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Abstract

Companies with good Reputations not only depend on financial results but also on their contribution in
environment and social responsibility and sustained growth. This is what the researchers are trying to prove
over the past 30 years but still there is no consensus on the validity of this statement, therefore it became one
of the debatable areas whether the Corporate Social Responsibility (CSR) can affect the organization
financially or economically. Environmental information disclosure (EID) has become an important part in the
process of the annual report, the social responsibility report and other information disclosure. This paper aims
to assess the impact of several Corporate Characteristics on environmental information disclosure of the listed
firms in a developing country. It selects the 50 most active firms in the EQyptian stock exchange and the
analysis is done using the financial statements from the disclosure book for the period 2007-2011, prior the
revolution, along with the firms” annual reports. The final count for the firms is 45, after excluding banks and
insurance companies, for having different disclosure requirements and different corporate governance code.
The tests for this research are done using the multiple regression model applied using the SPSS. Findings
found that there is an insignificant relationship between two factors of firms’ characteristics (Firm Size and
Firm Financial Leverage) and EID, while Firm’s age showed a negative significant relationship with EID and
finally Firm’s Profitability showed a positive significant relationship with EID.
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1. Introduction

Countries try to develop by resorting to several technological techniques and methodologies that
eventually might lead to the deterioration of the environment and polluting the climate leading to several
natural problems. These nature changes set the alarm for different parties in the society in order for the
corporations to show some concern with regard to the environment. It became an obligation on the firms
to disclose their responsibility toward the society and the environment and since then environmental
information disclosure has become an important part of the accounting information system (Iwata &
Okada, 2011), (Pahuja, 2009) and (Ahmad & Mousa, 2010).

During the last twenty years, corporate social and environmental reporting became a point of
interest for researchers. Environmental disclosure is one of the problems in the corporate environmental
argument. Shareholders, the suppliers of foreign capital, the government, employees, customers and the
general public, all claim a right to environmental information. Corporate environmental disclosure is a
part of social reporting and the environmental disclosures are mainly non-financial in nature (Belal, 1999).

In recent years, Environmental information disclosure (EID) became a rising topic with the
existence of an increasingly severe deterioration of the ecological environment, therefore environmental
protection pressures from government, society and media, and stakeholders have progressively paid
much attention to EID of the listed firms (Chang, 2011). Environmental information disclosure (EID) has
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become an important part in the process of annual report, the social responsibility report and other
information disclosure (Clarkson et al., 2008).

Academic research is heavily concerned with the area of environmental disclosure and the idea of
corporate social responsibility as a broader aspect. Prior literature investigates the concept of social
responsibility and the importance of disclosure. However, there isn't much empirical evidence on the
environmental disclosure practices taking place in the developing countries (Saha & Akter, 2013) and
(Uwuigbe, 2012) and very limited research is done to investigate the impact of corporate characteristics
(Independent Variables) on Environmental Information Disclosure (Dependent variable) in the
developing nations. Therefore, this research attempts to study this relation in some listed Egyptian firms,
focusing on four main types of corporate characteristics which are firm size, firm age, firm leverage and
firm's profitability.

The next section of this research shows the literature and the research hypotheses; section 3
presents the methodology, section 4 presents findings followed by the conclusion, finally section 6
provides the limitations along with few recommendations.

2. Literature Review

"Transparency via information disclosure is increasingly at the heart of a number of global
environmental governance initiatives" cited by (Gupta, 2008). The requirements of environmental
standards, issued by International Organization for Standardization (ISO) have been the basis to several
researches on environmental responsibility. It is argued by (Neyland, 2007) that environmental
information disclosure gives more transparency to the annual report.

Theories prove that social and environmental disclosure affects the corporations' economic,
financial, environmental and social performances (Gray, 2006), hence it is thought that sustainability
reporting may improve corporate behavior. Few theories are to be introduced; the first one would be the
stakeholders' theory, according to (Roberts, 1992) the society is divided into subgroups, each affecting the
firms differently but they all share a common nature which is the concern about the firm's responsibility
towards the environment, it is added that information disclosure is the language between firms and
stakeholders. Stakeholder theory is considered a broader view for the agency theory that states that there
is an agency relationship between the principal (shareholders) and the agent (management) and that the
agent should work for the interest of the principal to avoid any conflict of interest which leads to the
agency problem, (Jensen & Meckling, 1976).

