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Abstract

The main purpose of the research is to explore the impact of corporate governance on
the corporate transparency of public listed companies in Sri Lanka. The content
analysis was applied to measure the dependent variable, corporate transparency while
independent directors, board size, female directors, dual leadership, cross
directorship, audit firm size, related party transaction review committee and
remuneration committee were used as the variables of corporate governance. This
research study covers 100 public listed companies which have been listed on
Colombo Stock Exchange in Sri Lanka representing eight sectors and secondary data
were gathered from annual reports published on Colombo Stock Exchange for the
period from 2018 to 2020. The data analysis was performed through correlation and
regression analysis using EViews software. As per the results of regression analysis,
it was shown that there is a significant impact of audit firm size and female
directorship on corporate transparency. Distinct from the previous empirical research,
corporate transparency was measured using a newly updated transparency and
disclosure index based on the most recent corporate governance codes in 2017. The
outcome of the study gives an insight into corporate governance and corporate
transparency to regulators, policymakers, practitioners, researchers and investors by
adding value to the existing literature.
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Introduction

In the case of hasty change and complexity in the business environment over the decades, the
ownership structure of companies was extended. Therefore ownership and control were
separated and that caused management to be accountable to the shareholders in all aspects of
control. Accordingly, a good corporate governance system is one of the best ways of achieving
accountability (Thilakaratne, 2013). The need for accountability was raised more than ever
before since the increasing conflicts between owners and managers. Therefore the information
users such as investors, rulers, academics, creditors, workforces, customers and other
stakeholders increasingly demand more transparent and reliable information. Mckinsey and
Company (2002) found that over 60% of investors are depending on good corporate
governance practices as a key factor in decision-making. Therefore, transparency must be a
fundamental factor of a corporate governance system.

The Cadbury committee report on the financial aspects of corporate governance defines
“Corporate governance is a system by which corporations are directed and controlled”.
Therefore strong governance is considered by way of a sign of “Good Corporation” whereas
poor governance is viewed as risky and lacking transparency. Nowadays, corporate
governance has come to be more needful and complex due to increasing regulatory
requirements. It subjects to create an increasing demand for more transparent information.
Therefore, transparency is a fundamental way of achieving trust through honest
communication. Bushman, Piotroski and Smith (2004) define corporate transparency as the
“availability of firm-specific information to those outside publicly traded firms”. Therefore
information transparency is an extremely important element in good corporate governance
and lacking transparency is suspicious and also subject to unethical behaviour which subjects
to market integrity and a great cost (Fung, 2014).

Based on previous studies, this investigated that capacity or lack of transparency resulted from
the Asian Financial crisis of the late 1990s (Chao, Hsu and Yeh, 2010; Fung, 2014). The Asia
financial crisis in 1997-1999 and more recent corporate scandals such as Enron, Xerox,
Parmalat, WorldCom and Anderson in the US left profound blemishes in the corporate world
and revealed a thirst for a good corporate governance mechanism to connect the link between
governance and business ethics (Haat, Rahman and Mahenthiran, 2008; Morris, Pham and
Gray, 2011).

According to agency theory, it points that conflicts between agents and principals can arise
when the interests between principal and agent are not aligned. In this case, corporate
governance mechanisms are served as a mechanism with the purpose of mitigating agency
problems and thereby improving transparency (Bushman et al., 2004). Jensen and Meckling
(1976) suggest a director board which is consisting of more non-executive directors than
executive directors is functioning as a window to the outside world. That makes it easy to
overcome the executive director’s opportunistic behaviour. Therefore, corporate governance
could improve transparency (Van Hoang et al., 2021).

However, the opportunity theory suggests that everyone would harvest from the opportunity
and it may give a criminal motivation (Guerette and Santana, 2010). It shows Managers are
working towards their self-interest (Farrer and Ramsay, 1998). Accordingly, when disclosing,
Managers have little opportunity to pursue self-interest. Therefore it may subject to the proper
as well as improper behaviour of managers when it comes to the real scenario. For example,
Rashid, (2018) found managers opportunistically involved with Corporate Social
Responsibility reporting to proliferate the share price if they are given stock-based rewards.
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On the other hand, the managers may be more prone not to provide details about the real
aspects of the organization but to provide something negatively. For example, managers may
have incentives for reducing employment risk in the organization. Therefore they may create
a negative insight about the organization intentionally (Amihud and Lev, 1981). Thus it is
subject to a judgmental matter whether the information which is provided by the organizations
is efficient or not for effective decision-making.

When it comes to the existing literature, the researcher can identify an empirical gap where
the studies are in contradiction based on their findings. Some research on corporate
governance and corporate transparency provided a positive outcome (Beekes and Brown,
2006; Fung, 2014; Kachouri and Jarboui, 2017b; Millar, Eldomiaty, Choi and Hilton, 2005;
Saad and Jarboui, 2015) whereas others revealed a negative outcome (Al-Attar, 2016; Hasan,
Hossain and Swieringa, 2010). Sancino et al., 2018 considered that good governance is a tool
for enhancing social development and reducing corruption. Ahmed and Hamdan (2015) reveal
that corporate governance increases investors’ confidence in reporting. Al-Khonain and Al-
Adeem (2020) found that corporate governance improves reporting quality. However,
Kohansal et al. (2017) showed a negative and significant correlation between the board of
directors size and management duality with reporting transparency. This mixed outcome
requires further study to ensure the effect of corporate governance on transparency.

