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Abstract: Environmental problems have become major headiihesto the negative effects they
bring to the stability of the ecosystem. Thus, thereased awareness of social responsibility or,
specifically, environmental concern is now a chadle facing the corporate world. Hence this study
tests whether board size and board composition e association with the level of firms’
corporate environmental disclosure in annual repdnd achieve the objective of this study, a tofal
40 listed firms on the floor of the Nigerian stoekchange market were used. Also, the study
critically developed and utilized the Kinder Lydeny Domini (KLD rating scheme to analyze the
level of corporate environmental disclosure madéitoys in their annual reports for the period 2006-
2010. In addition, the simple regression analysis wsed to test the research propositions as stated
the study. However, empirical findings from thedstueveal that while board size has a significant
negative relationship with the level of corporateieonmental disclosure; board composition on the
other hand has a significant positive relationshith the level of firms’ corporate environmental
disclosure in the annual report.
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1. Introduction

Corporate environmental disclosures has become sairent to board members
as thinking at the top of organizations shifts tmanore broadly defined
performance than just the bottom line. Environmergaues are an important
aspect of corporate social responsibility, esplcidr companies that are
responsible for high carbon dioxide and chlorofagarbons emissions. Hence,
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corporate decision makers are increasingly callednuto consider the broader
environmental impact of their business decisiorsarls may be moved to address
corporate environmental issues for political reas(Bendell & Kearins, 2005), in
response to environmental legislation, or to predesnpironmental litigation.

Although there has been an interest in the relatigmbetween board composition
and corporate social responsibility, less is knatrout how board composition
affects corporate environmental disclosures (lmatloward & Angelidis, 2003).
With the growing competition of globalization, g&gic decision makers have
been faced with the competing interests of exteandl internal stakeholders such
as greater diversity in corporate governance, uakielg more investments in
corporate social responsibility and maximizing fiogl performance. As a result,
strategic decision makers today must not only eeetheir financial performance,
but also satisfy the increasing expectations ofornsrs, suppliers and society as a
whole. Since these developments have made stratliegision making process
more complex, it is necessary to gain a better tataleding of how companies can
improve their effectiveness to serve both of thgsas.

The concept of corporate environmental reporting \droduced in the early
1990s and since then it has rapidly gained acceptass the means of
communicating and demonstrating a company’s comemtmto improving
corporate environmental performance to its staldgrel (ACCA 2004). According
to Gray, Javad, Power & Sinclair (2001), the anmegbrt have provided a plate
form for a growing number of companies in combinihgir environmental efforts
with their economic efforts in demonstrating thesicountability for environmental
stewardship. In developed countries like Nethedaddpan, United States, United
Kingdom and France concerns on the environmentbleas voiced out by the
government and companies operating in these ar@ussged to provide
information on the impact of their economic actesgton the environment in their
annual reports. However, this is not the same istrdeveloping countries where
there have been series of social unrest and cédednap arising from the youth
of the host communities where most of these multnal corporations are
domiciled due to their negative environmental impam the environment. To this
end therefore, this study will attempt to examime ¢ffects of board size and board
composition on the level of corporate environmedistiosures among listed firms
in Nigeria. In the light of the aforementioned altjee, the remaining part of this
study is organized as follows: following the intomtbry section of this study is the
literature review and research hypotheses. Thitogely followed by the research
methodology and the empirical findings.
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Scope of Study

This study basically investigates the effects adrdcsize and board composition on
the level of corporate environmental disclosuresmgrlisted firms in Nigeria. To
achieve this objective, the corporate annual report the period 2006-2010 were
analyzed. In addition, the study considered a @itd listed firms in the Nigerian
stock exchange market. The choice of these ingssaiises based on their direct
or indirect contribution to environmental pollution

