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Abstract  

 
The environmental impact from activities related to palm oil plantations has been a debatable 
issue worldwide. The Plantation industry in Malaysia, which comprises mostly palm oil 
companies, is becoming aware of the need to pursue a sustainable palm oil production to 
remain relevant. The aim of this study is to examine the extent to which plantation companies in 
Malaysia address their social and environmental risks and the role of the board of directors in 
motivating the disclosure of social and environmental risk information. The study uses the 
agency theory to provide arguments for the provision of such information to stakeholders. 
Content analyses of the annual and sustainability reports of forty (40) public-listed companies 
in the plantation industry for the year 2013 were examined to identify the quantity of risk 
management disclosure. The data for the multiple regressions were analyzed using the 
Structural Equation Modelling technique of Partial Least Squares (SEM-PLS). The results of the 
study revealed that Community Involvement was the most disclosed item for social risks while 
for environmental risks, the companies were concerned with Pollution Abatement/Environment 

awareness risk management issues. Board professionalism was significant in inducing 
management to provide risk management information to stakeholders. However, board 
interlock and board size were not significant drivers of risk management disclosure.  The 
findings from the study provide evidence that the Plantation industry in Malaysia is aware of 
their social and environmental risks and are taking steps to address these issues.   
 
Keywords: Corporate Governance; Social and Environmental Risks Management; Board 
Characteristics 
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Introduction 

 

The governance of an organisation is 
typically related to its policies, organizational 
structures and procedures by which the 
organisation is administered and manages 
itself both internally and externally. The 
Cadbury Committee (1992) viewed 
corporate governance as “the system by 
which companies are directed and 
controlled’ (p.15).   With the increasing 
importance of corporate social responsibility 
(CSR) in today’s business environment, 
organisations have no choice but to include 
social and environmental risks management 
as part of their enterprise risk management 
system.  The scope of corporate governance 
of organisations today has expanded to 
include the management of social and 
environmental risks to ensure that the 
organisations comply with the applicable 
laws and regulations.  The board of directors 
of a corporation as the highest governing 
body has a critical role to play in the 
governance of an organization including 
managing the social and environmental risks. 
The board of directors as agents has the duty 
of making sure that management of the 
organisation is behaving in a way that will 
provide the optimal value for shareholders 
(Coles et al., 2001) to ensure that the firms’ 
activities are aligned with the set objectives 
of the organisation. The board of directors is 
therefore required to direct and monitor the 
activities of top management as such 
activities have been argued will be able to 
improve the quality of the managers’ 
decisions (Monks and Minow, 1995).  
 
Therefore, one critical aspect of the role of 
the board members relates to overseeing 
risks management system as such risks 
management system will ensure that the 
organisations will not be exposed to 
excessive financial and business risks that 
could result in the organisation becoming 
financially distressed. Anderson and 
Anderson (2009) pointed out that an 
effective risk management system will enable 
an organization to reduce the adverse effects 

of various risks both quantitatively and 
qualitatively. They argued that a proper risk 
management implementation allows an 
organization to respond to the negative 
consequences caused by various risks and 
furnishes a steady stream of business 
opportunities that can reduce the volatility in 
corporate earnings. However, despite the 
emergence of social and environmental risks 
in today’s business environment, risks 
mitigation systems involving such risks are 
still ignored by many organisations where 
they still do not spend time in planning risk 
reduction strategies relating to such risks for 
their organisations. Therefore, the focus of 
this study is to examine the extent to which 
plantation companies in Malaysia address 
their social and environmental risks 
management issues and the role of the board 
of directors in influencing the quantity of 
disclosure of social and environmental risk 
management information. Such study in the 
context of an emerging economy such as 
Malaysia is still lacking even though the 
emergence of such risks is becoming more 
prevalent especially in plantation industries. 
 
The aim of this study is to examine the extent 
to which plantation companies in Malaysia 
address their social and environmental risks 
management issues and the role of the board 
of directors particularly board characteristics 
in motivating the disclosure of risk 
management information by plantation 
companies in Malaysia for the year 2013. In 
this context, it is expected that the board of 
directors as agents for the shareholders will 
be motivated to disclose the social and 
environmental risks management 
information in their corporate reports to 
reduce information asymmetry and to ensure 
greater transparency. Therefore, the Agency 
theory is used to underpin arguments for this 
study. The focus of this study is in the 
plantation industry where such industry is 
subjected to a higher degree of social and 
environmental risks and is expected to 
provide more information in their corporate 
reports relating to social and environmental 
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risks. In summary, this paper seeks to 
answer the following two questions:  

 
� To what extent do the plantation 

companies in Malaysia address their 
social and environmental risks? 