When the above-discussed matters are taken into account, with an increased amount of
contemporary issues, the significance of corporate governance has risen more attentively than
ever before and remains as unexplored for research. Therefore a puzzle is risen “whether
corporate governance impacts corporate transparency”’. Although corporate governance is
there to reduce information transparency issues, corporate governance mechanisms are
independent and corporate governance codes differ from country to country (Kachouri and
Jarboui, 2017a; Maassen, 1999). Therefore corporate governance studies should be on a
contextual basis. In that case, it rose a need for a study on corporate governance and corporate
transparency from a Sri Lankan perspective.

In the Sri Lankan context, it brings out certain issues existing in the corporate governance
system in Sri Lanka. Therefore several corporate scandals such as the bankruptcy of Pramuka
Bank, Vanic Incorporation, Lanka Marine Service Limited, and Sri Lanka Insurance
Corporation were arisen due to mismanagement and accountability failures whereas the
Golden Key Credit Card Company due to the failures of the existing corporate governance
system and theories that were taken place (Kalainathan and Vijayarani, 2014). Edirisooriya
and Wanigasekara (2016) have revealed that transparency is one of the utmost challenging
factors of the corporate governance system in Sri Lanka. More importantly, they found that
there is no existing literature that can be found in Sri Lanka to support their findings. Due to
that, there is a dearth of research in Sri Lankan context. Therefore this puzzle is extended to
each country context and it should answered “whether corporate governance enhance
corporate transparency in Sri Lanka”.

Thus the following research question can be extracted in Sri Lankan Context.

RQ1: Does corporate governance significantly impact corporate transparency?
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Literature review

Theoretical review

CG studies were motivated from the agency perspective whereby firms employed governance
mechanisms to control agency conflict in firms. Agency theory deals with contractual
relationship between principal (shareholder) and agent (manager). Agency relationship is a
contract with which one or more person (Principal(s)) engage with another person (agent) to
perform some services on their behalf which involves delegating some decision making
authority to agent (Jensen and Meckling, 1976). It argues both parties expect to maximize
their utility but in case managers may act opportunistically in their behavior at the expense of
principal’s interest (Yunos, 2011). The separation of ownership and control creates the agency
problem where the management is consisting with rational human beings lead for their
personal interest and it creates an information asymmetry problem which is resulted through
information superiority that managers enjoy as insiders (Jensen and Meckling, 1976).
Therefore the core issue of agency theory is making sure that managers are expected to meet
the interest of company as whole not only their personal interest (Habbash, 2010).

Agency theory suggests these conflicts can be reduced through a good ownership structure
and governance mechanism. Ownership structure, board of directors and audit committee are
internal governance mechanisms which will provide an assurance to the shareholders.
According to, Fama and Jensen (1983) it specially highlights the need of a board of directors
that will play an important role in monitoring majority shareholders and managing and
protecting minority shareholders’ interest while helping to reduce agency cost with ultimate
control over management and also CG will be an effective control mechanism to be
safeguarded from inappropriate management behavior (Hashim and Rahman, 2011).
Additionally, Watts (2003) showed that accounting conservatism can also govern the firm as
it reduces managers’ opportunistic behavior and increases firm value because accounting
conservatism offsets managerial biases. Hence complementing the monitoring role of the
other governance mechanisms will ensure reduction of agency conflicts and being more
transparent to the interested parties of the organization.

Stewardship theory is something which is alternative to agency theory. It highlights
corporation and collaboration whereas agency theory focuses on control and conflict
(Sundaramurthy and Lewis, 2003). Therefore, Caers, Bois, Gieter,Schepers and Pepermans
(2006) suggested stewardship theory should be viewed as a case of limiting agency theory
rather than a contradictory framework. Block (1993) states stewardship theory is marked as a
new idea of service for others and not self-interest whereas others state it is a dedication to
welfare, growth and fullness of others (Caldwell and Karri, 2005). The stewardship theory is
solely an idea of servicing to the others to fulfill their utility maximizing targets. Thus agents
as stewards are best in acting towards the principal’s interest. In such case they are fulfilling
accountability requirements maximally by providing information in all aspects of
organization. Therefore the information which are provided to the stakeholders are more
transparent and more useful for the decision making.

According to signaling theory, it aims at management’s attention to share information and
signaling from market, stakeholders and society (Connelly, Certo, Ireland and Reutzel, 2011;
Taj, 2016). Thus, signaling will be care to provide quality information to different parties and
thereby solving the information asymmetry problem. According to signaling theory, it aims at
management’s attention to share information and signaling from market, stakeholders and
society (Connelly, Certo, Ireland and Reutzel, 2011; Taj, 2016). Thus, signaling will be care
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to provide quality information to different parties and thereby solving the information
asymmetry problem.

Legitimacy is a theory which expresses a social contract between organization and society
with respect to the organization’s legitimacy (Guthrie, Petty and Ricceri, 2006). This theory
suggests that organization should carry out its operations within the expectations and norms
of society at large. Thus it is a crucial factor that affects the organization’s survival.
Legitimacy will make sure that the organization functions as per the perception of society.
Therefore the information which are provided by the organization also should make sure
transparency in the information which they disclose. Because transparency may contribute to
better understanding of the reasons behind the decisions which are made by various
stakeholders and make sure a higher level of legitimacy for both decisions and decision makers
(Licht, Naurin, Esaiasson and Gilljam, 2014). In other side increasing transparency is also
contributing to make the organization for a better legitimacy. That brings out the companies
willingness to expand the legitimacy on current CG practices will decide the corporate
disclosure level (Rashid, 2018).

Empirical review
Corporate Governance

Demand for transparency and disclosure had increased due to corporate scandals. To ensure
the long life of corporations, regulators focus on developing a good CG system (Fung, 2014).
Transparency is known as one of the pillars of a good CG system (Aras and Crowther, 2008).
However, several corporate failures had been experienced even under good governance.
Especially in 2008, many firms came to end due to the world financial crisis.