Moving to a further broader view, comes the legitimacy theory which takes the society as a whole
and explains its effect on the firms' disclosure intensity (Cho & Patten, 2007).This theory focuses on the
social contract that should exist between the corporations and the society, this contracts states that there
should be a link between the values of the corporation and the values of the society, if the firm couldn't
satisfy the society then the contract is considered broken and thus the firms are negatively impacted and
therefore to avoid this dilemma, firms try to enhance their environmental disclosure process (Milne &
Patten, 2002), (Deegan, 2002) and (Patten,1992).

A third theory that enhances the importance of the previously mentioned theories is the
Voluntary disclosure theory which focuses on the amount of information to be disclosed and not only the
type of information, as explained by (Clarkson et al., 2008). Brammer & Pavelin (2006) state that
information asymmetry problem is reduced between the firm and the stakeholders through the efforts
made by the firms to disclose as much information reflecting good environmental performance. Corporate
characteristics can determine the quality of the information disclosed and every corporation has different
characteristics that might have an impact on the disclosure process (Lang & Lundholm, 1993).

2.1 Firm Size and Environmental Information Disclosure

Previous literature has explained different relations between firm size and Environmental
Information Disclosure. The majority of the research showed a positive relation between the two variables
such as the research conducted by (Hartikayanti et al., 2016), (Andrikopoulos & Kriklani, 2013), (Michelon
& Parbonetti, 2012) and (Montero et al., 2011). The main reason behind this positive relation is the idea of
how visible the firm is to the society, so the larger the firm is, the more visible it becomes and therefore it
is obligated to disclose more information (Patten, 2002) and (Cormier & Gordon, 2001). Other reason
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stated by (Despina et al., 2011), is that larger firms care about their reputation and, so they try to increase
their financial performance through disclosing more environmental information to gain the public trust.

Other researches find that the firm size has no effect on the level of environmental information
disclosure like the study conducted by (Ebiringa et al., 2013) and (Veronica, 2009). A negative relation is
not proven in studies concerning developing countries.

2.2 Firm Age and Environmental Information Disclosure

Age could actually help firms become more efficient. Over time, firms discover what they are
good at and learn how to do things better (Arrow, 1962), (Jovanovic & Hart, 1982) and (Ericson & Pakes,
1995). They specialize and find ways to standardize, coordinate, and speed up their production processes,
as well as to reduce costs and improve quality. A positive relation is suggested by prior literature
explaining that if the firm has been established since a long time ago this shows that the firm is satisfying
its stakeholders as it meets its financial and social/environmental obligations, this is mentioned in the
research conducted by (Liu & Anbumozhi, 2009) and (Choi, 1999). A motive to meet these obligations
could be to protect its reputation by being involved in the environmental information disclosure process
(Roberts, 1992).

2.3 Firm Leverage and Environmental Information Disclosure

Agency theory argues that firm leverage is determined by agency costs, which results from
potential conflicts of interests, leading managers to adopt leverage choices that improve their own private
benefits rather than maximize shareholders wealth (Gray et al., 1995). Financial leverage is a very
important corporate characteristic therefore many arguments exist showing different relations. Starting
with studies proving a positive relation comes those of (Andrikopoulos & Kriklani,2013) and (Clarkson et
al., 2011) and the reason is because of the stockholders monitoring demand that increases when the level
of firm’s leverage increases leading firms to increase the level of disclosure. Ho & Taylor (2007), prove a
positive relation by stating that this reduces the agency cost/ agency problem.

On the other hand, (Sembiring, 2005) explains the existence of a negative relation by stating that
the firms do not want to be of point of concentration by the creditors. Nur (2012) supported this negative
relation. Other reason mentioned in old literature by (Belkaoui & Philip, 1989) is that companies tend to
lower all kinds of costs in order to increase their profits to satisfy some credit agreements. Finally, there
are researches that say there is no relation between leverage and the environmental information
disclosure such as (Permana & Raharja, 2012) and (Veronica, 2009).

2.4 Firm profitability and Environmental Information Disclosure

Profitability is defined as an indicator to the firm’s performance in managing its assets (Juhmani,
2014). Based on the agency theory, profitability is considered an indicator for satisfying the shareholders’
needs, especially when ROE is used as profitability measurement as it measures the firm’s performance
(Ebrahim et al., 2015). Positive and negative relations as well as no relation exists between the firm
profitability and Environmental Information Disclosure, however the majority of prior literature explains
the positive relation. Prior literature stating a negative relation (Huang & Kung, 2010) and (Kathyayini et
al., 2012) while literature stating no relation includes (Zeng et al., 2012), (Cho et al., 2010) and (Ahmad et
al., 2003).