� What is the relationship between 
board characteristics and the 
disclosure of social and 
environmental risks management 
information? 

 
The findings of this study will help to identify 
the gaps that may exist between the roles of 
the board of directors in determining the 
risks information disclosed. Despite the 
importance of the disclosure of risks 
management information to stakeholders for 
decision-making purposes specifically about 
equity and debt investment decisions, prior 
research reveals that the amount of 
disclosure of risks information in corporate 
annual reports remains inadequate (Ntim et 
al., 2013; Taylor, 2011). The inadequacy is 
especially critical for studies on social and 
environmental risks disclosure. 

The remainder of this paper is organized as 
follows. Section 2 discusses the literature 
review and hypotheses generation. Section 3 
presents the research methodology. The 
research findings are presented in Section 4. 
The last part highlights the conclusion and 
implications of the results. 

Literature Review and Hypotheses 

Generation 

 Agency Theory 

Agency theory has been widely used in 
empirical research published on the subject 
of the board of directors. Therefore, 
corporate governance problems may arise 
when two parties are involved, the managers 
as agents and the shareholders as principals 
where there is no substantial reason to 
believe that the managers will always act in 
the shareholders’ best interest (Jensen and 
Meckling, 1976).  Therefore, it is the 
responsibility of the board to represent the 

shareholders’ interests. Jensen (1993) also 
argues that the board of directors is crucial to 
ensure the effectiveness of a company’s 
internal control systems:  

“The problem with corporate internal control 

systems starts with the board of directors. The 

board, at the apex of the internal control 

system, has the final responsibility for the 

functioning of the firm. Most importantly, it 

sets the rules of the game for CEO” (Jensen, 
1993, p.862).  

Therefore, since risks management is part of 
the internal control system of an 
organization, the role of the board of 
directors is critical to ensuring that the 
organisation considers and develops a 
system to mitigate all types of risks that it is 
exposed to including social and 
environmental risks. 

Social and Environmental Risks 

In the current business setting, organisations 
cannot afford to ignore social and 
environmental issues if they are to survive 
and succeed in the present environment 
because these are emerging risks area that is 
of growing importance in an increasingly 
global economy. The traditional risk 
management framework does not address 
corporations’ exposure to social and 
environmental risks such as the implications 
of emitting greenhouse gasses and the global 
increase in carbon dioxide emissions. As a 
result, many new frameworks on risks have 
been developed to incorporate social and 
environmental concepts into businesses, 
namely, social, governmental and political 
systems. For example, Knott and Fox (2010) 
presented a model which enable users to 
follow a structured assessment process that 
integrates sustainability objectives and risks 
management technique. Delai and Takahashi 
(2011) also proposed a sustainability 
measurement system (SMS), which is 
designed into two phases. The first phase is 
to determine the steps necessary for 
developing SMS through an extensive 
sustainability and performance 
measurement system based on the 
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development of literature review, whereas 
the second phase is to develop a comparative 
analysis of the eight sustainability 
measurement initiatives. Additionally, 
sustainability offers a new way of looking at 
risks. Sustainability, together with traditional 
risk identification, gives risk managers the 
information they need to make better-
informed decisions on an array of risks 
including social and environmental issues 
(AON, 2008). 

Board of Directors Characteristics 

An active board of directors is expected to be 
able to lead and monitor the organisations 
appropriately. In corporate governance, 
directors are entrusted with the 
responsibilities and duties about a 
company’s affairs where they are 
accountable in steering the organisation to 
maximise shareholders’ value. Of late, there 
is a growing amount of literature that has 
provided evidence that the support and 
commitment from top leadership are 
essential for the enhancement of CSR 
initiatives (Maclean & Rebernak, 2007, 
Janggu, Darus, Mohamed Zain and Sawani, 
2014).  Such support and commitment by top 
leadership will result in organisations 
gaining competitive advantage (Guarnieri 
and Kao 2008).  In this study, it is expected 
that the characteristics of board members 
can influence the organisation commitment 
to social and environmental risks 
management system which will subsequently 
lead to improved disclosure relating to social 
and environmental risks. In this study, board 
characteristics namely; board interlock, 
professionalism of board members in the 
context of their qualification and the size of 
the board is expected to influence the 
disclosure of social and environmental risks 
related information.  