Defining good governance is difficult since its based-on country origin factors, industry
nature, and so on. Therefore, studying how CG improve transparency is one way of identifying
a good CG system. In Sri Lanka, there is no mandatory framework for CG although regulators
issued best practices for corporate governance lastly in 2017. However, this is voluntary
compliance (Thilakaratne, 2013). It might be the reason for the failure of corporations in Sri
Lanka such as the bankruptcy of Pramuka bank, Vanic corporations, Lanka Marine services
Itd, Sri Lanka Insurance Corporation and Golden Key Credit Card Company. Therefore, How
CG in Sri Lanka enhances transparency is unknown.

Corporate Transparency

CT is recognized as a key element of CG because it provides facts in relation to capital
allocation, financial performance and monitoring and also corporate transactions which are
indeed for an effective decision making. Cadbury committee in UK emphasizes transparency
as a pillar of CG problems because of directly addressing the limitations for managers
misbehave in providing information (Tarus and Omandi, 2013). Due to the Asian financial
crisis a considerable attention was focused on corporate disclosure requirements and
transparency. In today’s era CT is taking a new view of imposing more responsibilities on
corporations to disclosure more comprehensive and proactive disclosures instead of releasing
CG disclosures or policies not only to the public but also to each stakeholder and stakeholder
groups (Fung, 2014). Due to the worldwide attention toward CT, an increasing humber of
scholars studies about this concepts in different ways. Thus various scholars have given
number of definitions for CT.

A most famous definition was given for CT as availability of firm specific information to
those outside publicly traded firms and viewed as the joint output of multi-fasted systems
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whose components collectively produce, gather validate and disseminate information to
market participants (Bushman et al., 2004; Bushman and Smith, 2003) . Bushman et al. (2004)
argues that transparency is an outcome of a multifunction system that includes the quality of
reporting standards and the intensity of private information acquisition and dissemination. As
per business publications such as Scandals in Business USA 2002, CT is about promoting fair,
efficient and transparent administration of corporations to meet well defined organizational
objectives (Tarus and Omandi, 2013). Fung (2014) defined CT is the extent to which a
corporation’s actions are observable by outsiders. Further, he broadly defines transparency
refers to the degree to which information flows freely within an organization among managers,
employees and outward to stakeholders. He brings out the importance of CT. He suggest it
has a greater importance in case of governing multinational companies in their network and
he prompts CT helps in evaluation of manager’s performance to make sure they don’t engage
in unethical activities and it supports to take early corrective actions when necessary regarding
financial aspects of the company. Not only that, it supports for the regulators in establishing
market stability to increase investor’s confidence. Because transparency and disclosures are
integral parts of corporate governance and better compliance with them, make sure the
reduction of information asymmetry between principals and agents (Verrecchia, 1990). Thus,
it directly helps in mitigating agency conflicts and it will be resulted in increasing market
liquidity and reducing cost of capital as per (Botosan and Plumlee, 2002; Datta and
Rajagopalan, 1998). Therefore it increases access to capital market (Lang and Lundholm,
1996).

Corporate governance and corporate transparency

In general, Agency theory, which explains the conflict between agent and principal, suggests
that agency conflict can be reduced through good governance (Hashim and Rahman, 2011).
In contrast, stewardship theory reduces the need for CG since it believes that managers are
stewards (Keay, 2017). However, signalling theory proves that the firms provide information
to give signals therefore corporate governance is not a mandatory element to enhance
transparency (Agyei-Mensah, 2016). This view is further supported by legitimacy theory
which proves increasing transparency is contributing to making the organization better
legitimacy (Rashid, 2018). These theories do not provide a common view on how corporate
governance enhances transparency. Therefore, much research has been undertaken world
widely. Those research has been done in developed country contexts (Beekes, Brown and
Chin, 2007; Beekes and Brown, 2006; Berglof and Pajuste, 2005; Kelton and Yang, 2004)
and also emerging country contexts as well (Aksu, 2006; Al-Attar, 2016; Asogwa, 2017;
Betah, 2013; Haat et al., 2008; Hasan et al., 2010; Kachouri and Jarboui, 2017a, 2017b; Saad
and Jarboui, 2015; Weekes-Marshall, 2014).

Beekes et al. (2007) examined whether the frequency of occurring corporate disclosures can
be influenced by corporate governance by selecting 216 selected Canadian-listed companies
which are covered in the S&P composite index for the period between 1% January 2000 and
mid of 2005. They found that well-directed Canadian companies disclose more information
and that information has a close association with the share price. It means that firms which
are better corporate governance seem to be more open and transparent in their disclosures.
Moving to the Australian evidence, Beekes and Brown (2006) studied 250 Australian
companies to investigate the link between the informativeness of corporate disclosures and a
firm’s corporate governance structure quality and found that better governance issues more
balanced disclosures in a suitable time for good and bad news and thus there is an optimistic
relationship between informativeness of corporate governance and corporate disclosures in
Australia. Further, Kelton and Yang (2004) proved that CG can influence the company’s



International Journal of Accountancy (1JA) — Volume 2 Issue 2 — December 2022

transparency using 583 Singapore companies for the period between 1994 and 1996. All these
significant influences have been proven in developed countries.

In support of the above-discussed findings of developed countries, it can be noted that there
are some studies which have been performed in emerging country contexts and found a
positive relationship between corporate governance and corporate transparency (Aksu, 2006;
Asogwa, 2017; Betah, 2013; Hasan et al., 2010; Saad and Jarboui, 2015; Weekes-Marshall,
2014). Aksu (2006) investigated the international best practice if the transparency and
disclosure level of sample companies was enriched by a set of indigenous corporate
governance codes and voluntary implementation of IFRS by using 52 corporations under the
Istanbul stock market for the years between 2005 and 2006. He revealed that acquiescence
and adoption of corporate governance principles have significantly improved their
transparency and disclosure scores. Tamimi and Sebastianelli (2017) carried out a study to
discover the transparency of S&P 500 companies by analyzing environmental, social and
governance (ESG) disclosure scores. Their results showed that significantly a higher ESG
score is shown in S&P companies with a larger board, highly gender diversified board and
link executive compensation to ESG disclosures. Thus, their overall results show a greater
proportion of transparency achieved through corporate governance.