Explanations for a positive relation focuses on two main points, first is that firms with high
profitability try to increase their public image as well as attracting new investors therefore they tend to
increase the level of environmental disclosure (De Villiers & Van Staden, 2011). Second, firms with high
profits have better ability to pay for the costs of the environmental disclosure (Brammer & Pavelin, 2008).
Based on previous studies and results, it can be seen that large sized firms, firm’s age, firm financial
leverage level, and firm’s profitability can have significant effect on Environmental Information
Disclosure; therefore, the research hypotheses are stated as follows:

e H1: There is a significant relationship between Firm size and Environmental Information

Disclosure

e H2: There is a significant relationship between Firm Age and Environmental Information

Disclosure
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e HB3: There is a significant relationship between Firm Financial Leverage and Environmental
Information Disclosure

e H4: There is a significant relationship between Firm Profitability and Environmental Information
Disclosure

3. Research Methodology

Statistical techniques and tools are applied to test the significance of the research hypotheses
using theoretical and quantifiable data from the Disclosure book, annual reports and some data were
purchased from the Egyptian Company for Information Dissemination (EGID). The statistical tools used
are descriptive statistics, correlation analysis and regression analysis. Data is tested from the year 2007
until 2011 which is before the revolution, and the population used in this research is the Egyptian stock
exchange (EGX), taking a sample of the 50 most active firms. In this investigation the ordinary least
squares (OLS) method of regression was applied in executing the analysis, (Cohen et al., 2007).

3.1 Dependent Variable

In this study the dependent variable is the environmental information disclosure (EID),
Environmental information (EI) must help the society and companies to recognize the impact of business
decisions on the environment (Milne & Patten, 2002), (Kuk et al., 2005). One of the techniques is using
measures that quantify the level of environmental disclosure (Milne & Adler, 1999), this could be done by
counting the number of pages, sentences and words, amount of news including their types (bad, good, or
neutral news) or the number of disclosure items. However, this technique has few disadvantages, such as
not taking into account the use of non-textual information (McMurtrie, 2005) as well as the inability to
assess the quality of the disclosed information (Patten, 2002).

The second technique is a scoring measure where the text is classified. By using this
measurement tool, researchers quantify the provided environmental information by identifying specific
environmental items, and then they analyze the disclosure on each item using a yes/no (1, 0) scoring. At
the end, a score per firm can be calculated, this is based on (Al-Tuwaijri et al., 2004) and (Clarkson et al.,
2008).

Several indexes are established to support the second technique, for instance (Clarkson et al.,
2008) developed a content analysis index, based on the Global Report Initiative (GRI) reporting guidelines
to assess the level of discretionary Environmental Disclosure (ED) in environmental and social
responsibility reports. Another index measures the extent of information based on the firms’ annual
report by using a quantitative component as it applies a scoring system giving zero point in the absence of
the item and one point in the item presence (Harris et al., 2005) and (Greene, 2012).

This research uses an index that suits the Egyptian firms which is appendix A, the index is
suggested by (Carreira et al., 2014) and (Juhmani, 2014) containing a total number of 26 items, from
Annual Report (16 items) and from Annex (10 items), which are other attachments to the annual report, by
assigning a score of 1 if a firm discloses an item and a score of 0 if it does not. For each firm, a disclosure
index was computed as the ratio of the actual score given to the firm divided by the total score.

3.2 Independent Variable
Table (1) shows the measuring tools that this research uses based on the prior mentioned
literature and these are the most commonly used measurements.

Table (1): Independent Variables Measurements

Variables Measurement Reference

Firm size .

(FSIZE) Natural log of total assets (Barako et al., 2006) and (Lim et al., 2007)

Firm Age Log of the number of years since the | (Arrow, 196 2), (Mueller, 1972), (Ericson & Pakes,
(FAGE) firm’s foundation 1995) and (Soliman, 2013)

Firm Leverage Total Debt divided by the Total | (Chen, 2003), (Baharuddin et al., 2011) and
(FLEV) Assets of the firm. (Buferna et al.,2005)

Eiggg; ofitability Net income/ total equity (Julius, 2016) and (Juhmani, 2014)
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3.3 Research Model

This research uses a multiple regression model to examine and test for the impact of multiple independent
variables, which are the corporate characteristics, on the dependent variable, which is the environmental information
disclosure, of the most active firms listed in the EQyptian stock exchange
EID = 30 +p1 FSIZE+ B2FAGE + B3FLEV + 4 FPROF + ¢
Where: EID: is environmental information disclosure, FSIZE: is Firm size, FAGE: is Firm age, FLEV: is
Firm Financial Leverage, FPROF: is the firm’s profitability, [B: represents the regression coefficient, &:
represents the error term.