Board Interlock 

Interlocking boards is a situation where the 
board members of one organization are also 
elected as members of the board of other 
organisations. In such case, these 
interlocking boards form a director network 

to carry the knowledge and corporate 
practices, either bad or good, between 
companies (Chiu, Teoh, & Tian, 2013). The 
board interlock could result in the spread of 
imitation practices (Westphal et al. 2001; 
Brandes et al. 2006; Chiu et al., 2013).  These 
imitation practices are more likely to happen 
in a situation of uncertainty such as in risk 
management strategies relating to social and 
environmental risks where the strategies and 
mitigation practices of such risks are still 
new. Therefore, as interlocked directors 
observed social and environmental risk 
practices in other firms, they may adapt such 
strategies and practice choices. Therefore, 
the first hypothesis developed for this study 
is as follows: 

H1. Board interlock is positively and 
significantly related to risks management 
disclosure. 

Board Professionalism 

According to DiMaggio and Powell (1983), 
there are two aspects of professionalisation. 
First, is through the formal education, either 
by universities or professional training 
institutions and second, is through 
professional networks, where the change of 
ideas and information has induced an 
organisation to be similar to its peers 
(DiMaggio & Powell, 1983, p. 152). Prior 
literature has found links between 
professionalism and the implementation of 
new accounting practices (Irvin 2008; 
Carpenter and Feroz, 2001; Touran, 2005).  
In this study, it is expected that formal 
education of the board of directors will 
influence their way of thinking in the context 
of social and environmental risks disclosure 
particularly when there is now more 
emphasis in universities training on issues of 
sustainability. Therefore, the second 
hypothesis developed for this study is as 
follows:  

H2. Board professionalism is positively and 
significantly related to risks management 
disclosure. 
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Board Size 

The relationship between board size and its 
effectiveness in making business decisions 
remains as an elusive area.  For example 
Jensen (1993) concluded that larger board 
was less effective in coordinating 
communication and decision making and is 
more likely to be controlled by the CEO. 
However, Laiho (2011) found that large 
board size is believed to be able to monitor 
the management better than small board size 
as they internalize larger part of the 
monitoring costs and have sufficient voting 
powers to influence the corporate decisions 
thus reducing the agency costs. Darus, Mat 
Isa, Yusoff, and Arshad (2015) found that the 
number of directors on the board influences 
the CSR information disclosed in companies’ 
annual and sustainability reports. Due to the 
mixed findings, this study hypothesized that 
as risk is a critical aspect of the business 
operations with multitude facets; larger 
board size will be more efficient in managing 
risk. Thus, the third hypothesis for this study 
was developed as follows:  

H3. The larger the board size, the higher the 
risks management disclosure.  

Research Method 

The sample for this study is comprised of 
forty (40) public listed companies from the 
Plantation industry in Malaysia for the year 
2013 which is comprised of the whole 
population of the public-listed companies 
listed on Bursa Malaysia. A content analysis 
of the annual and sustainability reports was 
undertaken to determine the quantity of 
social and environmental risks information 
reported by the plantation companies.  As 
suggested by Zeghal & Ahmed (1990), one of 
the limitations in using content analysis to 
measure disclosure quantity is the element of 
subjectivity involved in determining a 
particular type of disclosure. To overcome 
this limitation, the components of risks 
management disclosure to be investigated in 
this study were segregated between social 
and environmental disclosure and were 
grouped as follows: 

Social risks 
 

� human resources/workplace 
� community involvement 
� marketplace 
� stakeholders 
� occupational, safety, and health 

 
Environmental risks 
 

• law & regulation 
• pollution 

abatement/environment 
awareness 

• sustainability 
development/environmental 
commitment 

• environmental management 
 

The quantity of social and environmental 
disclosure was measured by the number of 
sentences relating to the categories 
disclosed. To test the relationship between 
independent and dependent variables in this 
study, the data were then analysed using the 
Partial Least Square - Structural Equation 
Modelling (PLS-SEM) approach using the 
software version 2.0 developed by Ringle, 
Wende and Will in 2005.  

Results and discussion 

Descriptive Analysis 

Table 1 and Table 2 present the descriptive 
analysis of the social and environmental risks 
disclosure. The results revealed that for the 
social risks disclosure, the highest mean 
score was for the Community Involvement 
(10.50) followed by the Human 

Resources/Workplace (6.23). The results 
suggest that the companies were concerned 
about the impact of their activities on the 
community and were taking steps to ensure 
that the risks of their business activities in 
the community were addressed and 
mitigated. The companies were also 
concerned about the risks exposure of the 
employees in the workplace. While for the 
environmental risks, the most disclosed item 
relates to Pollution Abatement/Environment 
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awareness (9.03) while the least disclosed 
item was for the category Law & Regulation 

(1.10). Since the companies are comprised of 
plantation companies, the effects of their 
operation in the context of pollution were of 

primary concern to the companies, and they 
seemed to portray that they are aware of 
such risks and are having a proper 
environmental pollution abatement 
strategies to mitigate such risks.