On the contrary, the findings of Kachouri and Jarboui (2017a) found that corporate
governance mechanisms negatively impact information transparency in the Tunisian context
by examining 28 publicly listed companies for the period from 2006 to 2013. Though the
discussed studies in the emerging country context show negative, positive and also no
relationship (Al-Attar, 2016; Haat et al., 2008). Further, Haat et al. (2008) analyzed corporate
governance practices and their association with corporate transparency and performance in
Malaysia. Their results indicate that no significant association between corporate governance
and corporate transparency. Further, Berglof and Pajuste (2005) found that there is no impact
or relationship between corporate governance and corporate transparency through their study
of 370 companies listed on the stock exchange in central and Eastern Europe from the year
2003 to mid-2004 to examine what companies disclose and why by putting into effect of
corporate governance on transparency. These mixed findings of developing nations conflict
with the view of how CG influences transparency. This might be because corporate
governance differs from country to country due to the political, cultural, religious and social
differences. Therefore, how CG influence the transparency should be studied in Sri Lanka
since there are lack of studies.

Methodology

This research is based on positivism since it focuses on proving the impact of corporate
governance on corporate transparency in the Sri Lankan context. Further, it relies on the
deductive approach as it tested the hypothesis which was developed based on the existing
theories. To conduct the analysis, the study adopts a quantitative research approach using
secondary data which were collected from the annual reports of selected listed companies in
CSE for the period between 2018 and 2020. The reason behind choosing the period between
the years 2018 to 2020 is this research is solely based on the recently issued 2017 code of best
practices on corporate governance.

The population of the study is listed companies in CSE which had 289 companies representing
20 business sectors classified using the Global Industry Classification Standard with a total
capitalization of 2,265.99 bn by the 19" of June 2020 (CSE, 2020). However, the study covers
only selected 100 companies which already exist on Colombo Stock Exchange as listed
companies during the period between 2018 and 2020. Those represent seven business sectors
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based on the 2020 sector classification and 36.73% of the total capitalization of companies
listed in the Colombo Stock Exchange as of the 19" of June 2020.

Multiple linear regression was employed to analyse the data. Eviews 12 application was used
to analyse the collected data.

Operationalization

Table I: Operationalization of Variables

Variable Indicator Measurement Source
Independent Number of | Number of | (Balagobei, 2018;
Directors independent non- | independent non- | Dani, Picolo and
(BDIND) executive directors on | executive directors | Clann, 2019; Nasr and

the board / Total Number of | Ntim, 2018)
directors on the
board
Board Size Number of directors | Total number of | (Agyei-Mensah, 2016;
(BSIZE) on the Board directors on the | Balagobei, 2018;
board Buvanendra, 2017)
Female Directors | Number of female | Number of female | (Ali, Yang, Sarwar
(FEMALE) directors on the board | directors on the | and Ali, 2019; Dani et
board /  Total | al.,, 2019; Sarivudeen
Number of | and Sheham, 2013)
directors on the
board
Dual Leadership | CEO & Chairman | 1-Chairman  and | (Azeez, 2015;
(DUEL) roles are separated or | CEO  roles are | Balagobei, 2020;
combined separated 0- | Dharmadasa, Gamage

Chairman and CEO | and Herath, 2014;
roles are combined | Nasr and Ntim, 2018)

Cross Number of directors | Number of crossed | (Haat et al.,, 2008;
Directorship on the board with a | directors / Total | Yunos, 2011)
(CROSSD) directorship in other | Number of
companies directors on the
board
Audit Firm Size | Size of the audit firm | 1 — The auditor is a | (Agyei-Mensah, 2016;
(AUDIT) that  audits  the | member of the big 4 | Boubaker, Lakhal and
company's Financial | 0 — The auditor is | Nekhili, 2011; Saad
statements not a member of the | and Jarboui, 2015)
big 4
Related Party | Existence of a related | 1-RPT Review | Code of best practices
Transaction party transaction | Committee on corporate
Review committee 0-No RPT Review | governance 2017
Committee Committee
(RPT)
Remuneration The existence of a | 1-Remuneration Code of best practices
Committee remuneration Committee on corporate
(REM) committee committed | 0—No remuneration | governance 2017
towards principles of | Committee Jayasooriya, Ravihara,
accountability  and Kulathunga, Liyanage
transparency
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and Hapuarachchi
(n.d.)
Corporate The measure of the | Transparency and | (Khanna et al., 2004;
Transparency Scoring index for | Disclosure Index Madhani, 2016;
(0T) corporate Zaman et al., 2014)
transparency
Firm Size Total assets of the | Natural log of total | (Agyei-Mensah, 2016)
(FSIZE) company assets
Firm Profitability | Firm’s  ability  to | Return on assets (Aras, Aybars and
(ROA) generate profits by | Net Income *100 Kutlu, 2010;
using its assets for the | Average Kamalluarifin, 2016;
company's activities Assets Uyar, 2011)