2. Literature Review
Corporate Governance and Corporate Environmental Dsclosure

The scandals of high profile companies such asEM@rldCom, Tyco and some
other firms in developed economies, have raisedjtiestion of the effectiveness
of monitoring mechanisms in organizations (Raplmel& Wahlen, 2004). It is
therefore believed that the focus should now beenwor improving the internal
mechanism, which includes boards, particularlyrtcréase shareholder’s insight
and influence on corporate behaviour in organipatig<olk, 2006). Apart from the
traditional approach to accountability in the camtef corporate governance,
corporate environmental reporting has also emergesgh though it is mostly on a
voluntary basis concerning the societal and enum@mtal implications (Kolk,
2006). Disclosure on environmental issues has tlgengal to increase
shareholder’s wealth and can be regarded as othee @lements of good corporate
governance (Kassinis & Vafeas, 2002). Nonethetbsseffectiveness of regulation
on environmental risk, which emphasizes awarenes$ @mpowerment of
shareholders, essentially depends on the qualitthefcorporate environmental
disclosure (Sinclair-Desgané & Gozlan, 2002). Cqnosetly, the proper reporting
of corporate environmental performance is now garsignificant interest in the
business community and is being debated withinatbeounting profession and
authoritative bodies (Rezaee, Szendi & Aggarwal5)9Environmental costs and
obligations will continue to grow in line with theonsciousness of society,
government regulation and corporations towardsrenwmiental concerns (Rezaee
et. al, 1995). Therefore, as the scope of poteniats may cover both internal and
external stakeholders, there must be an assuranceéhe transparency and
reliability of the information disclosed. Sustaiilgyp, specifically, the
environmental concern and corporate governance teebd converged for better
reporting. This situation has also been closeligdihto the recognition that good
corporate governance requires consideration ofnipact a corporation has on the
wider community and the environment (Andrew, 2008pre specifically, when
considering the broader conception of corporateegmance, it is clear that good
governance entails responsibility and due regardth® wishes of all key
stakeholders and ensuring companies are answeralle stakeholders (Dunlop,
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1998). There is thus a clear overlap between tloisception of corporate
governance and the stakeholder conception of capa@nvironmental disclosure
that considers business as responsible vis-a-\isnaplex web of interrelated
stakeholders that sustain and add value to the (fireeman, 1984). Conversely,
various corporate environmental disclosure schaarphasize the need to uphold
the highest standards of governance internallytiqudarly in discussions of the
internal dimension of corporate environmental disate (Perrini, Pogutz &
Tencati, 2006). However, despite the importanceasporate governance and its
potential influence on companies to engage in enwirental reporting, research in
this area most especially in developing economies#ll lacking.

Theories of Corporate Governance

Theories of Corporate Governance go back to ay earl1970's where Adam
Smith in his land mark work Wealth of Nations ingporated some distinction
about management and ownership. Since then cetabries were developed,
Agency theory, Stewardship theory, Stakeholderrthaod Resource dependency
theory are some of those. According to agency theghnen there is separation of
management and ownership, the manager seeks o saif interest which is not
always in the best interests of the owner and depaom those required to
maximize the shareholder returns. This agency probtan be set out in two
different forms known as adverse selection and hiwaaard (Eisenhardt, 1989).
Adverse selection can occur if the agent misrepiteskis ability to perform the
functions assigned and gets chosen as an agerdl Neward occurs if the chosen
agent shirks the responsibilities or underperfordue to lack of sufficient
dedication to the assigned duties. Such underpedioce by an agent, even if
acting in the best interest of the principal, wéhd to a residual cost to the
principal (Jensen & Meckling, 1976). These costsulttng from sub-optimal
performance by agents are termed as agency casist theoretical perspectives
such as stewardship, resource dependency and std&eltheories also enhance
our understanding of the role of boards (HillmanD&lziel, 2003). Stewardship
theory views agents as stewards who manage thairésponsibly to improve the
performance of the firm (Muth & Donaldson, 1998gdRurce dependency theory
considers agents as a resource since they woublddpresocial and business
networks and influence the environment in favouthair firm (Pearce & Zahra
1992). The resource dependence theory further stgyghat the selection of
outside board members will provide more resouricdésrmation, and legitimacy to
the board (Johnson, Daily & Ellstrand, 1996). Tteksholder theory on the other
hand expects boards to take into account the neleds increasing number of
different stakeholder groups, including interestoups linked to social,
environmental and ethical considerations (Freeni®84; Freeman, Wicks, &
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Parmar 2004). Appreciation of different theoretipalspectives will give insights
into the contribution of boards to corporate ervingntal performance.

Prior Studies and Development of Hypothesis

The earliest literature on board size is by (Lipgohorch, 1992 and Jensen, 1993).
Jensen (1993) argued that the preference for smbbard size stems from
technological and organizational change which wtety leads to cost cutting and
downsizing. Hermalin & Weisbach (2003) argued thegbility that larger boards
can be less effective than small boards. When soaydsist of too many members
agency problems may increase, as some directorstagaglong as free-riders.
Chaganti, Mahajan, Sharma (1985) also claimed thailler boards are
manageable and more often play a role as a cangdilinction whereas larger
boards may not be able to function effectivelyhaslioard leaves the management
relatively free. On the other hand, very small bdgdack the advantage of having
the spread of expert advice and opinion aroundtab& that is found in larger
boards. Furthermore, larger boards are more likelybe associated with an
increase in board diversity in terms of experiersiells, gender and nationality
(Dalton & Dalton, 2005). A larger board size maynbra greater number of
directors with experience that may represent aitadé of values on the board
(Halme & Huse, 1997).