 

Table 1: Descriptive Analysis for Social Risks Disclosures 

 

 N Min Max Mean Std. Deviation 

Human Resources/Workplace 40 0 62 6.23 13.229 

Community Involvement 40 0 55 10.50 16.802 

Market place 40 0 26 2.65 5.864 

Stakeholders 40 0 50 2.03 8.766 

Occupational, Safety, and Health 40 0 43 2.55 8.051 
 

 

Table 2: Descriptive Analysis for Environmental Disclosures 

 

 N Min Max Mean Std. Deviation 

Law & Regulation 40 0 13 1.10 2.649 

Pollution Abatement/Environment Awareness 40 0 56 9.03 12.705 

Sustainability Development/Environmental 
Commitment 

40 0 31 4.05 6.441 

Environmental Management 40 0 23 1.68 4.382 

 

Figure 1 presents the mean score for the descriptive analysis of the social and environmental risks 
disclosure. 
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Figure 1: Mean Score for the Social and Environmental Risks Disclosure 

The Measurement Model 

Table 3 summarizes the results of the 
internal reliability and convergent validity 
for the constructs. Convergent validity was 
assessed based on factor loadings, average 
variance extracted (AVE) and composite 
reliability (CR) through a procedure called 
Fornell and Lacker, (1981). All the factor 
loadings were above the recommended level 
of 0.5 (Chin, 1998). The AVE quantifies the 
amount of variance that a construct captures 

from its indicators relative to measurement 
error and should be greater than 0.50 (Chin, 
1998) which means that 50 percent or more 
variance of the indicators should be 
accounted for. Meanwhile, CR should be 
greater than 0.7 as a benchmark for a 
“modest” reliability. This condition is 
satisfied for the CR and AVE as shown in 
Table 3. 

   

Table 3: Measurement Model 

 

 
Construct 

 
Items 

Convergent validity 

Loadings AVE CR 

Interlock Interlock 1.000 1.000 1.000 

Professionalism 
 

Mast 0.863 0.563 
 

0.715 
 Prof 0.617 

Size Size 1.000 1.000 1.000 

Risk Risk 1.000 1.000 1.000 

 

Table 4 presents the results for the 
discriminant validity of constructs. To assess 
discriminant validity, AVE should be greater 
than the variance shared between the 
construct and other constructs in the model 
(i.e., the squared correlation between two 

constructs). Discriminant validity is said to 
be adequate when the diagonal elements are 
significantly greater than the off-diagonal 
elements in the corresponding rows and 
column. This condition is satisfied as shown 
in Table 4.   
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Table 

 
Interlock 

Prof 

Risk 

Size 
Note: Diagonal represents the square root of the average variance extracted while the other entries represent the 
correlations. 
SIM=Single Item Measure 
 

Therefore, from the results presented i
Table 3 and Table 4, the measurement model 
used demonstrated adequate reliability, 
convergent validity, and discriminant 
validity. 

 The Structural Model 

Figure 2 shows the explanatory capacity of 
the structural model for the study. The 
structural model indicates the causal 
relationships among the constructs in the 
model, which includes the estimates of the 

Figure 2: Explanatory capacity of the structural model

Table 5 presents the results of the 
hypotheses testing. The results from Table 5 
revealed that the professionalism of the 
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Table 4: Discriminant Validity Constructs 

 

Interlock Prof Risk 

SIM 
  

0.275 0.750 
 

0.187 0.415 SIM 

0.410 0.205 0.198 
Note: Diagonal represents the square root of the average variance extracted while the other entries represent the 

Therefore, from the results presented in 
Table 3 and Table 4, the measurement model 
used demonstrated adequate reliability, 
convergent validity, and discriminant 

the explanatory capacity of 
the structural model for the study. The 

ndicates the causal 
relationships among the constructs in the 
model, which includes the estimates of the 

path coefficients and the coefficient of 
determination, R² value. Together, the R² and 
path coefficients (loadings and significance) 
indicate how well the data support the 
hypothesized model (Chin, 1998
value for the relationship between the 
independent variables and risk management 
disclosures was 0.187 which indicates that 
18.7% of the variance in risk management 
disclosures can be explained by board 
characteristics.  

