matrix

Table 5 presents the correlations matrix of the dependent, independent and control variables used
in the study. The positive and significant correlation between IRD and ESG suggests that banks that
have higher degree of IRD are more likely to achieve higher ESG score. In addition, higher ESG score
banks tend to have higher percentage of independent directors (p = 0.457), a shorter board tenure
(p =-0.308) and larger size as measured by total assets (p = 0.673). This study finds that IRD and bank
size (FSIZE) are positively correlated.
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Table 5: Correlation Matrix

ESG IR BSIZE BIND BTEN FSIZE PROF
ESG 1
IRD *%*0.682 1
BSIZE 0.244 -0.014 1
BIND *%%0.457 0.197 *0.285 1

ok ok _ *okok

BTEN **.0.308 -0.021 0.711 0.447 1
FSIZE **%0.673 ***0.448 0.220 0.262 0.052 1
PROF -0.148 0.254 **-0.428 **-0.367 ***0.708 0.059 1

***significant at 0.01 level, ** significant at 0.05 level, * significant at 0.10 level
ESG = Environment, Social and Governance, IR = Integrated Reporting, BSIZE = Board Size,
BIND = Board Independence, BTEN = Board Tenure, FSIZE = Bank Size, PROF = Profitability

The correlation coefficient matrix can also be used to examine multicollinearity issue that may
presence in the regression analysis. Hair et al. (2014) suggest that multicollinearity problem
presences if a correlation coefficient between variables is 0.90 and above. Since the highest
correlation is 0.708, the correlations among the variables of this study do not exceed the threshold
suggested by Hair et al. (2014), implying that multicollinearity is not an issue in this study.

Multiple Regression

This study employed multiple regression analysis to examine the influence of IRD on environment,
social and governance (ESG) using the following regression model after controlling for the banks'
board size, board independence, board tenure, banks' size and profitability:

ESGit = a + B1IRDjt + B2BSIZEi + B3BINDit + B4BTENi: + BsFSIZE; + BsPROFi: + £it

Table 6: Multiple Regression

Coefficients t Stat P-value
Intercept -234.706 -4.733 0.000
IRD 1.188 4.099 0.000***
BSIZE -1.419 -1.173 0.249
BIND 0.128 1.0103 0.320
BTEN -1.112 -1.765 0.089*
FSIZE 10.129 4.459 0.000***
PROF -6.747 -0.659 0.515
Adj. R square 0.725
F value 18.170***

***significant at 0.01 level, ** significant at 0.05 level, * significant at 0.10 level
ESG = Environment, Social and Governance, IR = Integrated Reporting, BSIZE = Board Size,
BIND = Board Independence, BTEN = Board Tenure, FSIZE = Bank Size, PROF = Profitability
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Table 6 presents the multiple regression result for the relationship between integrated reporting
disclosure and environment, social and governance score after controlling for board of directors'
attributes and banks'-specific characteristics. As depicted in Table 6, there is a positive and significant
relationship between IRD and ESG score (t = 4.099). This result support the hypothesis of the study
by providing empirical evidence that banks that have higher degree of IRD are more likely to have
higher ESG score. Consistent with Conway (2019), the findings suggests that the integration of
reporting produced by Malaysian banks have favourably induced the management to broaden their
decision-making consideration to incorporate more environmental, social and governance areas in
their reports which subsequently affect their ESG score performance.

In this study, several control variables namely board size, board independence, board tenure, bank
size and profitability have been considered. The findings of this study suggest that even though board
tenure and bank size have significant influence on the ESG score, board size, board independence
and profitability of the bank have no influence on the ESG score. Due to sufficient resources and
facilities, bigger banks are able to report more information about their investment in ESG. Hence the
ESG score is positively influenced by the size of the bank which is consistent with Shakil et al., (2020).
In line with Sankara et al. (2017), the results show that there is no significant relationship between
board size (BSIZE) and ESG score. Contrary to Chau and Gray (2010), board with higher proportions
of independent directors does not inspire higher ESG score and greater commitment in ESG activities.
Similar to Shonhadji (2018) and Welbeck et al. (2017), it is found that the profitability level has
negative and insignificant relationship with environmental disclosure. This study does not support
the argument that profitable banks are encouraged to disclose more information on ESG to enhance
their reputation (Welbeck et al., 2017).

Conclusion

This study observes the impact of IRD and other control variables, namely the characteristics of board
of directors (size, independence, tenure), company size and profitability, on ESG. The study discovers
significant relationship between IRD, board tenure, bank size and ESG. The results suggest the degree
of IRD, board tenure and bank size affect the ESG score performance of Malaysian banks.

Despite the significant findings obtained in this study that could contribute significantly to the
literature of IRD and ESG, nevertheless, this study is not without any shortcomings. This study has
only concentrated on banks that have information in the ESG database. Hence, future study could
consider other industries as well. Further, the results found in this study could assist the stakeholders
in their decision making and these results provide evidences to the authority to encourage all listed
companies in preparing IR and to maintain an acceptable ESGscore, as the presence of IR and ESG
bring much benefits to various parties.
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