Published studies that linked board size and veahlyntlisclosure of corporate
environmental information are rather lacking. BesidHalme & Huse (1997),
which found no significant association betweennbmber of board members and
the tendency for companies to report on the enmient, and Cheng & Courtenay
(2004), which found a similar result for voluntargisclosure (in which
environmental information is a part of it); to thethors best knowledge, there is a
complete dearth of literature in this area of aotimg especially in developing
countries.To this end therefore, this study intends to filistgap in literature by
examining the effects of board size and board caitipa on the level of corporate
environmental disclosure among listed firms in Mige

3. Research Hypothesis

With the dearth of literature in this area of aguing, the following hypotheses
are stated below in the null form.

Hy: there is no significant relationship between board sizel ahe level of
corporate environmental disclosure among listechirin Nigerian.

H,: there is no significant relationship between boa@amposition and the
level of corporate environmental disclosure amdaget firms in Nigerian.
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4. Research Methodology

To achieve the objectives of this research, theystoas adopted the use of
corporate annual reports of listed firms as ourmsaiurce of data. This is due to
the fact that annual reports are readily availabid accessible. Moreso, Gray,
Kouhy, & Lavers (1995) opined that annual repohteud be used in determing
the level of environmental disclosures because do@brmation is produced
regularly and will be in the public domain. The aahreports for period 2006-
2010 were used due to the increased level of awasemnd pressure from
stakeholders within these periods. The populataritfis study is comprised of all
firms listed on the floor of the Nigerian Stock Bange as at 31 December 2010.
However, the selected sample size for this studiudes listed firms both in the
financial and non-financial sectors of the econamiych sums up to a total of 40
firms. This represents 20% percent of the totgubation and, thus, is consistent
with the minimum sample size as suggested by eitteeconventional sample size
table proposed by Krejcie & Morgan (1970) or thedexm online sample size
calculator by Raosoft, Inc. In addition, the stddsther adopts the use of content
analysis method of data collection in elicitingal&tom the annual report. This is
due to the fact that the content analysis methdiaeisnost commonly used method
of measuring corporate environmental disclosutaninual reports (Milne & Adler,
1999). Also, it allows corporate environmental mfiation to be systematically
classified and compared. However, this study attemfm measure the
environmental disclosure in terms of themes andlemnge, using Hackston &
Milne’s (1996) operational definitions and framewdor corporate environmental
disclosure index. Theme is measured in the categaf environment, energy,
product, community, and employee health. Evidesaméasured in the categories
of monetary quantitative and non-monetary quamntgadisclosures. The corporate
environmental disclosure framework contained 28battes. Consequently, a firm
could score a maximum of 28 points and a minimumOofThe formula for
calculating the reporting scores by using the emvirental disclosure index
(attributes) is expressed in a functional form:

28

RS = >d;
i=1
Where:
RS = Reporting Score
d =1 if the item is reported and O if the item @& reported
[ =1,2,3..28.
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Also, in order to measure the relationships betwtbenindependent (board size
and board composition) and the dependent (corp@a@onmental disclosure)
variables; the ordinary least square regressioneinads adopted. Furthermore,
while the board size in this study was proxied Iy total number of members on
the board of directors (BDSIZE); board compositbonthe other hand was proxied
by the proportion on non-executive directors (NED).

Model Specification

CED =f(BDSIZE, NED, Ut .o (1)
This can be written in explicit form as:

CEDy =Po +PiBDSIZE + BNED:+ U (2)
Where:

CED = Corporate environmental disclosure.

BDSIZE = total number of members on the board méadors.

NED = the proportion on non-executive directorglmmboard.

U = Stochastic or disturbance term.

t = Time dimension of the Variables

Bo = Constant or Intercept.

B1-2 = Coefficients to be estimated or the Coefficiaftslope parameters.

Table 1. Proxies and Predicted Signs for ExplanatgrVariables

Varia | Predicted Type Data Type Scale
ble Sign
BDSIZ - Independe | Continuous| Number of board members (n)
E nt
NED + Independe| Continuous| Proportion of non-executive directorghan
nt board.