Corporate Transparency Index

The researcher used a modified content analysis comprising 129 items to measure corporate
transparency. This content analysis is based on the content analysis which was developed by
(Abivarna, 2019) to measure corporate transparency based on the code of best practices on
corporate governance in 2013. That content analysis is comprised of 120 items which are
broadly classified under three major components such as ownership structure and investment
rights, financial transparency and information disclosures and board management structure
and process. But for this research purpose, the researcher modified that content analysis and
added 9 new items based on codes of best practices in corporate governance 2017.
Accordingly, each item in the content analysis was given equal weight by allocating “1” for
disclosed items and “0” for non-disclosed items. After getting the final score for each
company, it was obtained the transparency and disclosure score (T&D) to make the data more
meaningful. The formula is as given below,

T&D score of company = No. of T&D items adopted by the company * 100 1)
Total number of items in the T&D index

Hypothesis Development
Ha: There is a significant impact of corporate governance on corporate transparency

Torea, Fejioo and Gonzalez (2016) found that no impact is created by independent directors
on corporate transparency whereas Kohansal, Rostami and Rostami (2017) revealed that
financial transparency is positively influenced by independent directors. Thus following
hypothesis is traced.

Hia: There is a significant impact of board independence on corporate transparency.

Zaheer (2013) examined the larger and smaller boards and found that larger boards have a
positive effect on transparency comparatively. But Durnev and Kim (2005) information
transparency is negatively impacted by board size whereas Kohansal et al. (2017) also showed
that financial reporting transparency is impacted by board size. Thus it can be developed
following hypothesis to be tested.

Hib: There is a significant impact of board size on corporate transparency.
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Gul, Srinidhi and Ng (2011) examined gender diversity while exploring its impact on
corporate transparency. They revealed that transparency is significantly influenced by gender
diversity. Upadhyay and Zeng (2014) also did the same study to identify the impact of board
diversity on transparency by adding ethnic diversity as well. They revealed gender diversity
possible creates a significant impact on corporate transparency because gender diversity
enhances board effectiveness. Anyhow, Lang (1986) gave a contradictory result. He revealed
that gender diversity blocks communication. Therefore a homogeneous board will impact on
transparency greatly. In this case this study expects to reveal the true effect of these two
variables.

Hac: There is a significant impact of female directors on corporate transparency.

Some researchers revealed that the separation of CEO and chairman significantly impact
corporate transparency (Carcello and Nagy, 2004; Lakhal, 2005; Leung and Horwitz, 2004;
Turrent and Aiza, 2012). But Torea et al. (2016) found that CEO duality does not impact
transparency. Because CEO duality hides accountability when it limits the director’s
independence and ultimately it will lead to information asymmetry. Inconsistent, Zaheer
(2013) also found the same result. Kohansal et al. (2017) revealed that the separation of the
CEO and chairman negatively impact financial reporting transparency. But Liu, Valenty and
Chen (2016) it will negatively impact transparency only when there is a zero family ownership
status. Therefore this study is going to be texted the following hypothesis.

Hiq: There is a significant impact of dual leadership on corporate transparency.

According to many researchers, cross-directorship has a strong positive impact on
transparency. (Dahya, Lonie and Power, 1996; Davis 1993). Because it allows for
comparisons based on knowledge gained from a lot of companies. But it achieves a
competitive disadvantage because sitting on more than one board will bring them to a low
independence level and even being more sympathetic toward others in similar positions will
make them less transparent in disclosures (Davis, 1993). Further Haniffa and Cooke (2002)
also found that cross-directorship has no impact on transparency because cross-directorship
reduces the confidentiality of the company and it restricts the disclosure of information.
Therefore in this study, it is expected to discuss the following hypothesis.

Hae: There is a significant impact of cross-directorship on corporate transparency.

Wallace, Naser and Mora (1994) found big four audit firms have a significant impact on
corporate disclosures. Because they have greater expertise and experience. Barako, Hancock
and lIzan, (2006) found that corporate transparency is not influenced by audit firm size. The
true impact of this will be tested through a hypothesis.

Haf: There is a significant impact of audit firm size on corporate transparency.

Marchini, Andrei and Medioli (2019) investigated the impact of related party transactions on
the transparency of disclosure information. They found that to be transparent and clear in
information, related party transactions are required to be disclosed with the type and category
of each transaction. Otherwise, the meaning of transparency is absent. As per the Sri Lanka
code of best practices on corporate governance 2017, it is suggested to have a related party
transaction review committee to make the company more transparent in disclosures. Therefore
in this study researcher expects to explore the following hypothesis.

Hig: There is a significant impact of the related party review committee on corporate
transparency.

10
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Jayasooriya et al. (n.d.) examined whether corporate failures which occur due to the loss of
transparency have an impact on corporate governance characteristics or not. They found that
the remuneration of directors affects corporate failures. Therefore it is subjected to a loss of
transparency. Their findings provide signals that the remuneration of directors has an impact
on corporate transparency. As per the Sri Lanka code of best practices on corporate
governance 2017, a remuneration committee was suggested for companies to make
disclosures more transparent. Therefore in this study researcher expects to test the hypothesis.

Hin: There is a significant impact of remuneration committees on corporate
transparency.

Results and discussion

Table I1 illustrates the descriptive statistics for corporate governance measured by BSIZE,
AUDIT, CROSSED, DUEL, FEMALE, BDIND, REM and RPT, control variables measured
by FSIZE and PROF and corporate transparency (OT). The OT indicates the mean value of
0.88 (Std. Dev. = 0.049) which means that out of all the 129 items averagely 88% of
information was disclosed by a company in this study whereas 96% of items were disclosed
maximally and 72 % of disclosures disclosed minimally.