4. Findings and Discussion
Using SPSS, testing the hypotheses includes descriptive statistics followed by correlation analysis
and then the regression analysis.

4.1 Descriptive Statistics
The aim of this analysis is to describe the variables by showing the mean, minimum and
maximum values and the standard deviation of the dependent and independent variables

N Minimum Maximum Mean Std. Deviation
EID 225 .00 .88 2174 22652
FSIZE 225 17.447634 25.276637 21.109474 1.689402
FAGE 225 14 37 23.96668 5.899404
FLEV 225 .000000 .998675 .20985174 .208265971
FPROF 225 -29.0000 104.0000 14.947059 18.2105062

Table (2): Descriptive Statistics

The table indicates that the environmental information disclosure in the sample companies is 22 %
showing a low level of disclosure by the Egyptian firms. That isn't consistent with (Akbas & Canikli, 2014)
in Turkish (93.55%), (Suttipon & standton, 2012) in Thailand (96%) and (Juhmani, 2014) in Bahrain (37%).
It's also shown in the table that environmental disclosure score level has a minimum of 0% and a
maximum of 88%. The low percentage of environmental information disclosure in annual reports could be
referred to the fact that this type of information is voluntary in nature, and no efficient rules or regulations
enforce companies to reveal it. While the maximum level by which Egyptian firms reveal their
information reached 88%

Regarding the independent variables, Table (2) shows that the firm sizes have an average of 21%
with a min of 17% and a max of 25%. It also shows an average firm age of 1.4324 years, a min of 14 and a
max of 37. The leverage ratio in the Egyptian firms indicated an average level of is 20.89% and it tends to
range between a minimum of 0% and a maximum of 99.86%, with a standard deviation of 20.82%. The last
independent variable, which is the profitability level for Egyptian listed firms, tends to have an average of
14.95%, with extreme min and max levels as well as standard deviation.

4.2 Correlation Analysis

To assess for the correlation between the variables and determine whether there is a
multicollinearity problem in the research model or not, the Pearson’s Correlation Coefficient is employed.
Table (3) shows the direction and strengths of the relationships between all variables with one another.
According to (Bryman & Cramer, 1997), Pearson’s correlation between the independent variables is not
reflected as a problem unless it is higher than 0.80, because independent variables with coefficients greater
than 0.80 are supposed of showing a multicollinearity. However, as long as the highest correlation in
table (3) is still less than 0.80, so this confirms that there is no multicollinearity between the independent
variables used in the research model.

EID FLEV FSIZE FAGE FPROF
EID 1
FLEV .220™ 1
FSIZE 117 261" 1
FAGE -.200" -.079 -.346" 1
FPROF 281" 123 198~ -.189" 1

Table (3): Correlation Analysis
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4.3 Regression Analysis

Regression analysis is a more powerful tool than the correlation analysis as it doesn't only explain
the trend and strength of a relationship, but shows the casual effect of this relationship. The multiple
regression equation, stated previously, is analyzed with the ordinary least squared method (OLS) using
the Statistical Package for Social Science (SPSS) program.
As long as the hypotheses formulated to analyze this relationship are declared without a particular
direction, then the correlation and regression must be two-tailed as stated by (Ho, 2006). The regression
analysis of the environmental disclosure of Egyptian firms shows that the significance of the model is
0.000, which indicates that it’s highly significant, as long as its far below 0.05.

Model Sig.