5. Discussion of Findings

Empirical findings from the Pearson correlation lgsia on the relationship

between board size (proxied as the number of boaedbers) and level of
environmental disclosure as depicted in table (@ws that there is a negative
correlation between board size and the level gb@@te environmental disclosure
among the selected firms; and it is significanQd&1 level. In addition, results
from table (2) further indicate that there is aippes correlation between board
composition and the level of corporate environmemtigclosure; and it is

significant at 0.01 level.
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Table 2. Pearson Correlations for Selected FirmsiNigeria

CED BDSIZE NED
CED Pearson Correlation 1 -.592(*) -.511(*)
Sig. (2-tailed) .000 .001
N 40 40 40
BDSIZE Pearson Correlation -.592(*) 1 -.454(*)
Sig. (2-tailed) .000 003
N 40 40 40
NED Pearson Correlation 511(*) - A54(*%) 1
Sig. (2-tailed)
N .001 .003
40 40 40

** Correlation is significant at the 0.01 level (@iled).
* Correlation is significant at the 0.05 level (2ied).

Table 3. Model Summary

Change Statistics
Adjusted | Std. R Sig
Model | R R R Square| Error of | Square | F dft | df | F
Square the Change | chang 2 Change
Estimate €
1 .65% | .424 .393 5.10076| .424 13.631 2 37 .000

a. Predictors: (Constant), NED, BDSIZE

Table 4. ANOVAP

Model Sum of Squareg  Df Mean Squale F Sig
1 Regression 709.322 2
Residual 962.657 37 354.661 13631 | .000
Total 1671.979 39 26.018

a. Predictors: (Constant), NED, BDSIZE

b. Dependent Variable: CED

Table 5. Coefficientd

Unstandardized Coefficients Standardized Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 20.099 8.064 2.492 | .017
-1.372 424 -.453 -3.233| .003
BDSIZE 14.877 .306 2.183 | .035
NED

a. Dependent Variable: CED

Furthermore, results for the goodness of fit tasslown in table (3) present an
adjusted Rvalue of about 39%. This in a nutshell means thatvalue of the
dependent variable can be explained by 39% of ndegendent variables. This
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value can be considered sufficient because a fibelsaviour towards corporate
environmental issues is also influenced by othetofa beside board size and
board composition. Nevertheless, while the resultlie F- test with a p-value that
is less than 0.05 (i.e. p-value < 0.05) as reftbatetable (4) suggests clearly that
simultaneously the explanatory variable (i.e. baazé and board composition) are
significantly associated with the dependent vaeaftorporate environmental
disclosure); on the other hand, the regressioryaisatesults as presented in table
(5) indicates that consistent with our a priori @ation (i.e. b< 0 ), a significant
negative association does exist between boardmiaried by the number of board
members) and level of corporate environmental d&gle among the selected
firms. This result implies that the more the numbgboard members, the lower
the level of corporate environmental disclosureatTis to say that there is an
inverse relationship between board size and theel ledf environmental
performance; since larger boards may be less eféedh monitoring a firms
negative environmental impact on the society duerablems such as social
loafing and higher co-ordination costs. Accordingdhyis result is in line with the
suggestions of the agency theory, which holdsldrge boards in an organisation
would result in communication and coordination peafs and also decrease the
managerial ability of the board. This result coodtes the findings in provided
(Lipton & Lorsch, 1992; Jensen, 1993; Kassinis &éés, 2002) were they found
out that firms prosecuted for environmental viaes have larger boards.
Nevertheless, these findings contradict the viefkBailton et al. (1999) were they
opined that larger boards potentially bring morpegience and knowledge and
offer better advice. They suggested that largerd®are more likely to include
experts on specific issues such as environmentédrpgance. In addition, further
empirical findings from the regression analysisuliefor the second hypothesis
which states that there is no significant relatpsetween board composition
and level of corporate environmental disclosuretidates clearly that consistent
with our a priori expectation {l» 0), a significant positive relationship does exist
between board composition and level of corporatéremmental disclosure. This
result invariably implies that the board compositin an organisation have a very
significant positive role to play in the level ofris’ corporate environmental
performance. That is, the higher the proportiorihef non-executive directors on
the board; the more likely they will be able to daklecisions that are
environmentally friendly. More so, outside boardmiers are more effective in
providing corporate social perspectives since they more conscious about the
environmental dynamics and the different demandsanious stakeholders than
insider members who are assumed to be more preledcwith economic utilities.
Interestingly, empirical evidence provided in thigudy supports the findings
provided by (Dunn & Sainty, 2009; Coffey & Wang, 989159; Ibrahim &
Angelidis, 1995; Ibrahim, Howard & Angelidis, 2008)re they found out that
outside directors are more conscious about philapith components of corporate
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social responsibility than insiders. This is alsongistent with the resource
dependency theory, which holds that outside boaethibers (i.e. non-executive
director) can be more effective in terms of enhagciorporate image and ensuring
shareholders’ interests. Similarly, this resulaliso consistent with the findings of
Webb (2004) who also suggested that socially resiptanfirms tend to utilize
more outsiders in their boards. However, this tesantradicts the findings
provided in McKendall, Sdnchez & Sicilian (1999).