BSIZE points out that, the average number of directors on the board is nearly 8 directors in a
company whereas a maximally 15 directors and minimally 3 directors are appointed on the
boards of those companies. BDIND indicates that on averagely 39% of directors on the board
of a company are independent non-executive directors whereas among all those selected
companies maximally 80% of directors are independent non-executive and minimally 18% of
directors are independent non-executive. CROSSD indicates that an averagely 75% of
directors on the board of a particular company are serving on the boards of other companies
as well. Anyhow, not only circumstances where maximally 100% of directors are working on
the boards of other companies but also there are circumstances where no director is serving
on the boards of other companies. DUEL shows that out of all the selected companies 73% of
companies have split the roles of CEO and Chairman. More importantly, FEMALE indicates
that nearly 10% of women's participation in the board can be seen in a company averagely
whereas, 66% of participation from women on the boards is shown maximally and also no
participation as well out of all the selected companies. AUDIT indicates that in the existing
sample, an averagely 91% of companies choose the big 4 companies as their independent
auditor. REM indicates that 99% of companies are having a remuneration committee and RPT
indicates that 98% of companies are having a related party transaction review committee.

Table I1: Descriptive Statistics

Variable Mean Maximum | Minimum Std. Dev.
BSIZE 8.4300 15 3 2.301756
BDIND 0.3926 0.8 0.1818 0.116919
CROSSD 0.7521 1 0 0.254201
DUEL 0.73 1 0 0.446196
FEMALE 0.0978 0.6667 0 0.118116
AUDIT 0.91 1 0 0.287623
REM 0.99 1 0 0.1
RPT 0.98 1 0 0.140705
oT 0.881531 0.96124 0.72093 0.048608
FSIZE 6.7502 8.1103 5.5787 0.460982
ROA -56.45 140.89 -3921 463.8979

Source: Results from cross-sectional data analysis
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Before analysing the data, a normality test was done to confirm whether the data is normally
distributed. As per the Jarque Bera test, it has been proved that the normality assumption does
not violate. Therefore, the parametric test was chosen for the inferential statistic test. To test
the impact of CG on corporate transparency, multiple linear tests were undertaken. Before
running the regression model all the assumptions of linear regression were tested and proved
no assumption is violated. Pearson correlation analysis was used to check multicollinearity

issues. Based on Table I1l, there is no strong relationship between independent variables.

Table 111: Correlation Analysis

= o
o i
0
= o o]
o S S
[a — T O
=) ™ o
s S I | B
S S| 8=
[ < o X o o
o — T O T O
b
© o
o o |k ©
£ IS] S| I |~
a S AH | S| o3
=] < s Q| e
< = T O T O o o
*
X i
w
- = a4 | ro| oo | Fo
< =] ~ O ™~ 0 ~
s S ER | wo| a9n | Ko
w < ; 2 o< — N 5 ©
=) =)
o — o | co | oo =)
o~ ) -
o o N 0| oo | oo
i S No | Q| 0| I | 9w
S Jo | 85| SY¥ | Ro| 26
2 < sYN | s | sl aes | aen
[a)] i T O T O T O o o o o
X
[a) %) & ~
) =) Lo | | o ow| Fo| o«
8 S Je || o | ox | 3| oo
S o | Ja| @Q | vow | S| vo
& 3 Sl | Yo | &S| 8RR | I | 818
O =] T O T O oo oo e} o o
© < )
=) o © © < — N ENEY < | ©@m
z S N © o | Bo | Yo | do | S| o
= S NN Jo | Su | x| bda | | o
=) 3 S |33 | 23| 2% | 88| 35| 8
[a) =1 o o o o T O T O o o T O o o
X X
o - = S|P~ | Y| B0 | ®o0| oo
N S ¥ o IS AN S| S| 8| 80| b
N S ~ S o Lo | So| 80| 80| wo | do
%] < « Qe Pl Pt oS ® SR | R Q9 o @
o w — == ? o =) ? o =) o |l coc | oo
o | ow ~ <t oo An| g0 | Se |l d~| I Bo
< S 0~ ~ & o | ow | Lo 85| IR | 8B
S ™~ 0 © o~ LS|l anr | o 8| S| S
o S S, Q 0 Qo S| 9N | S| SR | SR | gX
@ - S o S o S o S | oo ? o =) =) =)
w o N o oM~ < © LTS B | ol v | JFo| | v
N S G = B3 =R 5383|382 | IS5 | 33| 8| &8
7 S So oS = P 25| 89| 9x | Sx | 2| o9
0 - = S o S o ? S ? S o | 895 =1l = =1 B ==
[a) w
a
m w % a 1 P =
N < N = o] u > a > =
n o n [a) o 2 w 2 w o =
0 & ) o o &) [y @ o o

<
Source: Results from Cross Sectional Analysis

Further, the value of the Durbin-Watson test of all models is close to zero which indicates
there are no autocorrelation issues in these models. Heteroscedastic issues were tested through

the Breusch Pagan Godfrey test and proved there are no heteroscedastic issues.
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Table IV: Model Summary of CG and OT

Model 1 Model 2 Model 3
Variable Coefficient Prob. | Coefficient Prob. | Coefficient | Prob.
C 0.860 0 0.790 0.00 0.843 0
BSIZE 0.001 0.37 0.001 0.44
BDIND 0.058 0.16 0.049 0.25
CROSSD -0.003 0.86 -0.002 0.89
DUEL 0.009 0.37 0.010 0.33
FEMALE -0.083 0.04 -0.082 0.04 -0.092 | 0.018
AUDIT 0.051 0.0 0.048 0.003 0.050 | 0.000
REM -0.052 0.25 -0.051 0.26
RPT -0.011 0.73 -0.017 0.61
FSIZE 0.012 0.24
ROA -0.001 0.95
F-statistic 2.833 | 0.0074 2.38 0.01 9.47 0.00
R-squared 0.199407 0.211624 0.163
Adjusted R- 0.146
squared 0.129025 0.123042

Source: Results from the cross-sectional data analysis

Regression model | (Table IV illustrates that the R-squared value of eight corporate
governance proxies creates 20% (Approx.) of the observed variability in corporate
transparency which is explained by the total transparency score. Further, the adjusted R-
squared shows that a value of 13% (Approx.) of impact is created by the contribution of
AUDIT and FEMALE whereas the remaining 87% (approx.) of impact is created by other
variables which are not specified in the model. And also the outcomes of coefficient
estimation for each variable are shown in the table. Accordingly, AUDIT has a significant
impact on OT at a 5% significance level with a 0.05149 coefficient value. And FEMALE also
has a significant impact on OT at 5% significance with a -0.08366 coefficient value. Further,
based on the results, BSIZE, BDIND, CROSSD, DUEL, REM, and RPT has no significant
impact on OT.