 

Figure 2: Explanatory capacity of the structural model 

Table 5 presents the results of the 
hypotheses testing. The results from Table 5 
revealed that the professionalism of the 

board of directors is significant with r
management disclosure. Therefore, H2 is 
supported. 
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Size 

 

 

 
SIM 

Note: Diagonal represents the square root of the average variance extracted while the other entries represent the 

path coefficients and the coefficient of 
determination, R² value. Together, the R² and 
path coefficients (loadings and significance) 

the data support the 
Chin, 1998). The R² 

value for the relationship between the 
independent variables and risk management 
disclosures was 0.187 which indicates that 
18.7% of the variance in risk management 

lained by board 

 

board of directors is significant with risk 
management disclosure. Therefore, H2 is 
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Table 5: Results of Hypotheses Testing 

 

Hypotheses Path coefficient Beta SE t-value Decision 

H1 Interlock -> Risk 0.039 0.173 0.223 Not supported 

H2 Prof -> Risk 0.383 0.150 2.551** Supported 

H3 Size -> Risk 0.104 0.165 0.632 Not supported 

**p<0.01 (t-value > 2.33) 

The results of the study imply that even 
when the board members of one 
organization are also elected as members of 
the board of other organisations, such 
practices are not facilitating the social and 
environmental risks management strategies 
between the organisations. This finding, 
therefore, does not support arguments made 
by Chiu, Teoh, & Tian (2013); Westphal et 
al.(2001); Brandes et al. (2006) wherein such 
situation imitation practices were argued to 
be more likely to happen. The insignificant 
results could be because the interlocking 
directorships were on the board of 
companies where good social and 
environmental risks management strategies 
have not been put in place resulting in non-
imitation practices. Therefore, H1 is rejected. 
Similarly, the result for H3 reveals that the 
size of the board is not significant in the 
context of this study. Therefore, the size of 
the board plays no role in determining the 
risk management strategies relating to social 
and environmental disclosure. These findings 
are contrary to previous studies done on 
board size and CSR disclosure where the 
results of these studies reveal that board size 
is a predictor of CSR reporting (Said et al. 
2009; Darus et al. 2015).   

With regards to professionalism, the results 
from H2 imply that companies whose board 
members are professionally qualified will 
facilitate the organisations to address issues 
of social and environmental risks 
management.  The findings are therefore 
consistent with prior literature that has 
found links between professionalism and the 
implementation of new practices (Irvin 2008; 
Carpenter and Feroz, 2001; Touran, 2005).  
Therefore, H2 is accepted. 

Conclusion 

The aim of this study is to examine the extent 
to which plantation companies in Malaysia 
address their social and environmental risks 
management issues, and the role of the board 
of directors particularly board characteristics 
in motivating the disclosure of risks 
management information for the year 2013. 
The agency theory was used to underpin 
arguments where the board of directors as 
agents would be motivated to disclose the 
social and environmental risks management 
information in their corporate reports to 
reduce information asymmetry and to ensure 
greater transparency. The results of the 
study revealed that for social risks, the 
plantation companies were concerned with 
Community Involvement issues and were 
taking steps to ensure that their business 
activities were not causing harm to the 
community. While for the environmental 
risks, the companies were concerned with 
Pollution Abatement/Environment awareness 
risk management issues. The findings are 
consistent with the nature of the plantation 
companies where the effects of their 
operation may cause harm to the 
environment and as such they seemed to be 
taking the necessary steps to address this 
issue by having proper environmental 
pollution abatement strategies to mitigate 
such risks. 

Further statistical analysis revealed that 
board professionalism is a determinant for 
risk management disclosures. However, 
board interlock and board size were found to 
be insignificant. The results suggest that 
professionalism of the board of directors 
supports the organization in addressing 
issues of social and environmental risks 
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management system which are a new risk 
management area especially in an emerging 
economy such as Malaysia. The insignificant 
results for board interlock in this study merit 
further investigation. The insignificant 
results could be because interlocking 
directorships happen in companies with poor 
social and environmental practices resulting 
in no imitation of such practices. 

One of the biggest challenges for plantation 
companies in Malaysia is to ensure that their 
operations do not take place at the expense 
of the natural ecosystems because the palm 
oil industry is vital to the economy of the 
nation. This study provides empirical 
evidence that the plantation industry in 
Malaysia is taking steps to safeguard the 
social and environmental impact of their 
business operations by protecting the 
community rights and undertaking pollution 
abatement strategies as an integral part of 
the plantation management system. The 
board of directors as agents needs to play 
their roles to ensure that the best interest of 
the shareholders as principals of the 
organisations is being upheld. 
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