1 | Regression .000p

Table (4): ANOVA Model

EID = 0 +B1 FSIZE + B2FAGE + B3FLEV + p4 FPROF + ¢

Unstandardized Coefficients Standardized Coefficients
B Std. Error Beta t sig
(Constant) .581 .300 1.938 .054
FSIZE -.003 .009 -.025 -.362 717
1| FAGE -.267 122 -.148 -2.196 .029**
FLEV .049 168 .045 292 771
FPROF .003 .001 .237 3.626 .000***

Table (5): Regression Results

Data in the above table show that, a sig level of 0.717, greater than 0.05, for the firm’s size
indicates an insignificant relationship with environmental information disclosure of Egyptian firms, this
result rejects the hypothesis of a significant relationship between the two variables in the Egyptian firms.
Second, the firm age shows a significance level of 0.029 indicating the existence of a significant relation
which is negative, and this makes the second research hypothesis acceptable. Moving the third hypothesis
which is firm financial leverage, a significance level of 0.771, which is greater than 0.1, indicates an
insignificant relationship between the firm financial leverage and environmental information disclosure,
this result rejects the hypothesis of a significant relationship between the two variables in the Egyptian
firms. Finally, the fourth variable that has an accepted hypothesis as well is the firm profitability that has a
significance level of 0.000 showing a positive relation as well.

5. Conclusion

Many pressures cause the firms to disclose environmental information in the annual report, and
these pressures come from different parties in the society like the stakeholders, the government and other
forces surrounding the firm. Also, the fear of losing your public image and the urge to increase the firm’s
performance gives the firm a greater motive to disclose environmental information, this was suggested by
(Suttipon & standton, 2012).

This research objective is to observe the effect of some variables on the environmental disclosure
by Egyptian firms. Thus, for the purpose of this research, the impact of four independent variables which
are firm size, firm age, firm leverage and firm profitability are analyzed in the research model. The
research model is designed to measure the effect of these variables on the environmental disclosure of the
50 most active firms listed in the EGX from the period 2007-2011.

The findings of this study lead to the acceptance of two hypotheses which state that there is a
significant relation between two independent variables which are firm age and firm profitability and the
dependent variable which is environmental information disclosure, while the other two hypotheses are
rejected referring to an insignificant relationship.

6. Research limitations and direction for further research

Research limitations exist in almost all researches and this is what makes research alive as to
always try to solve the limitations. One of the limitations faced during this study is the use of the
disclosure book as the last one was issued in 2011 so the sample of this research stopped at year 2011.
Also, some data was not found as the most active firms are not constant because of the entering and
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exiting of some firms from a year to another, though this was solved by using another data source which
is the Egyptian Company for Information Dissemination (EGID).

Another Limitation is that there is no availability of previous research regarding this area of study
especially in a developing country such as Egypt. Finally, the sample size used in this study is 45 firms
and for a five-year study period. So, simplifying the results for all firms becomes limited due to the nature
of the empirical model used and also the study is conducted only in Egypt due to inability to access data
in other countries. And most of the Egyptian firms did not disclose information regarding the
environment so this limited this study to include many firms in the analysis.

The corporate environmental disclosure is considered a sign of transparency or credibility for
firms, which in turn helps in attracting new investors. Hence, a very minor change in a company’s
environmental disclosure level may affect the level of investments on the company’s shares, and
therefore, firms have to pay attention to their environmental disclosure level and give it some worthy
considerations and concern. Therefore, as a direction for further research, other independent variables
could be added to test their impact on the environmental information disclosure like adding the corporate
governance factors as well as another research direction which is micro and macroeconomic factors.
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Appendix A- Index of Environmental Disclosure

Annual Report (16 items)

1 Environmental programs and policies (0-1).

2 Preventive measures/environmental protection (0-1).

3 Compliance with environmental regulations (0-1).

4 Reference to certification (0-1).

5 Environmental investments/capital expenditures (past and in the current year) (0-1).
6 Environmental performance/risks and impact on the environment (quantitative information) (0-1).
7 Environmental indicators (0-1).

8 Environmental management system (0-1).

10 Training on the environment (0-1).

11 External environmental audit (0-1).

12 Future environmental investment & expenditures (0-1).

13 Awards and recognition related to the environment (0-1).

14 Mention of improvements made year by year (0-1).

15 Mention of an environmental/sustainability report (0-1).

16 Initiative, awareness campaign, study, conferences (0-1).

Annex (10 items)

1 Measurement criteria related with the environment (0-1).

2 Environmental incentives (0-1).

3 Environmental expenditures allocated to results (expenses: operating costs) (0-1).
4 Environmental capitalized expenditures (investment) (0-1).
5 Environmental liabilities (0-1).

6 Environmental contingent liabilities (0-1).

7 Environmental provisions (0-1).

8 Fees/penalties relating to environmental issues (0-1).

9 Heading: "Information on environmental matters (0-1)."

10 Heading "CO2 licenses (0-1)."
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