The regression model 11 illustrates the results of the regression analysis once after adding
control variables. This is shown that the coefficient values of AUDIT and FEMALE are
significant at a 5% significant level with coefficient values of 0.0488 and -0.08291
respectively. But the R-squared value was improved to 21% (Approx.) and the Adjusted R-
squared value same as 12% (Approx.) which was illustrated under model Il. Thus AUDIT and
FEMALE both variables have a significant impact on OT.

Model 11 illustrates the final output for the significant variables. Accordingly, ADUIT and
FEMALE are significant at a 5% significant level. The table shows that R-squared was
reduced up to 16% (Approx.) and adjusted R-squared was improved up to 15% (Approx.).
The AUDIT and FEMALE both have a significant impact on OT at a 5% significant level
(Alkhatib and Marji, 2012; Kohansal et al., 2017; Liu et al., 2016; Torea et al., 2016; Zaheer,
2013). It reveals that 15% of the impact is created by AUDIT and FEMALE as the variables
which have been specified by the model and the other 85% of the impact is created by other
variables which have not been specified in the model. Accordingly, Hzc and Harare accepted
and Haa, Hap, Hag, Hze, Hog and Han are rejected.

Thus hereby researcher can specify the final model for this study as follows,
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Model 111 — Final Model
OT =0.843904 + 0.050255***AUDIT — 0.09298**FEMAE + e 2

OT = Overall Transparency
AUDIT = Audit Firm Size
FEMALE = Female Directorship
e = Error Item

Based on the previous studies, As a consistent result, Wallace et al. (1994) found that AUDIT
has a significant impact on OT of the companies. Further, some more researchers also found
FEMALE has a significant impact on OT (Gul et al., 2011; Lang, 1986; Upadhyay and Zeng,
2014). Therefore, the results are inconsistent with previous studies.

The results showed that there is a significant impact of AUDIT and FEMALE on OT AT a
5% significant level. Based on the results of the statistical analysis, FEMALE was found as a
factor which impacts significantly on OT. Gul et al. (2011) also found that gender diversity
has a direct impact on transparency and it will ultimately affect the informativeness of stock
prices. Upadhyay and Zeng (2014) also revealed gender diversity has a great impact on
corporate transparency because gender diversity enhances board effectiveness. Anyhow, Lang
(1986) gave a contradictory result. He revealed that gender diversity blocks communication.
Therefore a homogeneous board will impact transparency greatly. Further AUDIT has a
significant impact on CT. Because big audit firms are looking for companies as their clients
who are more willing to be with best practices. Simply if companies are running in a good
manner in compliance with codes and rules, their annual reports will be more transparent.
Thus engagement of a big audit firm with a company will impact CT. Wallace et al. (1994)
found that big four audit firms have a significant impact on corporate disclosures because they
have greater expertise and experience. But in contradiction to these findings, Barako et al.
(2006) found that audit firm size has no significant impact on CT.

The results of the analysis further found that BSIZE, BDIND, CROSSD, DUEL, REM and
RPT has no significant relationship or impact on OT. More importantly, the FSIZE and ROA
even don’t have a significant result in examining the relationship or the impact on OT. based
on the existing studies, it also found that board independence has no significant impact on CT
(Liu et al., 2016; Torea et al., 2016). Kohansal et al. (2017) revealed that board size has no
impact on financial reporting transparency. Torea et al. (2016) found that CEO duality has no
impact on transparency. Zaheer (2013) also found the same results that CEO duality has no
impact on the level of corporate disclosures. Haniffa and Cooke (2002) found that cross-
directorship has no impact on transparency because cross-directorship reduces the
confidentiality of the company and it restricts the disclosure of information at all. Though
researchers could found that REM has no impact on CT, other researchers argue that the
remuneration committee has a significant impact on corporate transparency (Jayasooriya et
al., n.d.). RPT committee as a board-related factor also has no impact on CT. Marchini, Andrei
and Medioli (2019) also could found the same result which is consistent with this study. In
addition to control variables, it could find that FSIZE and ROA both are not significant
variables in making a significant impact on OT. Alkhatib and Marji (2012) also revealed the
same result.

Felo (2011) reveals that the number of independent directors on the board will enhance
corporate transparency, only if the independent directors are financial exporters. It is slightly
consistent with this study but it comes into question when compared with other previous
studies. Forker (1992) found a negative relationship between board independence and
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corporate transparency. But some others found a positive relationship between these two
variables (Agyei-Mensah, 2016; Asogwa, 2017).

Felo (2011) also examined whether there is any relationship between dual leadership and
corporate transparency. But he found that splitting the roles of chairman and CEO is not a
factor which decides corporate transparency. Thus the results are supported by his findings
where DUEL has no relationship with OT. Anyhow some other studies express contradictory
results to this study (Tamimi and Sebastianelli, 2017; Wu and Lee, 2014).