6. Conclusions and Recommendations

This study basically looked at board charactessdind corporate environmental
disclosure among firms in Nigeria. The study carpewith interesting findings
that are of salient importance to scholars invesitig corporate governance issues
in the Nigerian context. In accordance with thetfliypotheses, the study observed
that lager board size in a firm has a negative g¢hpa the level of an organisations
environmental performance. That is, an inverseticelahip does exist between
board size and the level of environmental performeaiThis result is however in
line with the suggestions of the agency theory.tRersecond hypothesis, the study
however observed that there is a significant pgesitelationship between board
composition and the level of environmental disctesurhat is, increasing the
proportion of outside directors on the board widd|to better corporate
environmental performance. This is consistent wiitle resource dependence
theory, which posits that independent boards erehangporate image and ensure
shareholders’ interest. Consequently, this papemclodes that larger
representations of a firms’ board should be compas@utside directors (i.e. non-
executive directors) since they are more consciabsut the environmental
dynamics and demands of various stakeholders thsider members who are
assumed to be more preoccupied with economic iesilitFinally, this paper
therefore calls for further longitudinal studiestthwill provide insights into some
reporting patterns among listed firms in the countr
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Appendix (1). Listed Firms of Selected Listed firmsn the Nigerian Stock Exchange

Market
S/N | List of selected listed Firms S/N| List of seléed listed Firms
1 Chemical & Allied Products Plc 21 Evans Medichl P
2 D N Meyer Plc 22 G S K Consumer Plc
3 Nigerian - German Chemical Plc 23 May and Ba¥iegr Plc
4 Okitipupa Oil Palm Plc 24 Pharma - Deko PlIc
5 Presco Plc 25 Guinness Nigeria Plc
6 Okomu Oil Palm Plc 26 Nigerian Breweries Plc
7 Ellah - Lakes Plc 27 Jos International BreweR&s
8 Livestock Feeds Plc 28 Champion Breweries Plc
9 Ashaka Cement Company Plc 29 International Briase?Ic
10 | Benue Cement Company Plc 3( Lafarge WestatdrPortland

17¢



ACTA UNIVERSITATIS DANUBIUS

Vol 7, No. 5/2011

xty

(BCC) Cement Plc
11 | Ecobank Plc 31 Cement Company of Northern
(Nigeria) Plc
12 | First Bank PIc 32 Ceramic Manufacturers Nigerial
Plc
13 | Fidelity Bank 33 African Petroleum P
14 | Access Bank p 34 Chevron Oil Nigeria P
15 | First Bank of Nigeria pl 35 Mobile Qil Nigeria Pl
1€ | Firstinland bank pl 36 Conoll
17 | Guaranty trust bank 37 Oando Plc
18 | Oceanic bank international | 38 Total Nigerie Plc
19 | Berger Paints Pl 39 BOS Gases P
2C | BCN Plc 40 African Paints (Nigeria) P
Appendix (2). Twenty Eight Testable Environmental Dsclosure ltems
S/ | Environment Energy Research & Employee Health and
N Development Safety
1 | Environmental firms energy policies Investment in research prDisclosing accident
pollution renewal technology statistics.
2 | Conservation of | Disclosing energy Environmental education Reducing or eliminating
natural resources| savings pollutants, irritants, or
hazards in the work
environment.
3 | Environmental Reduction in energy | Environmental research. Promoting employee safé¢
management consumption and physical or mental
health
4 | Recycling plant | Received awards or | Waste management Disclosing benefits from
of waste products| penalties. /reduction and recycling | increased health and safety
technology expenditure.
5 | Air emission Disclosing increased | Research on new method Complying with health and
information energy of production safety standards and
efficiency products regulations.
6 | Environmental Conservation of Providing information for | Health and Safety
policies or energy in the conduct conducting safety Arrangements
company concern| of business operationg research on the
for the company’s products
environment
7 | Installation of Discussion of the Information on research | Establishment of
effluent treatment| company’s efforts to | projects set up by the Educational Institution
plant reduce energy company to improve its
consumption product in any way

17¢

Source: Hackston & Milne’s (1996).