The result contradicts existing studies regarding CROSS relationship. Zimbwa (2005) found
that cross-directorship has a significant negative association with corporate transparency.
Betah (2013) investigated a positive relationship between cross-directorship and corporate
disclosure and transparency.

When it comes to REM, Marchini et al. (2019) also found that the remuneration committee
has no significant relationship with corporate transparency. Thus the results of this study are
consistent with previous researchers’ findings. More importantly, FSIZE and ROA also have
no significant relationship with corporate transparency as control variables. But the existing
studies revealed that firm size and firm profitability are significant variables which can make
a significant effect on corporate transparency. Accordingly, some previous studies found that
firm size and firm profitability have positive relationships with corporate transparency
(Alsaeed, 2006; Kamalluarifin, 2016). Therefore overall, the researcher can conclude that
FEMALE and AUDIT are the most significant influencing factors of OT in the study.

Contribution and Implication of Results

Firstly, when it comes to the empirical studies which had been already done in both developed
and developing country contexts, there were some contradictions in the findings. Thus, the
empirical findings of this study help to identify the exact relationship or impact of corporate
governance on corporate transparency. Further, it could be noted a lack of transparency-
related study in Sri Lankan context previously. Thus, the performance of this study will greatly
fill out the empirical gap.

According to the results obtained, except for female directorship, any other board-related
factor is not contributing to the level of transparency. That means, when it comes to the
agency-principal relationship, managers themselves are stewards of the principal in providing
more transparent information to fulfil the interest of the principal (Dawes, 2010; Glinkowska
and Kaczmarek, 2015). This is because the T&D score still shows more than 72% for all the
companies selected by covering all the information requirements in specific areas of
ownership, financial and board. It’s beyond the acceptable level which is 60% whereas 71%
shows relatively high transparency (Weeskes-Marshall, 2014). Therefore the findings of this
study are well related to stewardship theory since managers are fulfilling their stewardship,
signalling theory since the equal distribution of information to stakeholders and also
legitimacy theory since it well maintains the societal convention between the organization and
the public by providing transparent information.

Further corporate governance practices of listed companies in Sri Lanka were highlighted in
this study. As per the agency theory, To diminish the conflicts in the principal-agent
relationship, corporate governance is suggested as a mechanism. Being audited for the set of
financial statements of companies (PLC) by an independent auditor is a more important
requirement that corporate governance codes specifically suggest to improve transparency by
reducing agency conflicts. This researcher found that audit firm size is a significant factor
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which impacts corporate transparency. Therefore this study contributes to solving conflicts in
principal-agent relationships as well.

In this research, the researcher could identify a measurement gap as well because of the
existence of several measurements with different kinds of transparency components and it is
still an enquiry that will be more suited to have a strong and updated result. Anyhow it could
be achieved beyond 70% of the overall transparency score from the content analysis that the
researcher used for this study in case, 60% is the acceptable standard for corporate
transparency (Weekes-Marshall, 2014). Therefore this research fills out the existing
measurement gap. Thus researchers can recommend this measurement to other researchers as
well to use in corporate transparency research.

The findings of this study demonstrate that audit firm size and female directorship at a high
level of transparency and disclosure of information can be used as a trust improvement tool to
maximize the worth of the organization.

This study recommends that the improvement of firm transparency through quality disclosure
in the annual reports can reduce information asymmetries. And also encourage companies to
disclose more than the statutory requirements to send a signal of performance to stakeholders.
Then it will enhance investors’ confidence in the information as well. Thus this study
recommends to firms disclose more financial information than what is normally mandated by
the regulators (Jiamsagul, 2007).

Existing studies revealed that transparency can facilitate and simulate the performance of
companies (Abivarna, 2019; Chao et al., 2010). But in this research, the researcher
emphasized that Disclosure alone in the annual reports may not be enough. The practice of
good corporate governance must also be emphasized. Then it will make disclosures more
transparent. Thus practising corporate governance and transparency together with disclosures
can facilitate and simulate the performance of companies more while limiting the abuse of
power of (Opportunistic behaviour) insiders in corporate resources and provide a means to
monitor managers’ opportunistic behaviour. In case it will fill out the practical gap.

Conclusion

The study aims to test the impact of CG on corporate transparency in Srilanka. To analyse
this, 100 public listed companies were selected and data were gathered from the annual report
for three year period. The result of multi-linear regression proved that there is a significant
impact of audit firm size and female directorship on corporate transparency. Distinct from the
previous empirical research, corporate transparency was measured using a newly updated
transparency and disclosure index based on the most recent corporate governance codes in
2017. The outcome of the study gives an insight into corporate governance and corporate
transparency to regulators, policymakers, practitioners, researchers and investors by adding
value to the existing literature.

Directions to Future research

To calculate Corporate Transparency Index, it was used an updated content analysis based on
the Code of Best Practice on corporate governance 2017. But even after this research, the
existing corporate governance codes may be changed with more specifications to make the
corporate governance system more effective in future. Therefore, the researcher suggests to
future researchers consider those changes and use more up-to-date content analysis for
research in this area.
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For future research, it is recommended that the research may be extended to other sectors and
more different periods. Because the findings are based on research in these sectors may not
be generalized to other sectors in CSE. Thus it is recommended to carry out a research study
considering the sectors that the researcher excluded from this study. And also to carry out
research studies which may be possible to apply to the bank, insurance, and financial sectors
by considering the corporate governance aspects of those organizations which are directed
through central bank regulations.

In our study researcher collected data on annual reports only. Thus it is recommended future
researchers collect more data from other corporate websites as well, in order the make the
results more prominent.

Future researchers are directed to carry out research in corporate governance by indicating
gender diversity as a whole with more democratic features under the directorship (Eg: ethnic
diversity, Age diversity, education of directors, and experience in the field).
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